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A. -. Smeary' ' •• ' 1. • ,,~ \ 

By this order,' we' ;open: a . -rulemaking·:proceedinq-:.-which :; '-~ ";:::. 
builds upon commission policies ; related.·to' .utili ty .. gaG;J'and< .. :' .. ,'," ". 
electric demand-side management.: COSH) programs •. ,. " The ·:respondent·'·' 
utilities to this rulemakinq will,: ,and interested~part.ies -may, ,,' 
file COlDlDents on these proposed rules,.within, 4S:days.. . ;.""':-:':.' " 

We also open today a. companion,investigationto;this 
rulemakinq,.naminq the same utility respondents:.:. Th:i:s:,; ,::''': ,,' 
investigation will serve as the forum for ta.kiT.'l9-evidence.~shou:ld·
we cletermine that,. based 'on the comments filedon: .. tb:is 
rulemakinq, evidentiary hearings are'.neccssary to' resolve;: any 
particular issues. It will:also'serve.as··the torum·to::review and·"' 
approve funding' for any utility.:proposals to engage in the .... : .. 
competitive procurement of,DsHprograms,. ,referred'to":general'ly as. 
"'DSM pilot bidcling.'" '., ,:::.; ... ,,'.':' 

Responclents to the two proceedings .. initiated. today are 
Southern california Gas .. Company (SoCalGas).,,,San ·D1eqo· Gas and 
Electric Company (SOC&E), .. Southern c~iitornia 'Ecli~'on Company 

(Edison), and Pacific Gas and Eleetric"Company (PC&E). 
Since·R.91~08-003and I.:91-0S-002.involve·related 

issues of law 'and fact,. it',is appropriate to 'consolidate these 
• .,,' •. ,J .,J. '." . P"._ '." 

two docket.s pur:;uant to Rule S5 of the Commission '.S :Rules· of 
Practice and Procedure. Consolidation provides the ,., Commission 

J • '.,. " -,., 

with maximum decisionmakin9 flexibility' .in addressing the issues 
before it in these proceedin9s. For 'ac1ministrative~convenienee, 

• .,' .'." '". ,J, .. ~ ' ... , ' ... '" 

the rulemakinq will be the lead docket, ana all filings shall be 
made in that. docket unless otherwise specified • . , 

--2 .. --
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B. The Objectives of the om 
. The california<Collaborative':macie great strides. Its 

achievements mar~ an important starting point in our efforts to 
reestablish OSM as a viable, lasting element of utility',~resource -,' 
procuremont., ,Butmueh work·romainrrand·it, is time tor':this. 
Commission ,to take up where the Collaborative, ',left ;ott,. :'::::'l'he ' 
demand-side management arena is increasingly dynamic ",'and: ,': - -" 

evolving. Tbe much --broader world of, least-cost -:resource .. " ' 

procurement, and OSM's role in: ·it,. is equally dynamic.~.··We:·'· 
believe ,it. is'important-to articulate clearly'ourprimary goal 
regarding utility demand-side:management,,. and how we.:expect:to, 
achieve, ,thi& goal·.·' ,.,' ~'''':' ,-

.. ,.' 

In, :issuing -this OIRi:we'-have one ':overriding qoaJ::::-:.-::to .. , 
ensure, the' stable,. sustained'development of least-cost util:ity . :,)', 
gas and ,electric: eneren' efficiency -programs that "provide-~reliabl:e,: 
savings tor all ~stomers.. Complementing this overriding ,,;goal~ . 
are several· additional goals. These secure the role"of OSM : and ., ,-' 
ensure that our foremost goal is met. 

1.:, TO continue to work toward 'a resource':'-
procurement framework in whieh OSM and, 
traditional' supply-side options compete on' ... 
an equal tooting fora place in the 
utility'S resource plan. . , 

, . . '.' . , , 

2. To estllblisll greater consistency :tn'the', 
treatment of demand-side resources across, 
utilities and in our different regulatory· 
forwns.. . ... ~. 

3~To enhance -our efforts to'est~li:sh a" 'I. , 

, .,<, 

common resource planning tool ,which can "" .' . .1 S 

accommodate both demand~ and supply-side . 
options for use in a single forum • 

. ;., ' ... ,' 
.- iI" 

.~. ' ... - , 
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4. To continue to' implement' PO', Code::§'7'Ol.1' :: 
and § 747 regarding utility OSM activities" , 
and resource procurement generally. ' , 

'., . 
, .. 

S. To establish guidelines to review and, 
evaluate utility DSM activity. ., 

6. To continue to foster a competitive market. 
for utility energy serviccs. 

1 • ~ ... • ." t 

This rulemaking attempts to strike a "balance, between the ..... . . , 

need for consistency and the, need to allow utility managers the 
. ," ',.,', '" '. 

flexibility required to respond to, their unique" circumstances. , 
, • .' I. ,'.,,,r, \ 

Striking such a balance will ensure the efficient design and 
, d' , '," ! I 

sustained development of utility DSM programs. ,A ~umma~ of the 
rules and policies proposed in this rulemaking are, attached, ,as, 

.; , \ .. 
Appendix A. 

, " 

The O~ is divided, into six parts. Part One provides a 
, " ~. 

brief summary of recent events, leading, up: to this O;R., pa,r:t:,'l'w:o 
adclr,csses DSM program definitions., Part Three addresses ,cost-, 

, ' . ' , '. . , '" . . . , .' . . ,~, . 

effectiveness indicators for DSM program. acti vi ties." Part" I Four 
focuses on shareholder incentive mechanisms. part,Five.,discusses 
regulatory oversigh.t of DSM activities~ Part Six add,res,ses, 
utility DSM pilot bidding programs. 
c. tmckground 

. , 

This Order Instituting Rulemaking (OIR), and, the, 
'... .'.,' ," , ~" 

accompaning Ordor Instituting Inve stiga:t ion , (OIl),,', ~a:r:~,! ~\lr" 
continued commitment to make OSM an equally important,component of 

!, r .. ' •. 

utility resourc,e procurement and to continue California's role as a 
, . ", '.." . . J~, . • 

.1', -".~'\ 

1 PO Code § 701.1 requires the Commission to include a value tor 
environmental costs and benefits in calculatin~ the cost
effectiveness of energy resources and to explolt all practicable 
and cost-effective conservation and improvements in ener~ 
efficiency. PO Code § 747 requires this commission to Qlrect 
utilities to test demand-sido management bidding. ,', 

-,4, -. 
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leader in the, development and use o,f" OSM prog~ams.': "They are the 
logical extension' of our recent', decisi,ons, .. ,in,"the general rate cases 

• , • " '", .' '. I <,' 

CGRCs) 01: PG&E (see Decision (0.) ,89-:-12-05-7 and SoCalGas see 
0.90-01-016), and our decisions resultinq from'applications filed 
after the OSM Collaborative process (0.90-08-068 and 0.90-12-071). 
In those rate case decisions, ,we' took, add! tional steps" toward the 
consistent treatment of demand- and supply-side resource 
alternatives, with the intent ofinteqratinq~ lonq-run' clemand- and 
supply-side planning. Integr~,ted resource planning is' one of the 
fundamental steps required to achieve our ultimate goal of 
developing an all-source biddinq framework that allows demand- and 
supply-side resources to compete on an equal footing to provide 
utility energy service. 

We gave considerable attention to the developmento1! 
uniform guidelines for utility' OSlo! act'ivities in the PG&E and 
SocalGas qeneral rate cases. We chose not to'adopt'overarchinq' 

• 

principles at that time, however. First, we were not'convince'el' • 
that the general rate case provided the appropriate forum 'for' 
establishIng a statewide approach to utility OSK. The GRC covers a 
broad range of issuos and generally does' not allow for i'n:'d.epth ' 
industrywide focus on one issue, in this case', 'demand-side 
manaqement. In addition, at the time we were considering'the 
guidclines proposed in the PG&E and SoCalGas ratc'cases, tho 
Collaborative process was 'well underway,'and" wechose'to'await'its 
recommendations before adopting a specific approach'. We did, 
however, express our interest in establishing a forum 'where"'the 
concepts raised in the GRes could be carefully analyzed once the 
Collaborative process had submitted its report. 2 

'.' ... ' 

.'. O':~' 'c;f;~ 

2 See 0.89-12-05-7, PP'~-: 3.74-377' ;:and. ,D'.:9'O-Ol-016::,;:"pp,::',5-7-6le.: .. '-~', 

-,5,- • 
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In 0.90-08-068' ,and, 0.90-12-071,. we, reaffirmed-"oul::~,"<'. 
eommi tlnent, to- DSM ,.'by approvinq tour, settlemcnt"agreeme~ts, :arri vec;t " 
at by the four maj.or utilities.' and. ,the: active' parties' ,to::the 
Collaborative. The decisions authorize considerable' expansion ~, 
each utility's, OSM programs and reflect the success of the -OSM 

Collaborative process we initiated in 19-89. ,', ", ' 

1. l1le En Bane Bearing on 'OeJDand-side Manageme~ 
On July 20, 1989, this Commission convened, an,en bane 

> ,~ • , • 

hearing to reexamine the role of demand-side management inutility 
resource procurement. With that hearing, we achieved a 9oalse~ 
forth in 0.89-05-067 of our generic ex~ination of ratemaking 

,. J ,. 

(I.86-10-001), when we tirst made clear our intontto take a tresh 
look at,utility OSM activities. 

2. Tbe california Colloborative 
The Colla))orative working, group sprang from our July 20, 

1989 en bane hearing on the status,of utility OSM programs. At the 
en bane hearing, several participants recommended a :proces~ wb~ch , 
would allow the state's interested parties to ,collaborate ona 
blueprint for the revitalization of OSM 'activity i~ califo~ia,~, We 
agreed, with the hope that a collaborative approach could belp 
facilitate that goal. 

The california Collaborative set its, own agenda and " 
i· '. , ,. ~, . • , ',._... . ! 

membership. Its stakeholders were a wide. array ot, interest groups: 
the calitornia' s tour maj or investor-owned energy, utili tie's" 

, " ,> ,.-~" "'.~ 

representatives of various california State agencies, 
. , . , 

environmentalists, ratepayers of all types, agriculture", energy 
service companies, and independent energy produeers. The group's 
success led, to the utility applications, which-,by. our, app,~~~al" 
stand as a milestone in the wfresh look" we continue to take at 

, . , . " ,", '.' . 

utility OSM aetivities (0.89-05-067). 
The Collaborative stakebolders maae substantial progress 

in many areas of OSM program planning and implementation, but they 
did not reach consensus on all issues. In addition, the-" 

-.. -~"- ... 



R. 91-08-003, I. 91-08-002 DS~/.JOD{:j'l.p 'w* 

stakeholders' chose to limit the focuS: ot discussion .to'those areas 
they believed· were most, important~to"the/,·revital:iza.tion' o:e'·OSM.' 
Thus, even' with, the success of. the': Collaborative-, ,our: interest',in,., 
eonsidering a more'uni~orm and" comprehensive approach' to:~uti'J;i ty-" 

DSM continued.. In- our decision approving ,thepost-Co:tlaborative 
utility applications, we specitically .stated our plan' to .:issue a' .-

rulemakinq on utility DSM. 3 ' 
- , 

The two proceedings initiated 'today focus on-three 
principal areas: 1) collaborativeposit'ions' agr'eeCl to . by ~consensus 

I ' ." , , , ' ''"', .", •• ,." 'J.~.... } .• ~ , ~ 

but which are not yet formal Comm1SS1on P011Cy; 2) poliC~ areas 
where the stakeholders tailed to reach consensus and wnere 
resolution is critical to secure a sustained role for OSz,(:rn 'future 
utility resource procurement strategie's; and 3) other important 
policy areas not explicitly addressed in the Collaborative;~' 

3. Tbe Blueprint and' Increased vtilityDSK Activity 

The Colla):)orati ve' s achievements arc reflected:' in " its 
report to the Commission, An Energy -Efficiency' Blueprint"for 
California (the Bluepri:o:t). In their report, the Collaborative's 
stakeholders proposoda new regulatory mechanism dosignedto- 'allow 
utility shareholders to participate in the benefits of'DSM. They 
also created new and expanded DSM programs, and :tdentiii~d·key 
characteristies of DSM programs which must 'be considered in order 
to provide lasting energy efficiency savings. Finally, they 
recommended policies to govern the regulatory treatment of utility 
DSM programs. 

As 'prom.ised in the Blueprint, california's'fourma;j"or' 
utilitie's filed applications requesting commissionauthor'izat:i:on 
for expanded DSM programs and shareholder incentive mechanisms '; 
The parties to the proeeeding subsequently entered into', settlement 

. _ .. ,. . ., 

I ' ",,": :,c '. ", 0"'0 

•• 'I. .' .• " 

3 See D.90-08-068, p. 43. 

.. 
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agreements,'. and in.D~90-0a.-068 and·D.90~12,~071i we ,approved,. .with
some modifications, the terms .of.the. respective settlements", 

4. DSK' ADd the E)1ture'.ot C~itiye .hz3OUX:£e £rocuremcnt ,· .. 

As we explore the potential for sha%'eholderin~entivc 
mechanisms to assist in the stable development of utility DSM 
activities, we are simultaneously addressing a broader.r.ange of 
issues related to competitivQ rcsourco,procurement gonorally, and 

all-source bidding.in particular . 
. In. the Biennial Resource· Plan:.Update (the.·.·Update),. we 

have ,established" and continue to retine, .our .framework·.:for the 
eomp~titive' procurement ofeleetric supply-side resources.;; (see· 
D.91-06-022). But that proceeding" is not· the ··forum· in·.:which we' 
review, approve, and. fund utility· DSM ,prog'rams. 'Decisions .' 
governing utility DSM are made in the general rate.caoe •. :, We also· 
rely on different resource' planning" tools in' the . two fox::ums to. 
determine the appropriate mix of·demand- and supply-side resources 
for each utility. In the Update, we use the Iterative Cost- "'~' 

Eftecti veness. MethodolO9Y (lCD) for supply-side procurement:·, in 
the general rate case, we use the cost-effectiveness .. indicators 
inclUded in the Standard Practice Manual; 'Economic Analysis of 
~mand-Sjd¢ ManagQment Pt~ram~(~) to assist in funding', 
decisions for utility OSM.· 

,In addition, we have yet to develop the salIletype o.f 
comprehensive competi ti ve- ,acquisition' process for,.OSM programs as 

we have in the Update tor supply-side rosources. 4 Those-'gaps' 
must De bridqed to move' us closer to establishing' a' . tramework, 
where .All' resource' options compete on' an . equal footing">: in" a: common 

" , -'-

,','-" 

, ._ • h 

>- •• ,' •• ~, 

,,,,, I: i.. ~ 

4 Nor have we established a companion to the Update tor long
run natural gas planning to deter.mine the long-run marginal cost 
of increasing natural gas pipeline capacity. We are currently 
considering' developing such a tr~ework • 

•• r •• ~ 
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forum, tor a place in the . utility"resource ··plan.":To;·achieve:that 
goal, we . have initiated two additional'·resource,procurement'·: " 
activities and an investigation to cl.eveloppol:ic:iesthat will allow 
nonutilitysuppliors accoss to ,thautility'l5l Qlectrie transmilSsion 
system. 

a. ;t,ully Xntqgrated· Resoure,e Planning 
In the Update, PG&E,SDG&E,.and,Edison,are currently 

engaged in an experimont to establish· whether ICEM, used for·' least
cost resource planning on the supply-side, can also, accommodate the 
inclusion of DSM resources. In this way, we hope to. determine 
whether our existing framework can ,eventually' be used.'.to engage" in 
tully integrated electric resource planning. SOG&E has· agrQed to, 
present its results as part ot its--resourc:e plan, filing in the-next 
phase of the Update. 

». E11.o3i rmK' BidsJing~ ho,grmp§ 

Concurrent with efforts to tect lCEK's usefu'lnQss a& 

a tool for integrated resource planning, PG&E bas· proposed' to, 
implement a pilot DSM bidding proqram'.. Such pilots"were' endorsed • 
by the Collaborative and are now required pursuant to:· Public 
Utilities (PO') Code § 747. We'intend tor. the other utilit'ies:'to· 
test the potential tor energy service companies (ESCOs) ,to: deliver 
cost-effective DSM programs. We eommend PG&E.tor its efforts, and 
we ~re encouraged by the enthusiasm displayed by the·other 
utilities'who. have assisted PG&E in designing its 'bidding . ' 
experiment. 

Our Division of Strategic Planning, will ~I:>r~ with the 
utilities to d.evelop their pilots.. Our .comxnis.s1on ~~vi:>ory,.and, 
compliance Division (CACO) will prepare an evaluation of the 
various pilots. We will submit our evaluation to· the Legislature 
by January 1, 1993, together with our recommendation regarding 

I 

which, if any, of the pilots the State should a~opt. 
~" ,:.,'" ":' ':"/ ~ .. .",~. ..:~." 

" J", 
I, ".' ~ I •• ' 

, ,. .... . 
' ....... ' .. : ,'~' ,. -", ' ' . -', 
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As part of theCommission'$ emphasis 'on, competitive 
resource procurement, our investigation on nondiscrim'inatory,'access 
to electricity transmission services for'nonutility,power·pro<iucers 
has be<jUn (I.90-09-050). It will address access, cost allaeat'ion:;' 
and pricing iss.ue$, with theqoal of 'promoting coxnpetitlon in:,the-
electric generation sector. ._' . 

• 'r"'l 

xx. bouxw ElMDinq. and DSK Program, Definition~'> 
, " 

, " 

A. Principles to:r: DSM Activities· and Resource Planning' 
To guide the orderly development-of DSM, the ',' 

Collaborative stakeholders defined and proposed "several principles 
to govern both utility resource planninggeneral'ly and.DSM 
activities in particular. 
proposals. 

This Commission now takes up these 

1 . De Goal of ytility"B§s9UrCe Planning 
The Collaborative members unanimouslyaqreed that w~.~the 

principal goal of utilities' resource" planning ar.d investment' is' to 
minimize the cost to customers or society 'of reliable energy 
services. w (Blueprin;s:, p. 56.) We generally"agree witli the' 
Collaborative's definition but believe it requires some"retinexnent. 

nus Commission's goal for utility resoureeplanning: is.: 
the development of environmentally sensitive, reiiable,,- least-cost 
energy service.' Using enerqy more efficiently to-provide', services. 
that are of comparable or hiqher, quality constitutes an 'important 
means of achieving this goal'.. We, have "therefore>encouraged the 
utilities to treat energy efficiency'improvements and energy' 
conservation as viableal ternatives . to' traditional','supply-side 
resource options (seeD.90-01-016- and' O .. 89-12-0S7):.',We'c1irect the 
utilities to engage in resource planning and: acquisition "with.'this: 
in mind • 
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2. Lost Opportunities·"" ,,,.,, ",,', .,.' 
We, believe the utility,should,emphasize ~lost 

opportunitiesN as they examine . potential alternatives ',t<>:,supply-, ' 
side resources. Lost opportuni ties are energy: efficiency ,options." 
which offer long-lived, cost-effective savin9s,andwh.ich,~i'f,not 
exploited, promptly" are lost irretrievably ,or ""rendered mucn,more 
costly to achieve (Blueprint, p. 7). 

The subject of lost opportunities received considerable 
attention during the Collaborative. ,'Indeed" the Collaborative 
explicitly assigned N ••• priority ••• to efficiency investments that 
adc1ress potential 'lost opportunities' Ito- ,utility systems. N :, ,. 

(Ibid, p. 56.) In addition, the shareholder incentive :mechanisms 
adopted in D.90-08--06S were tied in part to ,the ,utilities' "success 
in capturinq lost opportunities. ' ':,~ :':": 

We concur with this consensus. ,As the ,,'utilities "consider 
OSM choices, they should place special emph.asis on programs;which 
capture potential lost opportunities. '" .'1'0 ensure thiselDphasis, we 
direct the utilities to accompany future roquests for shareholder 
incentives, or increases in DSM fundinqlevels generally, :with a"" 
detailed account of their efforts to capture lost opportunities. , 

3-. Q:.eam' Skjpnping " , , " 

As defined by the B~r.inj:" "cream ,skimming": descriJ:>es 
the situation in which only the ,lowest cost conservation, and load 
management measures are designed ,and implemented, leaving, ,behind , 
other -cost-effective opportunities ,for 'energy ,efficiency'.,'. Thus,. 
cream skimminq can increaso the, potential" for lost ,opportuni tios. 

The stakeholders viewed, shareholder ,incentives,as,the 
primary cause of cream skimming. The stakeholders were concerned 
that, faced with incentives, the utility would"pursue a·:DSM,,' " 

strateqy.desiqned to maximize shareholderearninqs rather than 
minimize total resource costs. 

- 11("-·" 
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,:to-,reduce' :the. 'potential ,for; ,cream '" ~kimming' (and Jost.: '_i,' 

opportunities), the stakeholders agreed that any proposed "ineent:ive 
mechanism should·include strategies explieitly,desiCjned,,:t:o avoid 

such activities. Parties ,are invited, to pro"ide comments::.on" ' 
whether cream skimming as described by the collabo~ati:ve::continues 
to be a concern, and whether the utilities should continue.to 
provide a detailed account of strategies to avoid cream:skimming 
with any proposal for shareholder :Lncentives:~ orinere'as'es in 
funding'levels,for DSM programs which are eliq.ible ,for, incentives. 

L . C2Aon PrQgrq" Definitions, ':" d, 

, This rulemakinq, comes at a ,time,otrapidgrowth.,,,;ot ' " ",.: 
utility DSM proqrams. Our decision to, ; approve shareholder,:::' ;: 
incentive mechanisms for energy efficiency,proqramshelpec:l,~enable. 
this growth.. These shareholder mechanisms are detailed"in x ' 

D.90-08-060. 

As 'a-result of this new regulatory approach""and the 
utilities' enthusiastic response to it, , the familiar qUestions ,of 

. . " . "". ,". .,' 

which DSM proqralDs tho utility ought to',pursue, whonit.,sho~ld. 
pursue them., and at what price', have become increasingly;:complex. 
'1'0 respond to these questions, and to ensure that, ,the ,programs~ , 
stated benefits are captured for ratepayers and for society,., we , 
need to,establisll and. maintain consistent trQatn\ent,ot.DSM programs 
across utilities and in the various. proceedings where ,we.,add.ress 
utility DSM activities. Consistent treatment of·tnese actiyities 
is particularly important for determining program cost- ',>":~" 

effectiveness and funding· levels, tor· measurement and:,e.valuation 
activities, and in the. treatment ot··shareholder incentives. 

Esta:blishing:'consi5tent treatment requires a c~mm.on 

terminology. Thi& rulomaking attompts to manago increasod 
complexity and guarclvagainst the potential for ,regulatory 
inconsistencies in several ways. As a first step, ,w~, propose to 
adopt definitions for utility; DSM, pro9rams~ We .expect.r~,e" ,;: . '" 
utilities to -usc' these cletinitions·, when. ,charactorizing any, proposed 

- . .12' - ., 
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proqrams: ,the burden f.s ,on"the<utilit'1es "to j'ust'ify'anY"'~departure 
from: them. :' ," " :: }, I~ ,~, ,:; ',:-. :>:: 

Recognizing-that'the DSM:industry is~;l'ikely:to, retll:in":'its 

dynamiccharaeter for', sometime, thisrulemaking will'" 'rem.ain';.open, 
in order to accommodate any request 'to'ad.d or '~modify OSM':;proqram"~", 
definitions. " 

DSM ~am' Dctinitionsand'tb,,· , 
Reporting Regyirepaents Manual , ,"~ , , 

We have previously ordered' staff 'to, work with'the ",
utilities and. the california Ener9'Y Commission" to' develop'::'a" common 

terminolO9"Ythat could be used by each otthe utilities"to report 
their OSM activities. Our order specifically asked: for·,IP~.;.a 
common set of definitions and' levels:of detail· [to} facilitate ,the 
flow and evaluation of information between rate cases and~··between
the two regulatory agencies.'" (0.86-12-032.)"" 

This order resulted in the pemand-Side Management 

• 

Reporting Requirements Manual (Manual);. The Manual'defines." the • 
principal com.ponents of demand-side management: "energy, eff::i:ciency , 
ener9Y conservation, load management',' fuel, substitution,' and load 
building. 'The MAnual also provides defii'litions' for:· the various ' 
subcategories that comprise each of these principal component$~ , 

The experience of the Collaborative, th~:rap,id'"'expans:ion 

of utility DSM programs, and~ the; experimental nature". of·', the current 
shareholder incentive mechanisms have persuaded~us. that'enerqy 
efficiency and conservation will' suffer' unless. we formally:," 
establish clear definitions for' OSM programs.' With the ',' 
definitions included in the Manual as our guide, we ·therefore-, 
propose to' adolpt the program, definitions· included~ in ,Appendix B of 

this order. 'I.} , ,'~'_ " ' . 

In proposing these definitions, we recognize that·: the,' 
Blueprint a9X'eed to certain definitions for use exclusively in.,the 
Collaborative." For the three terms defined· in' the "llluep;r:iXI:t,and.' , 
absent from the Manual ~-" creal'l1' skimm-inq·," "lost: ·opportuni tylP~' and ' 

• 
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Nresouree' value"--,: ' we adopt ' those' terms. ' and' 'clefinitions;';as ,',part'of 
this order -and include them. ·in Appendix B." " The Manual··should':oo· . 
1nodified'toineludethe definitions,taken from the: Blueprio;t:and, 
includadin Appendix B. ", ", 

,xn:. DSM cost-effectiveness Indicators.' 

The ,rules. and poliCies. proposed. in this section address:
the use of cost-effectiveness . indicators for ,util-ity-,DSM::prograxns. .. , 
section A considers cost-effectiveness indicators for programs 
which reliably reduco tho utility"s capacity and/or 'en'Qrgy 
requirements and therefore serve as alternatives·to,utility,supply
side resources. Section B addresses programs which' do ,not ,reduce '. 
these requirements,. proqramsfor ,which ,considerable uncertainty' 
accompanies the assessment of such' reductions, 'and programs. ",which ' 
meet other poliey objectives~ 
A. Cost-erfeetiveness l:ndicators ~or··,DSX 

Alj;gmatiyes to SJ1pplV=Iido BOlourcCLQJ2tisml 

:the standard Practice Manual 
To help assess.the extent to whichvario\ls DSK activities 

affect different customer classes; the utility, and'society 
generally, we have worked with the california Energy Commission to· 
develop the standard Practice Manual:' Economic'Analysis ot' Demand
~de Managem~nt Programs (.s.EH). The tests clescribeclin:the·:~--. 
the Total Resource Cost Test"('I'RC), ,. the ,societal.Test.,the ' 
participant Test, the Ratepayer Impact Measure (RIM)-,and·the 
Utility Cost Test (UC) --do a good j'ob of determining' the ~variety. 'of 
effects utility OSM activities. hAve ,. on ',different··- interests. 

But the ~'s cost-effectiveness' indicatoi:-s differ 
significantly, from the methodoloqy (ICEM) we'use to':assess supply
sicle options~ , ., Thecost-eftectiveness analyses "'performed for ' -,' '-. 

demancl- and supply-side options also takeplacein;separate<; 
regulatory torwns. On the demand side,. ,the results: deri.ved from, ' 

- 14- -
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the .SE1 are used in general, "rate .' cases,: " where ,.,we·-identify . and·::: ",," 
approve _funding., for cost-effective utility DSMproqrams. -;:On, __ ,the ,; 
electric supply side, our Biennial Resource Plan update .qoes..'beyond 
simply identifyinq which supply-side options are 'cost-etteetive.· 
In the Update, utilities determine the precise mix ot cost-
effective qeneration add.itionswhichproVides'the greatest benefits 
to ratepayers. Thus, in contrast to the ~, ICEM chooses from 
among the cost-effective supply-side resources to determine which 
are the ~ co~t-effec::tive to add. to, the utility system, '~taking 
into account the type,. size, andtiminq ot potentialac1c1i tions. ' 

• 

lCEM's explicit feeus on least cost is,;absent ,from the 
~. lCEM is therefore preferable'from a resource procurement 
perspective. Indeed, we have long held as a goal the ability to 
assess demand- and supply-side options using'a common,. . least-cost , 
resource planning tool likelCEM. We recognize,. however,.:that,'time 
and considerable effort will be required'. to achieve our goal.. "The 
util i tios' current oxporiments' in tho, UpdatCl,. Ciol1>iqnO(l'; to- te5t the 
potential for fully inteqrated' electric resource'-p-lannin9'~' • 
represent the initial steps. .- . 

until the utilities' tests are complete,.: _and.-a 
methodoloqy established,.. that allows tor the side-by-side 
comparison of dem.and- ano. supply-sio.e, options _.in'a single, forum 

(whether it be- lCEM ora suitable alternative), "it is appropriate 
that the ~ continue to provide the basis for determining' DSM , 
proqram cost-effectiveness. Accordingly, we direct the-utilities 
to perform cost-effectiveness analyses for any .proposedDSM program 
in a way that is consistent with themethoas included in-,the~.' 

a. CboosiDg'· ADoDg'Different Indicators::of _. , .', 
cost-ettecti veness tor DSK ProgrA1p§ 

Our proposal to, formally establiSh, the tests'_,in the,~ 
~ as the basis for assessing cost-effectiveness (loes not:, resolve 
the important issue of which indicator should receive greatest 
weight when DSM funding levels are determined. In"D-.90-01-016",and 

- 15:·- .' 
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D.89-12-057 we. determined;-that the .TRC "test shou:ld':'be:':t:be <,principal 
determinant of 'OSM'progra:m, cost-effectiveness •. ;':, , . ,. ' .. ;, :,;: ',.,. ~ . 

. Our preference ',for ,the.: TRC testa&.' :,the~ primary 
indicator. of. prCXJ%'anl cost-effeetiveness reflectsour'beJ:ief,-;that>· 
utility DSM activities shoulcl·focus'·:on. those-programs.:that -serve' as 

alternatives to supply-side, resouree.: options.;. .Energy':ef!ieiency"" 
programs and load1l1anaqement proqra1l1s which 'promote' energy';-'" ,":'" " 
efficiency serve as such alternatives because they re'lial:>lY:~'reduce' 

a utility's fuel and/or capaeitY'need~ 
Our preference for .thc'I'RC ·test and our '.decision to· 

direct the focus cf .utility DSM. .activities: on. particular:·'proqrams. 
are not intended to diminish the value ·of other, programs,;,',' We " 
nonetheless expect the utility, to fashion, itsOSK, .acti viti'es 'based, 
on the'.direction provided in thisrulemaking. '" Likewise',.:~;'our 

preference ,for the 'I'RC.test'does-notdiminish,the-importancecof the 

information provided bythe-,other indicators. included.in ,the ':.m'~ '. 
Indeed,' to ensure optimal DSMfundinq levels,. we·need,to·understand 
the variety of effects OSM proqrams has on customer rates:,~ 'cn-the: , 
utility, and on, society' qenerally,.Thereforo', to,.the extent 
practicable,., we direct the utility to, perform, eaCh. of·the.·.tests. 

included in the~. for any proposed .DSKproqram-. ' ,\ 
b. ~~mrump' ADa N9D:~ltd.cg ·[a<et52a;.···: .:, 

This Commission-has recognized· the'.importance of 
considering factors other than 'price whenmakinq: .resource .. :' 
procurement decisions (see for IsxampleD .. S-8-09-0'26and:::, 
0.91-06-0-2'2")... By excluding these factors,:- planners' arel-ike-ly,to' 
co:mmi t to a resource plan which is more 'costly and"provide~ fewer' " 
long-term benefits than 'one' whil:h includes-."them,.::,These.:;"non-price" 
factors describe the effects. of, economic: activity--electric 
generation in this case--;I!or which there is no functioning: 'market 
but which: can 'impose real costs on,:· or provide real, benefits, to,. " 
society. These factors includo effects on, thoenvironxnent;.:; fuel" ': 

. ,'~I..... : ",.' ,'. J' .' ; • ,~ .. : r" "": " :.:" -: ',; 
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diversity, ,system operations (e:.g.,;.:; dispatchability: and ,,' > ~ .... , 
curtailability), and .electric(and,-gas):;' transmission .. ';) ;,' 

We continuc' to"support, valuing: and incorporating 
relevantnon-price factors' alonq "with .. price considerations:cj.n 
resource procurement whenever practicable. In ·so . doing: ~<:our . 
procurement clecisionswill better .ensurethat:'ratepayers ... ·receive 
current and future . electricity services.·in:· the-most·efficient ·and:. 
enviromnental.ly sensi ti ve :manner. ,;': 

The valuation of. non-price: .factors',·occurs .. i:n~:,the .. ' , 

Update, whore we have made eonsidor~le· proqrese· •. For oxamplo, in 
O.91-06-022-we modified our. £ramework:f'ormaking·lonq-term.resource 
procurement decisions to explici tJ.y value environmental,;'; . 
externalities rolated to air cmissions;~In addition.,:·. tho' next ,-"," 
phase of the Update will consider the valueof~fuel::cliverS:ity .. ' : 
Finally, non-price factors. associated ,with· the interconnection of',· " 
QFs -to the utility's system will be considered as'.part~ of; our-': 

• 

~~:~~~~:~ • of nondiscriminAtory access to ~=~ctric .~~:~~sion • 

Though :much of' our work 'with non-price :factors.:: .has. ... : . 

focused on .supply-sideresources,mMy.of·these, SAmc··factors.r-and 
perhaps others, affect DSM.: Accordingly,. insofar' as-' non-price .. :. 
factors developed for .-supply-side options: apply--:tO-·.DSM" ·we direct 
the utilities to ineludethem. in. eost-et:f'ectivenessanalyses in a 
manner that is consistent with their development -in; the ;Update~, .1 

This will move- us another step closer. ·to the' equal treatment, of 
clem.and- and supply-side resource options,.-and maintain. c:ons·istency· 
across. regulatory. proceedings.. " '. ".:- :::;:;:) 

c_ cost-Effectiveness and ReSOurce Vam ,";'< .",:,' 

"Resource value' refers: to the extent . to· which energy 
efficiency and load' management programs re-l i ably reduce. utilities'" 
fuel and/or capacity needs~ For proqrams which: offer ,resource ." 
value, that value represents a key element inOSM cost-·:· 
effectiveness analyses. Resource value is also one of the 

• 
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components useel to. dotermine:sharoholdor: 'incentives, 'tor-~the 
mechanisms .. adopted .. in D~:9'0-0'a'-068', for PG&E"and SDG&·E.:5.:;,::: ,: "', .' 

.. As discussed,. above', . the . Upda.te determines the· :mix and 
timin9 of supply-side options the utility 'would' add. ,to' its··system·, 
over a l.2-year planning.horizonto-meet resource~requirements.at 
least cost. This approximates the utility'S lon9-run avoided' cost 
of new, .. electric capacity and· energy ..... Thus,. the'Opdate determines 
the value Qt the resource that· DSM proqrams' would deforor·.avoid. 
For OSM pr09rams. designed·to· defer ·or avoid, utility' supply-side' .,. 
resources., we direct the utilities to' base the resource value' 
associated with thosepro9rams on the avoided' costs'~ adopted in .the' 
Update.. The utility should use these values in anyapplicablo :'.' I 

cost-effectiveness analyses included in the ~.and· for calculating 
shareholder incentives under a shared-savings approach. 

d. <:s,,~j;~f~~DCaQ ADa Indmct S;oft1;s., 

Certain stakeholc1ers to,the Collaborative UX'ged that' 
Hindirect costsH also be 'included in DSM proqram cost-effectiveness 
analyses. 6 . ,The costs proposed by these parties '£or considera.tion: 
include: 1) information and transaction costs' (costs' Dome:' by the 
customer to. identity, choose,. install" and maintain, a . 'OSM : ,option) . ;,' 
2) costs. associated with the risk the eustomerfaces :in making
investments ,in OSM; and, 3) the costs related. to any challges' in the 

quality of cnor9Y sorvices producod· DY· DSM.. Tho~ stakoho'ldorSl' 
recommendinq the inclusion ot these- costs. recognized. ,that ,~sueh' 

" " 
• '-'W"'" ,of', 

.' . .. ~ " 

\,"" 

-----", .. 
S Edison" s current' shareholderincenti ves' plan ,'allows"'·for ':the~:'··· •. ' 

amorti-zation o~ a .portion ot. itsOSM ,expenc1itures';'; :.:';In ,its~ -recent ~ '. 
GRC~however, Edison joined PG&E,and SJ?G&E,bY proposin9 a.~hare~
sav:.:.nqs approach to. ·shareholderl.neentl. ves.' SoCal"s current- . ", , 
lI1echanism relies· on prograxn· . expenditures to- determine, shareholder 
rewards and/or penalties. 

6 Blu~tin:t, Policy Principle' #6, pp. 66-67 • 
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costs are generally difficult, .to· quantify,",:but,·be,lleved: that "better 
quantification .will increase the abil-ity<topredict'cus.tomer·: ':. " 
willingness .to participate in DSM programs. These . s.takeholders 
argued that improving- our ability to, forecast adoption; : ,rates ., is . 
critical' in the attempt to' inteqrate .demand-and' &UppJ:y~s':rde '. ,,': 
options.. " ,<, . 

other Collaborative ,- stakeholdersdisagreed:-- w.i th ,·.this 
recommenclation. ,'Xhey argued that the:. speculative nature' o,-r these" 
estimates., and the excessive costs requ;ired·tomake:them,;,::;·ou.tweiqh: 
the benefits that might come :l:rom . the attempt. 'They arqued''":l:urther 
that the question of whether to consider indirect' ,costs is '·:a . 
technical rather than a policy issue and is 'therefore :better 
addressed as part ot the ongoing etfort, to . improve and' ,moclity the" 

Insofar as a OSM proqram'results.'·in' indirect costs, 
these costs should be considered. However, we agree' that the 
speculative 'nature of any attempts to, quanti:l:y· these'·:costs<>'··' , . 
signiticantlyreduces their usefulness as: an analytic' ·tool :at' this. 
tiDe. Estilnates of indirect costs can provide usefu~ information,. 
and parties are welcome to continue to make' an . effort to. ·account 
for them. ". But ))eClluse the methods· currently in useto, establish 
indirect costs are insu!:l:iciently precise, ,we are not ,persuad'ed'~ 
for the purposes of ~uncl.inq determinations-;. , to require. their .. ' 
inclusion in any cost-ertectiveness tests· at this time ... , ... " 

We :l:urther agree that the ex~ination of indirect 
costs is a technical issue; technical matters related to cost
effectiveness analysis have traditionally been addressed by the ~ 
workinq qroup, which is convened by the CPUC and the CEC." 'That 
grOUt> has made a valUable contribution ,to .the. complex, t~~~" of 
assessing the cost-effectiveness. ,ot: .. DSK:,programs:. . The working " 
group represents the appropriate" fo~ for' ,resolving. the:te'Chni~al, 

" . ., ,.1 , ." ~. " . . . , 

issues associated with: indirect cost';considerations._:· ",., .. " 
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e. cost-Effectiveness and Shareholder;' Incentives 
Betore our decision', approving utility ·shareholder 

incentive mechanisms, there, ha<1 'been no con~id.e:ration of:·thase 
earnings in OSM program cost-eftectiveness analyses.~· Ouring the 
discussion of incentives in the Collaborative,., ,the', stakeholders' . 
reached consensus. on the issue ,. concluding that shareholder~ .: 
incentives attributable to eligible OSM programs, should. be"', treated 
as a cost and included in the TRC, RIM,· and 'CTCtests~ 7· : ..... 

We coneur. The utilities, should' ·include.· estimated ,. 
shareholder earning~ when performing . each. ot the cost-ef·fectiveness 
indicators listed .above. Because these estimated earnings' 
represent areal economic cost to the development ,of. utility DSM 

proqrams rather than an economic- transfer; . we further ~ direct _ the· 
utilities. to include these costs-: in the Societal version ot. the 'l'RC 
tost. 
B. Sost=ett'ogtiveness Indicatgrs tor· Selected' ProgrNllS 

For specific OSK programs: the usefulness: of the-' '1'RC. test 
as the primary indicator of cost-effectiveness' is li:m.ited~;..' 
Accordingly, the following' section' describes those.: cases' in which. 
relaxation of the TRC testis appropriate.:. This should not be ., 
viewed as a wholesale departure from the ~, however. Rather, our 
intent is. to· ensure primary emphasis on the '1'RC test while allowing 
tor the pursuit ot a limitod numb~r of othQr progr~m,to~which the 
'l'RC test does not readily apply. '1'0 the extent practicable rthe 

utility should perform each of the cost-effectiveness indicators 
for the various progr~s discussed below . 

.. ':-

. . . , .. ~ :,,,:' ,', .. , 

....... " . ,~ 

:> ,. ,; '.:' -::: ...... .".. ;"', " .. ~:~' ~::" :~:. (; :-;.1 ;-~ , .. , r 

~:':::,:"' .. ,.,. c' ~'_' \I~" l.· •. ':.;_ •• 'j~ .. : .,I
O

'},';,., ;"t:c';' O"'c.,.~", "';:~-':-;'.: 

,~. ..., ) ;', ~." ~:' .::" " ', .. ' .'- , ,".", .\ .. " ., ' ........ "':~: I:; '\ ::'.~: . ''' ......... ' ,,"'" 
7 See the JUuEmrint, poliey :Principle: #Z",p_ .61;1 .... ~,::..::';>:;.::: '-,,' 
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We have consistently stated that·:.Direct Assistance 
programs achieve~ important policy goals and·; are. justi·f,ied·)in::·sp'ite 
ot their departure trom our broader·qoal·o! least~cost ele~rieity 
service. Direct Assistance. programs have met,· and·· continue to
meet, equi ty concerns." These. programs provide services', to low-:
income Customers who, could not otherwise'. take: aclvantaqe of,' other 
utility DSM programs to lower their 'utility bills and, red.uce,: enerqy 
consumption. The Collaborative stakeholders also singled out 
Oirect Assistance as an. important element of de:manc1-sic1e. 
rnanaqemont. S 

• 

In c1etermj n :ing Direct Assistance func1ing levels,,-we have 
made it clear that wpositive cost-effectiveness results should· not 
be considered a necessary, requisite'.for program continuation· .. ~9 
Positive cost-effectiveness ot Direct Assistance programs is an 
important, factor, but not the, only factor we will' consic1er.. '.It is 
important that oirect Assistance proqrams be' cost-efficient, 
however. 10 . In order to ensure cost-efficiency, Direct Assistance, • 
program expenditures, likeexpenc:lituresfor all other DSMprograms, 
must be scrupulously accounted for. This. task is madeeasie~ when 
Direct Assistance program expenditures ,for the gas and .electric 
sectors are.accounted for separately .. , 'rhe combined,utilities 
should explicitly delineate between the two for accounting ,:::", 
purposes.. 

. ,',i 

8 See the Blueprint, poliey Principle #11, p. 74-75~ 

9 See 0.89-12-057. 

~.~ .. , .. 
' .. " of' 

,'., ','. ~ 
' .. ,I~, i.", 

10 In contrast to cost-effectiveness analysis, in which 
comparisons are made between the costs and benofits ot a. .. 9'iven- .. , ...... 
project, cost-efficiency refers to the costs associated W1th the 
implementation of a specific project.,.: " , 
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2. Information PX2gxAmc;; Anci'EDergy"Management' services"~:"''',: " 
Information, proqramsare, those which 'provide' 'general' " , 

information describing generic ,conservation.opportunities" anct are' 
not expressly sol ici ted, by tho cus.tomer. ,For example,,; the~ util ity: 

provides the customer with generic"information to reduce' util:.J,ty 
:bills but stops short ot provicUngon-site evaluations or 'customer 
billing'data. ,',:, \ " ",,~,~ 

Ene%'9Y Management Services. (EMS)providein~ormation',' 
explaining the relative costs" and bene.ti ts to. the 'customer': o~ : 
installing, :measures, or adopting, practices.,. designed,':to/";,reduce ",', 
utility 1:>ill&.. For these proqram&, information is oxpressly, 
solicited by the customer. Recommendations sul:lsequentlyprovided 
by the utility are :based on ,the customer's recent'bill'inq history 
andlor customer-specific' information, regarding, appliance-and~ , 

building characteristics. 
For :botb. information proqramsand EMS,: th'e, :'relationsbip'" 

between the. serv'ice.s provided. ': and. ,the :"e.ttect ;:these "programs.' have: on 
customer load remains tClnuous~' Absent this. clear' link --:betwoen," ,,', 
program and savinqs, the TRC test is a limitedtool',for":'assessing 
cost-eftecti veness. We will therefore not require strict adherence 
to the TRC as. , the ,primary indicator· for these' programs: cat ;this 
time. . .G ~.:~.' .".': :;':" 

3'. Load Building , 

Load'building programs· have,the::,effect'·of increasing ,: 
consumptiollot gas or electricity without '~attectinq· the"customer':s;,. 
use of other utility-suppl'ied:'.'tuel:s.:As.· such;., ·.the"primary-:etfeet ;~ 

of theseproqra:ms. is to increase ,loaci. '"Energye'fticienq':programs. 
and' load management programs .. : that promote energy etficienc~ ':serve' ' .. 
as alternatives to. supply-side options.;. ,pro9'ramstha~,increase "load 
do not serve a comparable role. Consequently, the TRC test is not 
applicable to load building. 

We expect utility DSM activities to primarily focus on 
energy efficiency programs and load manaqement programs which 
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promote .:.energy.eff ieieney .' : However,. certain .. loaa·_ bui!dl:ng.proqrams 
may meet other policy 90~ls.·, For 'example~ ·,load., bui:lding programs 
designed to-develop alternative tuel·vehiclos'andmass. transit,can 
provide'substantial air quality benefits", , Utilities, ,'through:· these 
and· ,other. cost-effective. DSMprograms ,may have, a ,role to play. \in ':. 
capturing these types .of benefits", ':Indetining.~this'·.role~:.wemust 
be careful, however, to avoid a situation in which one'sector ',Of ,>: 
society--the utility ratepayers "in this instance--inappropriately 
subsidizes another. We intend to . look ,at,anyrequest,for·;~oad ,".' 

build.inq. prQ9Tams on a case-by-casebasis, .. keeping ,in- mind:our.' '. 
overriding; goa). of ensuring' relia):)le" ,~::least-cost . 'energy 'savinqsfor 
all customers. 

Finally" to the -extent .the ::.util-i ties· pursue' : ,any :~.load : 
build.inq: proqrc:utls, such programs: should 'avo-id. .. frustrating.:.our., 
efforts to encourage ratepayers to conserve.energY'.by,-:.sendinq, 
ratepayers conflicting messages 'a):)out:energyconsumption. We 
c1irect theutil:ities to desi9n, any load' buildinq"proqrams,:'" 
specifiC4lly,to avoid. this. unaesirable',.result ... 

4.' Fuel SUbstitution 
Fuel; substitution proqrmnsreplace equipment usin9' .. one'·< 

fuel with equipment using- a clifferent .. ,fuel .• : 'l'hou9'h, ,some ::~tuel :' ',~. 

substitution programs may offer resource value, ana in some cases~ 
envirorunental bene!i ts, these proqrams have nonetheless.. been the 
subject of consiCl.erable controversy.inour proceecling5, .. '.· First, we 
currently:lack a regulatory .mechanism to' assess the' relative" .. ';," 
differences in resource value between ',electric and .gas -.:DSM,:proqrams 
that compete- to, provide the same. service.. I.eas.t-cost:·eleetrie .. 
resource plannl.ng occurs in our, Update, where ,we ,identi;fy the- value 
of. utility supply-side resource addi tions ~··.'rhere: ,is" .no, .comparable, 

.... ",. .,,' ...... , "",., 
,,:.,", • _.O'e, 

. l~' L,;;' ...... _'u. • • .> 
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proceedinq .. £or the natural· gas util i ties we regulate-. l,~., 'rhus,.:. 
assessing the resource value of the use of one fuel type over·:."::' 
another is hard. In addition, environmental impacts can also 
accompany fuel-substitution programs; judging· these-" tradeo£fs is 
difficult. The tests in the ~ do not assess these tradeoffs. 
Finally, fuel sub&titution prog:ram& have raisod,. concerns rogarding 
potential load building. For all these reasons, fuel-switching 
decisions are complicated and contentious. 

We believe fuel substi,tution. pr09rams· should ,have . two·. 
qoals: to increase energy efficiency, thereby reducing the· 
utility's need for additional capacity or peak generation,. and to
improve environmental quality. FUel substitution prograxns::designed. 
specifically to meet these goals, should,: when practicable,., be 
subject to the same cost-effectiveness test as energy efficiency 
programs; that is, they should pass· theTRC tes.t.:'For those :fuel 
substitution proqraxns. designed primarily to retain or build. load,., 
there is no- accompanyinq resource value: and· the.'l'RC tes:tis·of 
little use. We generally discourage the:utilities, from pursuing: 
fuel substitution programs. with a predominatelyload.·build.ing 
character. For fuel substitution, proqramsdesigned to.~ retain load f 
we direct the utility to-. make a, convincing-showing- that the. 
benefits of the program justify. relaxing- our fOCU$·, on energy, . 
efficiency programs. \. 

'.' j h' 

We invite the .parties to- submit detailed· .proposalswith· 
their comments to improve. current methods:forassessinq,the 
tradeoffs of fuel substitution programs. until ,we develop a 
framework for establiShing the long run marginal ,cost of ~dditional 
qas pipeline. capacity, we propose, to apply theqeneral guidelines.: 

," ,.'~ ~. 

" \ I .".... ~' , " • .. ...' 

., , . , '"," " y" < ,', .". " :.: ,,: '-,)', 'r"~ T'" .~., ,'" • I 

II We are, however,. considering developing a framework :to" 
detexminethe'long-runma.rginal cost'of increasinq" natural': gas 
pipeline capacity • 
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discussed above to- funding decisions' for·· fuel substitution, :>, , . 

•. I' ." ..... 

XV.; . Shareholder- Xncentives"'tor''Qtility JWlhctivities::' 
~ . ,. 

,. _" J. " 

A.. . WhY 'Xncentives? .. '. ,," , '.' 
At'the DSM enbanc' hearing; Commiss.ioners challenged' 

utilities and interested, parties, with,· developing, shareholder, 
incentive mechanisms •. We·were convinced that shareholder 
incentives should be tested,. and that considerable 'effort~:would' be 
required to- develop the type of· incentives: mo'stappropriate''! for' all 
of california's interests. 

1_· Balancinq· Dem.and- and· SUpply
side Earning Opportunities 

california's investor-owned, utilities (IOlJ's)tace no 
regulatory disincentive to invest in DSH. Energy'efficiency 
programs can reduce consumption, and: with it-utility' revenues, but 
our Electric Revenue Adj ustment Mechanism· and the Core Fixed: Cost· 
Account effectively decouple utility revenues trom· sales.-~'·However, 
while the IOO's faced no disincentive to- invest in OSM' prior: to our 
approval of shareholder incentives, regulatory treatmentof>DSM 
expenditures skewedtbe focus otutility resource procurement 
activities toward supply-side options at the expense-of DSM' 
opportunities providing equal or greater benefits. 

a.. The Need- For comparabl,e Regulatory Treatmeru:~' 

Approving funding for utility OSM programs'does not 
ensure their implementation. Indeed,' it' is not: funclinq: levels that 
matter, but dollars spent and programs implemented'. During·' the" 
eighties, actual expenditure levels declined. ~his decline was 
likely the product of conditions which may no longer persist. 
Nonetheless, to avoid any future decay of utility OSM activities, .. 
and to ensure continued pursuit of energy saving opportunities for 
the state's. ratepayers., we ~lieve the'utiiitt:mu~t"):):e p~~videda .. 

".: 

I, 
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comparable opportunity to, accrue:.earninqs· .on prudent'investments in 
both d'emand- and supply-s.ide<alternativeS: . .. ' '.::..::' .~;~'" I, ", '\ 

The utility has the opportunity to 'earn: a ta:irrate 
of return on capital costs prudentlyincurrecl' tor investments: in . 
supply-side resources. Our review of ·the reasona))lene~"otthose 
costs, and· our determination ot the' level' of risk·borne·:by·the 
utility, qovern the risk/reward re'lationship on the supply ·side. 
The rate of return earned by the utility on investment-:costs, ' 
prudently incurred is eom:mensurate with the level o·t risk' borne. 

Before our decis.ion approvin9 shareholder incentive 
mechanisms, the utility hac1- no comparable'opportunity for·earnin9& 
from prudent demand-side investments. This. unequal treatment sent' 
a signal to the utility to- focus its investment dollars on: supply
side resources. at the expense of reliable demanCl-sidealternatives 
providinq equal or qreater benefits._'· Byapprovinq,shareholder 
incentive mechanisms, we· took a siqnifieantstep toward 
esta))lishinq comparable regulatory treatment between utility 
demand- and supply-side resources:. 

b. Tlle Risk· of Qyercompensating· 

In eliminatin9 the requlatory imbalance'described 
above, we must not replaco'one :billS with another .. TJnoqual 
treatment of resource options will, likely lead to less::benefits and 
qreater costs for the ratepayer in thelonq run. Our most recent 
d.ecision in the update established'a'framework to-ensure that all 
electric supply-side alternatives receive consis.tent and'equal 
treatment in the resource 'procurement process (D.91-06-02:2'). The 
treatment of utility earninqs XD.ustalso· avoid· biasinq ,the" . " 
procurement process in favor of a partiCUlar resource type.: '1'0", 

avoid any such bias, the opportunity to earn utility profits: .from . 
demanc1- and supply-side investments should be comparable' •. · We will 
continue to explore shareholder incentive mechanisms keep±nq'" in 
mind the need to avoid favorinq either demand- or.supply-side 
resources· in competition tor utility .. investment dollars: ... " "'., 
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2. Erotecting· the Batepayex:: . A MeasuredAPDroach :'.: c' ".' .' ':. :.. 

Our enthusiasm tor· .shareholder incentive mechanisms must. 
be ~lancecl by the need to protect . the ratepayer .. " The profits the 
utilities are projected to receive from- tho· Collaborative-proposed', 
and any adopted, pr09'ram· expansions will result .in ,only .sl:igh.tly· 
higher rates .. Wben we adopted the various xnechanisms,.~.we-"balanced 
the. modea.t effect on rates. with the benefits .ot expanded:util:ity. 
proqrams,. and. the information and experience' we· expected: .te>:. cull 
from the "incentive experiment." 

But. any innovative-·· approach· of· this type has some 
uncertainty, and some level of risk to ratepayers and-tho·utility. 
There is currently little experience outside· California ·wi th·· 
shareholder incentives for energy efficiency investments,· and the 
results from the limited. nUlllber of states that . have implemented;· 
incentive mechanisms are inconclusive. It is therefore appropriate 
to proceed carefully with our experiment to minimize-. the· 
uncertainty that comes with novelrequlatory .. approaches.··Our 
d.ecision to attach no preced.ent to the variety o·t incentive· 
mechanisms approved as part of· the settlement aqreements is 
consistent ~th this careful approach. Thouqh the utilities need 
limited flexiDility to design". learn from., , and refine their· 
incentive ·mechanisms during the early stages following .the-, 
Collaborative, most of the variation in. mechanisms·· should··: 
ultimately converge toward a more uniform·,. statewide approach. 

The methodology currently· used" to determine. the: majority. 
of shareholder incentives add.s an element of ,uncertainty that must· 
be addressed. For reasons discussed in· .Section V below,. we:· will 
base sbareholder incentive earnings on .savings estimates .. made ... prior 
to proqraxn implementation for eli9ibleutilityprograInS .. whose· ... 
saving'S- can reasonably :be es.timated.' Methods designed to-es.timate 
savings- a£ter program implementation continue to. be impr'oved·, but.' 
exclusive reliance on· them· at this time could, substantial:ly.;'~ .. 
increase ratemakinq uncertainty ..... The rules establishea:.;,in:. this. 
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section, and in . Soction v, QClok to maintairicratomaJciriq"ccttainty'·· 
and reasonably 'o:f:fset theinc:reased r!sk::that comes':with ::' .•. ";' 
establishing savings estimates prior to proqrall1implementation'~ 
Ul timately ,.we .expect to base program, savings and any 'accompanying 
shareholder earnings on estimates made ·atterproqram·: ' .. 
implementation. 

To help det~rmine which, it any, of the incentive 
'mechanisms most appropriately balances ··all of thestate"s 
interests, we directed CACO to prepare<and submit a report ' 
evaluating the 'details of the various'.approaohes approved ·,in·: 
O.90-0S-068.·CACD will submit' its report by December 31, 1992:. 
thus it would be premature at thi& time to adopt a . single' set"o:f:! 
detailed rules for shareholder incentive-mechanisms<that·:would· 
apply to each of the four IOOs~ 12. We will develop detailed:, rules ' 
for incentives in the companion' investigation issued. today'·after . 
CACO has submitted its roport. HowGv&r" ·to, address' the· concorns 
ra.ised above,. we establish a limited number of moreqenera!; 
principles. -as part of this. ru'lemaki"1lg.: A number ··o-r· ·these· " 
prinoiples come in response to recommendations made in the" 

elueprint and· draw from the information and. experience gained since 
we approved thel.990 utility settlement aqreements ::in·D~90-0S-068~ 
B_ PrineiPles G2Yerning SharehQld~rXncentives Mechanism 

The utilities may reques.t to· Qxpand or add: to-· their OSM 
activities prior to the completion ot CACO"s report. These· 
requests may also include proposed incentive mechanisms which 
differ trom those approved· in conjunction with 0·.9·O-Oa-068:..We 
propose these rules keeping- in mind' ·the goals of this,rulemaking.·-· 

... , ,,' . 
• 1 _'. ~ •• " • 

1.2 As we stated in 0.90-0S-068, we anticipate that CACD's report 
will require a process similar to the one we have become familiar 
with in our management aUdits, whereby CACD coordinates and 
directs an independent consultant funded by ratepayers • 
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and-o,ur intent.to establish, ,to the. extent praeticable,;. .. ,a,; set:of· ; 
statewide standards:. applicabl e to, utility" shareholde:::-,::incenti ves.,;, 
These rules governing ,shareholder 'incenti ve- 'mechanisms" wi:l:l· _ apply.· 
to- any new· utility prog'X'aln,. or program. modification,'proposed'after 
adoption of this rulemaking.. _ , ' 

1. Programs Eliqible tor Shareholder 
Incentives Should Be Limited 

Precisely which utility-sponsoreelOSM programs should'De 
elig-ible for shareholder incentives. was of central importance -,to:. 
the Collaborative stakeholclers., (Blue,print, pp. 11-l.2'.) ":'Program 

eligibility also received consielerable attention in::the 'utilities" 
post-collaborative applications. Because we finel ourselves in the'. 
initial stage of our experiment with OSM incentives, it is ': 
important that we examine the conai tions unaer which: shareholder 
incentives are reasonaDle anel appropriate-.. 

'. 

'. 

Energy efficiency proqr~s and· load, management programs ' 
which promote energy efficiency represent, DSM:, programs " intenc1ed _ to 
serve as alternatives to supply-side options.., :Load building- and· • 
load retention are not -such alternatives.; consequently..,.:: we ,agree " " 
with the B~rint recommendation that load buildin~ and, load 
retention shoula not .be eliqibletor shareholder incentives •. , 

Also consistent with the Blueprint's recommendat:ion, we 
will exclude fuel sUbstitution proqramsfro~ shareholder incentives 
at this time. As we discussed in Section III above-,.. several 
technical issues remain related to· fuel substitution..,.Until these 
issues are resolved, it is .difficult to assess·the benefits 
ratepayers receive from fuel·. substi tutionproqrams.. In· Section 
III, we requested proposals to address these issues and will 
continue to work towarel their resolution .. 

1,-, "'.', ...... , "'w " 

.',. ", r ';" "" 

,," _j, "II ,. _ .•. "',.,. \ 

, ".~ .'. ' .. ,. 
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Eligibility for, shareholder , ,incentives should :',thel:'efore', 
.be limited to energy ,efticiencyprograms"and load,.manag,emc~t,. ~.'" ~'.' 

programs which. promote energy efficiency." We, ,stress ",·,however , that 
by limiting proqram eligibility, we ,do not expect,nor,a~e we, .. " 
encouraging, utilities to abandon proqrams which ,are ' ineligible, for 
shareholder incentives. ' ",' 

2. Shareholder xncentive Mechanisms 
Should Be Based On A Shared Savings 
Approach For E1iqible Progra:ms' Whose 
~ingQ~ Dg Rgausmably EG1.llA~ 

Shareholder incentive mechanisms accompanied each ot the 
settlements agreements approved in D. 9'0-08-068. Of the tour 
mechanisms approved, PG&E and SDG&E based theirs ona·system of 
shared savings for thoso programs whosesavin9's can be,' rell;sonal:>ly' 
estimated. Under this approach, both the utility' and· the' ratepaYE~r 
share in the value of the savings brought about by the' successful 
implementation of eligible utility:programs. Under,the'approach 
adopted for SOCal<:as and Edison, shareholder incentiveearnin9's are 
derived from proqram expenditures and, more closely resembJ:e'" ' 
traditional ratebasing practices.13 

'For eligible programs whose savings can be"reasonably , , 
estimated, we prefer the shared.-savings' approaehbecause·, the' 

incentive reflects the resource' valueot the energy saved·; Under '. 
this approach, rewards are directly linked to the value ot the " 

supply-side resource deterred, "or avoided', by· the efficiency 
measure. For the other approaches currently 'in 'pl:aee';"earnin9's aro 
based solely on dollars spent, which is unrelated to the:value·of, 
the savings to ratepayers and'to theutility.'l'he'shared-savings" 

, , . .',' 

l3 In its current GRC(APpli~~tion' CA':') '90::i2!':':oiS)';~Edi;~n;"has(: 
requested a' shared~savin9's approach: :for its sharehold.er' incentive" 
mechanism. • 
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focus on resource value makes" it superior :to other'::approaches which 
strictly tie incentive levels to "proqram' expenditures:':"'" 

Accordingly, we'diree1: the utility to;'pursue'a'''snared'- . 
savinqs approach toreliqib-le proqramswhose enerqy' savings . can be' 
reasonably estfmated. 

3. Shareholder Xncent:ive Mecban:isms Should' 
Include Reward' and Penalty features 

The Collabor~tive gave considerable attention. to the 
issue of utility accountability. Many stakeholders believed that 
the utility should be rewarded for exceptional performance and held 
aeeountablo for poor performanco. Some stakeholdcrs.felt.:this 
concern was best addressed by, couplinqthe,',opportunitY:' to:earn 
profits with a commensurate risk to-,incur penalties for performance 
wh.ich falls short· of expectations. ," 

We agroe that minimum periormancerequirements represent 
a reasonable way of ensuring. accountability andthatsuch.
requirements should, accompany any request for shareholder 
incentives. Including minimum performance requirements.·actsto· 
balance utility risk and reward. With. reward provisions"the 
utility is given a positive incentive to· perform· well •. ,Minimum 
performance requirements, and accompanying, penalty."mechanisms" 
provide the utility with a positive incentive not .:toperto:r:m 
poorly. " ,. .. 

Requiring a reward/penalty feature also. ensures that 
risks are :mQre equitably shared between the ratepayer.and the". 
shareholder. Though the shared-savingsapproach.departs,from.the 
standard risk-rt!ward relationship embedded· in ,traditional,· ' 
ratebasing approaches, the reward/penalty mechanism can help ensure 
that one party is not disproportionately burdened by or treed from 

risk sharing-
We therefore direct the utility to include minimum 

performance requirements and, an, ,accompanying penalty feature with, 
MY' proposed shareh~ld~r incentive -,mechanism·~ " ~ Th~ .. , util. i ~Y,~sli6uld .. : 
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focus· xninimum ·pertormancerequirexnents':on' energy'etficiency,,' . 'I,~:' 
programs, and in particular~ on'potential.lost opportunities. 

4. Shareholder Incentive Mechanisms 
Sllould Include A x.i:IIiton tho 
Level of Eamings~ential 

Shareholder incentive mechanisms willgreatly.assist the 
stable development of utility OSM activities for califo~ia's 

ratepayers. In approving'. the incentive experiment ... tor. utili:ty DSM 
. '. . -. ...' , 

programs, we were eoncerned that ratepayers and the utility not. be 
subject to excessive risk that might accompany the experiment. 

, ,. . , "."." ',' 

Consictont with that concorn, it i& appropriate to octablish.limits 
,. ", I" ", I 

on the level of potential earninqs from eliqible utility DSM 
programs approved by this commission. 14 . 

The potential tor shareholder earnin9s deponas .on., the 
type of incentive mechanism in effect, the prespecitiedsaving's 

. .. ~ 

estimates assigned to OSM measures andproqrams, and utility 
performance. Our relative inexperience with each of. these . . ~ . 

clements, particularly in the area of estimating program saving'S, 
creates a J.evel of risk and uneertainty. It is ther~fore 
reasonable to establish a mechanism which,reduce$that r~sk.and, 
still provides the utility with a comparablo opportunity. for 

. ,. . " . 

earninqs from prudent investments made in. c:iemanc:i- and supply-side .. 
resources. A mechanism that limits the, level otpotential 

'. . '.' ," 

shareholder earnings meets both of these .conditions. ',' '. (.'l 

We therefore direct the utility to incluae. ,with ,a~Y'. 
request for, or mod.ifieation to, shareh~ld~r incenti v~s.- .. a mechanism 
that limits shareholder earnings. The mechanism ,shoula bedesiqned 

, . ",'. , .• _, .... -,.1_" I •• , '.' ........ '.' • " 

keeping' in mind our qeneral goal. of providing the. utility: ,w:ith,. a", . 
. , ~ ". , .. ~- .' ,'.. ~-" ,,, ,... . 

14 Our new regulatory framework tor the telecommunications 
industry alSO: limits the' :level·. ·ot·potentia:l'. shareholder;,earni:n9's'.,~ 
Limiting such earnings:, 'appJ.:ics!'equal:ly::to; ,util:ity'OSM ,actitities';",': 
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comparable, opportunity' to, accrue'earnings, from-"pruc1ent:investlUents 
made in, demand-and supply-side:: resources. ,';':,c);"," " 

The Collaborative stakeholders considered program 
measurement and evaluation methods important enough' to devote an 
ontiro soction of tho ~l,yopriD:t to the topic'~ 15- Tho stable' .
development of least-cost reliable ener9Y' etticienCy'programs'tor' 
california's ratepayers depends on "well-designed :meth'ods>of:program 
moa&Uromont and ovaluation. Onco designed; thosemethodsJQust be 
adhered to:and periodicallyrevisited,to ensure they reflect 'new 
information and added experience qainecl fromcontinuedutilityDSM 
activities~ 
A. Prog:ram "SUccess and stability 

Require careful Monitoring-

~ ,", 

• 

1. ' PwnM Keasrement and EYaluatigD 
Utility perfor:mance--whetbe:r: defined by:energy saved or ' • 

devices insb1led--forms the basis of our regulatory-treatment of' 
utility enerqy efficiency programs in California. "The' utility 
should have the opportunity to' earn rewards tor pertorming:'well-; 'it 
should face penal ties for poor performance. For the DSM: programs 
currently in place, performance' anct earninqs' are' :largelya '<function 
of prespeeified savinqs estimates and the utilitY"s:succcss' ,in' 
achieving proqram targ'ets.' ' .. 

Energy savings'mustbe :measured to the'full extent' .. 
practicable: to verify that forecasted' saving-s are'realized, and"to 
improve the aceuracyoftu'ture savings est;[mates'~~Prograin 

" 'w" "_.~ • "> "~~ ~~>,::~ ,,"':. :~'I Ij/'~,. \~~: '.·····~·:.~:.'·,'c;A.;~:···':, .. ~,. "'../.",'V ~.:..~:/:'; ,"-J. 

15' ' .. See: Appendix 'k, .of ' the:~l)leprin:t ,: ,~easuremen'C: _Protocol$~ :foJ:\;: j: 
DSM P:r:oqralDS 'Eliqible ~or_Shareholc:ler) Incenti ves.,N :,~-,I?;;,., ':;>1';., ~;':";:, 
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implementation :must beevaluatedin:.order' to -learn what. works,",what 
doesn't, and why.: Ultimately,,' thoughtful measuroment; and_:~ "".: . 
evaluation w.ill improve the design -and success"::of future programs. 

Accurate measurement of· forecasted' savin9's-:is~ crucial if 
we are to achieve our goal of aresourcel:>ro'eurement framework in 
which DSM and· traditional supply-side options' compete on an equal 
footing for a place in the. 'utility resource plan. This.conunission 
has the -. fundamental responsibility of.ensuring that California's' 
ratepayers receive reliable electric service. We-mast, feel secure 
that forecasts. ot DSM savings are as reliable- as forecasts of ,c. 

supply-side options- in. meeting. energy needs .. 
For all those reasons, we expect ,the: utilities.-to- make'" 

proqram. measurement and evaluation a priority. ., ". 
2. The case tor JiXeSpecified'Savings 

Tracking the number of d.evices installed-and dollars 
spent for utility OSM programs isa formidable ,but not 
insurmountable task. The task is considerably more daunting: ·under 
the . current conditions of rapidly expanding: .utility: .activities·. 
Measuring energy savin9's atter proqra:m., implementation, however, 
even under conditions. of moderate program expansion, .• is, _' , . 
considerably lDore complica.ted~ 

The question of· whether. to base shareholder-;,incentives on 
savings estimates' made after I implementation, or· on- prespecitied··~ 

savings estimates, was' the subj.ect of considerable' ,d.ebate: __ in the. 
Collaborative, where parties recoqnized that the .choice":would
require makin9' tradeoffs between' .ratemakinq: simpl'icity,. certainty, 
and .accuraeyon the one hand,. and risks to ratepayers and,-', '" 
shareholders on the other.. 'the ,stakeholders ultimately . chose ,to:,' 
prespecityand hold constant the :bulk of _,PX"09'X"aIn: etfects ... , They ;._. 
also held -constant the equations- used t~ calculate-shareholder··~ .. 
rewards and penalties which,. in turn, rely on, these 'prespecif.ied 
effects. 'rhe stakeholders based the-i%:, decision·- ·to:\prespeeify;;, 
savings on the currently limited· ability..to reliably:: estd.:mate·:,~:, • 



. -. 
. ' l . 

prograllL effects after implementation .. ·. 'rbeyrec09%liz-ed:that·:.the'ir 
choice haci:the" effect of emphasizin9,. the:'.need'. ,for., 'ratemaking :'~". '. 
certainty at the expense of increasing ratepayers' risk.,:::, 

3. striJc::i.nq a Balance . Between . Regulatory , :,:.' 
Certainty and Protecting the Ratepayer 

The stakeholders' emphasis,on ratemaking certainty was· 
balanced by the set of pre- and post-.implementation' measurement. 
protocols agreed to by the Collaborative's measurement. subgroup' •. 
Establishing clearly defined protocols, tbestakeholders' ·reduced·· 
some of the risk to ratepayers that comes. with prespeeifie~ savings 
estimates. Limiting the period during wbicb: savings estimates .. 
would remain fixed is one way the protocols- reduce risk. At the 
end of the period, based on the results of utilitYlneasurement· and 
evaluation activities, the protocols allow savings:estilnates, 
incentives, or both, to be modified. ' 

We are not yet at a stage of development in.util;itytDSM 
acti vi ties that would allow· us 'to l:Iase incentive mechanisms,- so·lely 
on savings estimated after program. implementation .. ··Thus.,.., we· .will 
continue to use prespecified savings. estimates as part . of. a" 

shareholder savings meehanis.m.. 'rhe.provision in the 'Blueprint 
measurement protocols allowing for the periodic acij:ustmentof .' 
savings- estilnates. 8%lcl incentives, and, . the guid.ing,. principles 
governing shareholder incentive mechaniSllls c1e&cribedin .Section IV 
above, will mitiqate the risk to ratepayers of prespec:ifyinq.' 
savinqsestilnates. . " 

However, ratepayers should, not be ,subj,ec:ted .. to::,therisks 
of prespecified savings inc1etinite~y~ . To ensure. theyare ... not,we 
will shift as swittly as practicable trom prespecifiecl-savinqs to 
ex post measurement for the purpose' of determining shareholder . 
incentive earnings. Well-desiqnec1'lDeasurement anc:1evaluation;· 
techniq\1es will improve' savings estimates,. proqram,'clesiqn, and·,. 
ultimately, savings to ratepayers_ 'rhe net resultotthese 

improvements will be a reduction of: risk to the': ratepayer and a 
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continued opportunity for !the utility ,to- earn" profi:ts'-for: -good' 
performance. . .,~ ' ... ~ .<: '. ' " \" •• I 

We::t:herefore direct .utilities .to include,.a:comprehensive 
and aggressive measurementplan::with-,any ,proposals, ,for·.·OSM::proqrams 
that include a shareholder incentive mechanism. ''1'his plan':'shou'ld" 
be consistent with the protocols put forth· in the,Blueprint,.and' 

should includo provi=ions tor bothupdatinq Mel ;Lmprovinq mavin; •. ' 
estimates. We include the protocols as Appendix,:::c .. of ,:'this, \ .... 
rulemaking. 

with tilne,and experience the measurement:.and,evaluation· 
protocols will require reevaluation. ' ,Indeed, we'expeet·.the,);" 

utilities. to explore and devise improved methods ()f -:measurement and 
evaluation.-ro the extent parties .wish to'1)ropose:changes,to' .the 

protocols included as Appendix C, such ,proposals aho1l1d'·bo;.t'iled. as 
~ of this., docket. ,',>-:" 

Finally, we adopt an additional 'Blueprint recommendation 
that the utilities assess the rate impacts of proposed incentive,~ 

mechanisms •. (Sec the Blusmrint, p .. 13-•. ), Apart .trom:benetiting 
ratepayers, this requirementwill'provide ·.useful .information·:about 
incentives and an c:Ldded level, of ratepayer protection,,:without 
plaeinq unreasonable regulatory requirements on ,the 'util,i ty. 
Assessing these impacts will also, ,enhance measurement and' ,: .' ...... . 
evaluation efforts by increas.in9,our ability ,to unclerstand· .. the 
relationship between. the " effect o·f shareholder incentives .: .. on ~.'. "'" 
increasing ener9Y·effieiency" andthe .. costs those .incentives impose 
on ratepayers to achieve the benefits of more·· efficient· 'energy'use. 
The utilities are therefore d.ireeted to.explicitl:yquantifythe '. 
following for any proposed sharebold.er incentive.meehanism::,' 

1. The rate effects ot both"the >' incentive- and' . :~ 
program costs; ::; 

,/2. Net resource savings; "and". 

3. 'The ti-minq 'ot' both Tate' 'effects and 
resource savings .. 

",' ',' .," 
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B. Eoaal and Informal Reviewot vt;ility'DS1f"activ:tl;ies 
1. l'be Role of Advisory Committees 

To assist in implementationot':their newDSM proqrams, 
each utility has formed Advisory Coxnxnittees to preserve the 

cooperative atmosphere ot the Collaborative'. The committees· 
provide an informal forum· tor parties to review progress:made:by 
the utility in implementinqapproved DSM activities, and··~to work' 
with the utility on proposed'changes •. 

The successful administration of the Advisory·Committees 
can,. like the' Collaborative itself, auqment ·effective program 
implementation. The committees" role as the util'ity's. partner in 
designing program changes otfers a way to incorporate information':' 
and 'experience gained trom measurement and' evaluation'. -However,' 
the Advisory committees do not· dilute the'utility's'responsib,ility 
to develop a wide range of cost-effective DSM pr09'raxns, ·',nor 'do they 
supersede this Commission's . role . in approving and '/overseeing those 
programs.. .: ... , :.' 'J, .:, 

.. ' 

Thor.foro, wo diroet tho·utilitios to continuo 'thea: " ',.' 

Advisory committees. For theCommittee'stobe'e-ffective;:-1lowever; 
a solid partnership must 'be established~" '·This·requ'ires the'utility 
to define clearly the role'ot the 'committee andthe>input::"it:seeks'~ 
to provide the Committee' with comprehensive info:r.mat·;ion·:on'iproqraxn' 
implementation activities; to. notify Committee'members in":a ;:timely 
fashion' of proposed proqraxn chanqes;·to provide adequate 
information supportinq sueh'chanqes~ and, 'to. coord'l:nate' Committee' 
activities with:eurrent and anticipated·requlatory·proceedinqsand 
other review procedures. We expect theserequ'irements' toqu:i:de . 
utility management of the Advisory Co:mxnittees~ ,.,. 

2. The Hoed for a 'Sinqle -Foru:m- to . 
Review utility DSI{ Activity 

In issuing this rulemakinq,we intend' to improve the 
consistency with whiell. DSMprograxns :are .:treated,across .u.tilities 
and aeross re9U1atory forums.. The rules "and poliCies proposed in 

- ~7 ':-..; -
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this rulemaking :are designed ,;to, assist~·,tbat improvexnent.~ '.,-:::::"lC'~::' 

Establishing a single forum where the utilities' DSM·can be~,',.> 
reviewed' simultaneously, may furtberenhance consistent treatment. 

Decisions governing' .utility,: DSM; .activi ties.:: take'" place'" in-:: 
several :Clifferent proeeeding's,:- ': The·.general rate ease is currently'> 

the principal forum· in which wereview:" approve, and ~ .fund': each .: 
utility's DSM activities. In those proceeding'S we approve funding 
levels and shareholder incentive· .mechanisms for utility DSM 
programs, review program design, and establish guidelines for 
shitting tunds among programs..·: 

In 0.90-06-068', we·provided·the.utilities,with:,the~ 
opportunity to request program: lXlodifications . between, general) rate·. 
cases. These requests are made in our· rate adj ustment . proceedings. 
( e • g • , .. Energy Cost Adj ustment Clauses (ECACs)', and Annual,:, Cost 
Allocation Proceedings) ... 'The significant expansion of utility,DSM 
activities and the novelty of our incentive' approach called. for a 
lilXlited degree of flexibility to make such funding adjustments and-; 
other program. changes. We expect experience and, .aggressi ve 
evaluation to rapidly reduce or eliminate the need for" annual:. 
adj ustments,. however _ .. _ . 

, To, reduce the potential for."inconsistency that can'arise 
when utility.OSM activities, are addressed ,in a piecemeal. fashion" 
in a variety of' forums, .we propose'~,to·establish a' single:; proceeding 
to address. utility OSM .. - The proceeding_ would take'place': every. two~,: 
years,: with. each utility's. tilings, oc~ing at the same. t·ime·.:: 'A' 

two-y~ . cycle should provide··adequate·.flexibility:for,e'any:required 
program modifications. ,_ . " 

This proceeding -would become ,the sole :forum .. in: whieh' we ' 
review, approve". and· fund utility· DSM.::activities. ,To"'.the-~~extent· ". 
issues related to demand-side'management',continue to ,spill";. over. to-· 
other proceedings (as in the case .of the general rate case'," where, 
the utilities' resource plans are .reviewed for' ratemaking.-,· . co:: 

purposes), we would expect any characterization .of.the" utility'S, .' 
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OSM proqrams ': to: be. consistent ;wi th ,those ,made, in, ·the·, ,proceecii'%lq we.; 
proposo to os.tabish' today. , "',';'::, ,';, ',,;", . ,;" .' 

, We invite the parties to' comment on this': ,proposal~>or to·<c 
ofter alternatives to consolic1atinqthe review of, ,utility OSM 
activities in a~ single, separate, proceeding' .;.,.;parties·proposinq , 
alternatives- should submit specific detaila." in their proposal's.. 

vx.. DSH' Bidding 
", ,::, 

This Commission's goal tor utility resourca .procurement. 
is reliable, least cost, environmentally sensitive:cleetric 
service. ' We believe an all-source bidding framework,., .in:which ' 
clemancl- ana supply-siae options. compete' on, an .equaJ; 'footing' fora·. 
placo in tba utility ros.ourcaplan" ottore grco.t potcntio.l·,:to 
achieve that goal. We have' made significant progress:,"tothat enc1:, 
but acld.itional work is required in ,each, of the areas that 'affect , 

• 

competitive resource' proeurement..'l'hat'· work is onqoing"_'':; • 
In' our Biennial Resource Plan Update,. our :etforts ,to 

develop a workably competitive framework .,for proeuri"1l<T ,supp'ly-side 
resources from qualifying' facilities (QFs), andoureurrent 
experiment with inteqratod resource, pl'anninq, represent ,two 
important steps on the road to all-source bidding'. Our!' 
investiqation of nondiscriminatory access' to electriei ty .' . 
transmission services for. nonutili ty power producers is: another 
(1 .. 90-09-050). On the demand side,.', the success of Collaborative,. ,.' 
the continued expansion of utility, DSMproqrams:, and the~:steps '", . 
taken in this rule:makinq, move us still closer to, our gou.As one 
of those' steps., we intend to grant energy efficiency .options an 
equal oportuni ty alongside. supply-sid.'eresources to 'compete .to., '. 

provide reliable., leas.t-cost· electric service. ,Third"party 
providers of'enerqy services (ESCOs) have a role to' play.<in.this, ..... . 
d.eveloping~ ll1arket.. Testing' various: .DSM biddinq'lDechaniSlnS will ..' 
holp' dctormincwhat th.atrolo:is., :.' ".", ,.', ,,:,;'.' ,.',.'" ";, :: 

• 
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A': ~velopiDq,a 'C,9mpc1;jj:ive IAr)cet,for'QmJ,,",' 

1.'l'he· Role ot Qis2ding ." , . 

Our efforts to,use market"forces in the. var:i;ous".· ,. ,. 
industries we regulate demonstrate,~that competitive markets.can· 

generate· efticiencies and savings that 'bona tit all Californians. 
We will now test the potential to achieve energy ,savings ~ough a 
workably competitive market in whichnonutility providers bid to, 
deliver demand-side energy services. Any DSMbidding mechanism 
must allow ESCOs a fair opportunity to.provide·energy,servicesthat 
ofter the greatest long-term. benefits to . ratepayers. at least cost. 
As we proceed with our test,. we intend to ensure,. ,as':we',have in " 
each of the industries where we have made. use of " market principles, 
that the risks. associated with fostering a'competitive'market-are, 
shared equitably. 

In ac:1c1ition to eapturingthe"benefits" of:, competition· for 
ratepayers, conducting DSM pilots, can·' also help, us: learn more about 
DSH delivery mechanisms in a careful, deliberate manner'. To

determinewhieh delivery mechanism- will best serve-,' the~ various 
customer classes. and market ~ectors, we will conduct several .. pilot 
bids. wowill evaluate the pilots and' compare·.them with .. ·.utility 
DSM programs to detennine which approach best minilnizes:program 
costs, reduces administrative burdens, ~nd results in persistent 
enoX'9Y savinqs for tho r~tGpayer.· Those pilotQwill also:b.clp 
determine .the best role tor utilities in achievingJenergy' ,savings. 
for the rat~payer. . 

We' are working toward a procurement framewox::k','1:ha,t, giyes 
the 'utility comparable incentivesto·,meet its resource,~ needs.,· .. ': .. 
through demand.- or supply-s.ide resources. Who- ultimately provides 
those services--whether it be utility or nonutility providers-
should depend on who can reliably deliver the greatest long-term 
benefits at the lowest cost. We intend to foster a competitive 

." . 

industry in which both QFs and. ESCOs have an equal opportunity to 
compete to provide utility services .under ,anall-"s'ource'bidding, " . 

• ,', • , ' ,~ ,.,,~ f ~. j --
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arrangement. 'I'hus we add. DSM 'pilot, bidding mechanisms::to,"our other 
competitive resource procurement activities:.'I'hese' 'activities-
competitivQ bidding for utility supply-sidoadditions', integrated 
resource planning, access for nonutili ty generation-: to- , utility, ' 
transmission systems, and DSM biddinq--are important' components in 
our careful, deliberate move to all-source bidcling .• 

2 _ Making Vse of Past Exqerience in the· Experiment 
At this ti:me,. ESCOs are at an early,. albeit rapid·" stage 

of development. There is qreat potential ahead for thent. to· provide 
significant energy savings. 'I'he QFindu5trywa~ in an analogous-, 
position in the early 1980s but has persisted through.· a series o·f 
regulatory experiments. and changes to become a reliable " source· of· 
energy supply in california •. Our commitment to' toster a, ,,':, 
competitiVe, reliable third party generation industry contributed, 
significantly to the QFs' successfaldevelopment. 

• 

Our framework for· workable' competition on, the, ,supply ,side 

relies on three basic principl~~s: ' the· procurement process must be • 
fair; contract terms must equitably-, share risks among, the 
shareholders, ratepayers, and third party producers;_ anci:, utility, 
market power must be mitigated. To, ensure a stable futUre for OSM 
in california, these same principles must ,apply. ' 

Like the planning and acquisition processes·in.,place· on 
the supply side, the frZlmcwork on 'the "demand ,side' must,ensure,,. 
comprehensive evaluation. 'Accordinqly,' 'to the~ extent practicable, 
this evaluation should consider all relevant factors" both price: , 
and non-price, for, all' DSM~ projects.: In this way, ,'the procurement 
process will fairly select those optionsofferinqthe greatest ',::, 
long-term' benefits. to all- ra.tepayers at ,the' lowest .cost,.~;6 " ., '., . 

. , .,. ' ..... '.: '::. \ ,.,' . 

", ",1.1/ \' " . ~ .. ' .' ...... 
, , 

• , .~., ! .. ,): '., .. '," "" . 

16 We expect any proposedDSM bidding meChanism~"like the:"~' " 
utility'S own pursuit of DSM'programs, toaceount\'for-'poterif1:al:~<" 
lost opportunities. 
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rEnsurinq that 'contract terms~equitably:' allocate~')risks~;and 
benetits received considerable attentiort:durinq:';.the:\clevelopment ot 
our· competitive framework for,supply-side" resources~,"~'A':primary 
concern was (and is) the, need to, protect·, captive ratepayers.::.:'·We':" 
will gi vo comparable consideration to.;risk anclroward sharing" ,as··we 
explore demand-side bidding· and ,the role of, ESCOs, in'del,ivering': .'~ 

enerqy·services.",. ,. . ',:'::-.. :' " 
.Thus, we will experimentwithseveral~bidding' approaches, 

much in the same way that we chose to experiment, wi.th cii-fferent ~ :,' 
utility incentive mechanisms:when we ,approved' the',post
Collaborative utility applications. " Testinq and' comparing:, several 
pilots will. better enable us to develop' a-,~ bidding', mecllanis:m..~most',: •• , 
appropriate for california. " ,,' ',~, ,", ',':.' ,;: ,. ';:. 

PO> Code § 747 requires us to test' one,' or more D5M:,: biclcling 

pilots, the feasibility ot a, bid '" that',includes.>both' demand- ,', and· '-: 
supply-side resourcesCNintegrated resource, bidding-) :;- and-,'a~ OSM""~ 

bidding pilot for gas utilities. We are:jrequired::~to: submit-:the::' " 
results of, our oxporimentto the' Legislature by. January 1, 1993. 
The-, approach "we have chosen--testing several- types, of pilots--will 
improve the quality and usefulness of"those results .. ',·CACJ>:. wil;l~"" 

prepare the report evaluating the pilots. ' 1',' . ,-

3. 'The DSH Bic1eling universe 
DSM bidcling is proliferating", throughout the country, but 

there is limited oxperiencewi th prog'ram, 'implementat'ion. '/r; Most 
bidding proqrams currently being, tested 'allow ESCOs-_~: to.' compete-' for 
energy efficiency services. through long-term performance contracts 
with. the'-utility.. 'I'hese ,contracts -generally specify:: the, savings·" 
winning bidders must achieve over a specified .time, ... :as:,we-ll"lts 
other beneficial features. found appropriate for consideration. The 
contracts. lIlay vary in: the types of ; services sought-..: Those' ,services 
range from requests for specific measures wi thin,,: single':: customer,.,:: 
classes., to requests for ,packages-of services that,' cut, across .' -~;,::' 

-". .' •• '''~.: • , .~, ':', .,~.. ,J , ' , •• ',I 
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. ·various·· classes. and.tha. tincluo.e: everything~from. facility analysis 
to installation"ancl:tinancinq,;.:':,' ,;, .. ",:,'., '~::J::"~.:::~. :"';"~" 

."', Bid.d.ing 'programs:: can: also.. vary in; the way' ESCOs:'compete,:.' 
to' . provide" energy e£ficiency, services;;. ,'" So-called partnership·'and~: 
replacement, bids'., are, two' COl1\lD.on approaches:~ .":' In. a' partnership bio.,' 
bidders compete to-provide' energy efficient., measures:.:that,:;'generally 
enhance, rather than replace, utility programs. The.replacement-;· 
:bid.' allows ESCOs to compete-directly with the utility:,for the :r:ight 
to implell1ent utility-sponsored..proqrams. . . . 

. ', " 
,', \' . .... " . 

Pilot- bidding programs explored. outside· ot::california 
have' al.so tested the role ot shareholder, incentives. in" DSM" l>id.ding .. 
Some approaches include:cash'bonus payments'for exceptional·. 
performance, qranting the ESCOs .... mining rightsNto conduct.', ':,', 
additional en~gy efficiency programs. in the ' utility' s:,. territory , 
special incentive payments for particularly. long-lived e.tticiency" 
measures:" and. financial penal ties for 'performance that falls':'below 

.. 

• 

some,prespeeified standard... . "':"';.: ... ,, • 
. It. is."' not 'clear from' these' pilots which'approach is.::most 

effective or whether shareholder: incentives. are, necessary:>~or,the·'.· 
successful development of.' DSM biddinq .. framework. To. the' extent·~· 
incentives mechanisms are included, in· the·.pilots.,·· they should. ..... ". 
ensure that any risks that might result trom their'impl'cmentation 
are equitably' shared among ratepayers~ shareholders;':' and. third
party providers.' The mechanisms.. sholll:d' also be ciesigned i,. under.: the 
rules and policies set forth in ~ection IV above. ., Finally ,',we '. will 
assess shareholder incentive. mechanisms,' and the bidding: p·ilots· . 
generally , with. the intent·· of developing a statewide .. approach. 
B. ~inq with· the PilQ3;s ' : ... ::,t, ... ·, 

currently,' only one pilot is under considera.tion;,.:; PG&E' 
volunteered to conduct the first pilot,' and. chose'to pursue": a .',.' 
partnership' bidding approach.' PG&E's proposed p'ilot', wilJ.,:.allow '. 
ESCOs to compete forDSM programs in markets' currently untapped by 
PG&E, and for programs that represent incremental additions, or 
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enhaneements"toPG&E"s. DSM activities ,already underway;'::,PG&E'~' ,'. 
submitted' ,its, dra~tRFP ,fer approval '''in its. currentECAC':: :.,: ',,", :: ' 
(A.91-04-003) • .' :::" . ,'" .... ,. '; 

'To learn more about :al ternativeOSM, delivery mechanisms 
and to. fulfill the mand.ate of 'W ·Code' § ,747 ,.wedirect';the:',' 
utilities to work with ,the Oivision·,of,Strategicpl:anning~ (OSP)to 
develop and implement other biddingmeehanisms. ' In designing'any. 
pilots, the utilities should rely on a process s.imilar'tothe· one'. 
used by PG&E. That process should include the formation of a DSM 
Biddinq Acivisory CommittoG with DSP acting as. taci'litator.The 
paekag-e of pilot bidding proqrams conducted shoul;d: ineludeat,:least 
one replacement pilot, an integrated resource pilot~and' a {'OSM 
bidding pilot for gas utilities. 17 'The companion ,investigation' 
instituted today will allow us to best examine thevariety:ot ,,' , 
pilots' we plan to conduct; it provides a singleforwn"for parties 
to. present and mutually explore the Ctetails. which::must be'·resolved. 

The investigation is the logical place " to. ,review,. ,i • 

cond.uct, and evaluate the pilots. ECACs,. and our o.ther':proceedings 
in which the'pilo.ts'might also.:be considered, are ,specifically 
desiqned to· address regulatory issues wholly:unrelated torOSH·. 
bidding. This investiqation has' one ,tocus--utilitydemand-side 
management and demand-side bidding--,·so'it can ,better 'evaluate 
each pilot 'in a·consistent manner based on thestrueture: 
established. in this rulemaking • With this order wethereforc' 
remove PG&E's' pilot bidding proposal from, ,A. 91-04-003 ,.;·'PG&E' s 
proposal will })e considered in the investiqationinitiated toclay. 
As the'o.ther' utilities" develop theirpilo.ts,. they.shall:filetheir 
requests in this investigation.. While we are proceeding<:via, , ." 
invest'i9'atio.n rather 'than application, we caution that::'the -utility 

17 See pcr Code § 747 • 

-44,'- " 
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bears the burden of proof as to the :l:'easonabJ:eness,·of ,any,proqraln" , 
expenditures'~and must discharge that. burden, before·',such.:am.ounts., ~ 

will be refleetod in rates. '::.':;''',>; . ' .. 

As stated, above, ,we- eommend,PG&E for.its·ongoing efforts 
to design. 'and '.implement a·' DSM bidding pilot, and we are anxious for 
tho pilot to proeeed . expeditiously., We therefore ; direct the,~, 
assiqned administrative law' judge-to. .notiee'aprehearing:··conference 
to coordinate evidentiary hearings to review PG&E's,proposal. 

XT .. IS ORDERED that:- ,::. ' ... 
1. ':rho four respondents to these procaedings"Soutborn. 

california· Gas Company, San Diego Gas' & Electrie :company,:Southern 
California.Edison Company, and. Pacific Gas and Electric .comJ?any. 
(PG&E), shall tile comments on these proposed rules· and policies. , 
Interested parties may also file comments..,·, ., 

2.. Those who wish to receive the full text of, filed·",.comments 
shall send a letter request to the persons on the attached, ;service 

lists within 30 days.. Comments shall be filod. with tho "Oockat 
Office within 4S days. Parties filing comments in. ,these: . 
proceedings shall serve the full text-of such comments. on 
respondents and on those who have so requested in, writing. :.' ,Where, 
no suehwritten request has been received from. aqiven party, ,the , 
filer need only serve a notice, on the party stating that "the.tiler 
has submitted cO:mll1ents and wi'll serve the'fulltext of: such; . 

comments' on roquest.. ,,' ). ,'. 
3. The Executive. Director shall serve a copy o,t· this order, 

on each respondent,. as well as on· all . appearances in A. 9.0-.0,4,-.034" 
A .. 90-04-036~ A.90-04-037,· A.90~04-041,. A'.90-l2-018,·;·A.9,1-.04-093" 
and :1:.89-07-004. ".' 

4 •. 'PG&E's request tor approval of its'demand-sidc::management 
pilot bidding program. is hereby removed trom A.91-04-003" and shall 
be considered in I.91-0S-002, pursuant to the schodule specified by 
the assiqned administrative law judge. 

"', ,rOO . , 
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5. Tbe assigned aaministrative law judge shall notice- a 
prehearing conference to coordinate scheduling of PG&E's pilot 
bidding proqr~. 

6. R.91-0S-003 and I.91-08-002 aro hereby consolidated: 
except as otherwise specified in connection with requests for pilot 
bidding program approval and funding, or as specified in the 
future, all filings shall be made in R.91-08-003, which is the lead 
docket. 

This order becomes effective 30 days from today. 
Dated August 7, 1991, at San Francisco, California. 

PATRICIA M. ECKERT' 
President 

G. MITCHELL WILl< 
JOHN B. OHANIAN 
NORMAN O. SHUMWAY 

Commissioners 

Commissioner Daniel wm. Fessler, being 
necessarily absent, did not participate. 

, CErmFV THAT THIS DECISrON 
WAS APPROVED BY THE ABOVE 

COMMISSIONE~ TODAY 

N$'~£lr0¢!or 
/ 

• i 
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Resource 'Planning- aDd. DSK- ProgxdlIl,::DeriDitiODS " 

I j '.' : .... 

...' -,~'" 

" . ~ .. 
• • • ,.r •• ',,? 

1. This Commission's goal for utility resource procurement' 
is reliable, least cost,' environmentally sensitive',electricity: 
service. Using enerqy more efficiently constitutes "an important ' 
means of achieving this ,C]oal. ,The ,utilities should treat ,'"energy 
efficiency improvements and energy' conservation as 'viable ::' '.: 
alternatives-to traditional supply-side, resource options. ,,',:',' 

" '. I , 

2. Lost opportunities are those energy efficiency options 
which offer long-lived, cost-effective . savings and,'which;:-:,:i!'~ot 
exploited promptly, are lost irretrievably or rendered much more 
costly to achieve. The utilities should, place special' ,emphasis 
on DSM activities which eapturepotential lost opportunities. 
The utilities should submit a detailed account of.strategies: 
designed to capture lost opportunities with any request for .. ' 
shareholder·. incentive mechanisms and/ or, tor increases' in OSM 
prograxn funding. 

3. As defined :by the, Collaborative, Wcream ,skimming" results,' 
in the pursuit, of' only the" lowest,: cost:: conservation'/and ",l'oacl:, :' 
management measures,. leaving :behind other cost-effective:';:',::"; 
opportunities. To reduce the potential for cream skimming, the 
stakeholders agreed that any proposed incentive mechanism,:should 
include strategies explicitly designed,.to avoid such 'activities.',' 
Parties are invited to provide. comments. on whether cream:: skiInming 
as described :by the Collaborative ,continues to- :be a concern,'.and·· 
whether the utilities should continue-to provide:a, detailed . : 
account ot strategies to avoid cream skimming with- . any proposal 
for shareholder incentives~ or increases. in. funding levels for 
DSM programs which are eligible ror incentives • 
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4 • To ensure optimal fUllding of.' DSM' activities requIres 
consistent treatment of programs across utilities and across 
regulatory forums. Common terms and -.proqram.: definitions, help
ensure consistent treatment. The utilities should use the 
definitions .. included in Appenctix B- of this rulemaking,;,when.,': 
characterizing' any proposed program. .. ;'The' burden is on the', 
utility to justify any departure from them ... The' Report ins--- I, 

Requitemen:ts Manual should belllodi:fied to include the terms and 
definitions included in Appendix B'.· ThisOIRwill,remain open, to' 
accommodate ,any request to.modify,theterms,'or,detinitions'- . 
proposed herein or to add new terms or definitions .. 

XX. Cost-Effectivaness lDdiClltOra. 

" 

5. The tests in the Standarcl Practice Manual (~) :;help:,' ",.;,. 

• 

assess the variety of effects associated'.:with·new.or 'expanded DSM • 
proqrams.:. The tests in the ~ will serve as the standard:'·tor 
determininq DSM proc;ram cost-effectiveness until a'methodoloqy is 
established that allows for the side-by-side comparison of. 
dcmand- and supply-side resources. The utilities shoul:cl.perform 
cost-effectiveness analyses tor any proposed DSM program 
consistent with the indicators and-,methodoloqies' included in the 
~. The utility should, to,cthe'extent~practicable,.perform each 
of the tests included in' the ~ for~any,proposed;DSM.proqram.;..' 

"I., 
I',. 

6. This commission relies on the~,Total Resource Cost:,Test'<':·' " 
(TRC) as the primary indicator of DSM ·proqram. cost·, effectiveness.: 
This reflects our view' that· utility DSM activities sbould foeus 
on proqra:m.s that serve as.·alternatives to.::supply-side resource " 
options. Energy efficiency proqrams and. 10aClmanagement progrmns 
which promote energy efficiency serve as such alternatives 
because they reliably reduce a· utility"s fueland./or capacity.-

. " 

needs. ;'. " . 

• 
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7. To the extent prac:tical:>le,nonpriee, factors" should:: be 
considered alonq with price factors',·in utility resource'. '~'y, . 

procurement. Insofar as nonprice '!aetors,·,developed',in;\the·~,::.' ,,' '", 
Biennial Resource Plan Update" (Update):for .. supply-side,'resourees 
affect DSM programs, the utility sbould" include. them.:- in- cost- '... 

offcctivono$& analyses consistent with-their development in tho-
Update. "",:'::- ,'. 

s. Resource value refers, to the .. ability.' of, a: DSM.: proqram...:to:' .' ' 

reliably reduce utilities' fuel andlor capacity needs. .. , 'For OSM .. 
programs designed to defer or avoid these requirements, the 
resource value associated with 'suc:hprograms should be consistent., ' 

with'the 'utilities' avoided cost adopted in the ,Update'. 'rhese 
values should be used inapplicablecost-effeetiveness'analyses 
and wben calculating sbareholder'incentives • 

9. InsofAr as a DSM progrAlll rosults inindiroct costs"they 
sbould be considered. The speculative nature of any attempts ,to 
quantify indirect costs significantly'reduces their",appl.icability 
as an analytic tool at this time. These costs should there foro 
not be required-in. any of ,the cost-effectiveness tests included 
in the~. The issues related to indirect costs ofDSM. proqrams 
Are technical in nature. 'The .s.EHworkinq group,: wb'ichis··.' , 
convened by the CPO'C and the CEC,.. represents the appropriate ".', 
forum.~ for considering indirect costs as .they apply to OSM-,' ... " 

programs. 
""'., . • "lJ· 

.. 1 .' •. , ..... _" ... , 

10. Shareholder- incentives represent' a true eeonomic:cost,,:'in~,: :,',; 
the production of util±ty.DSMprograms.,and should beineluded:. in",:.'''''' 
the TRC ,testrthe. Societal test,. ,the :Rate Impact':,Measures#,;' and .. 
tho 'O'tility Cost tost.' .'.:', ;,' ::,,::'.' ,IC' 

:. : . ;, p ,." .. 

, , '.. ~ '. 
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11. The .. usefulness. of the' 'I'RC tes.t as a. primary: indicator of 
cost-etfectiveness is. limited for cer't4in·progra:ms..~;Direet '1. 

Assistance .proqrams adclress equityconcernsi. as': such,'~ positive' 
cost-effectiveness shall· be' an ilnportant,.. but not. the': sole:~ 
factor used: to determine funding .·levels, for these .. proqrams·.:~\ 
Cost-efficiency is also important. in~ the. conduct ·ofDirect·;: .-.: 
Assistance proqrams. For Information Proqrams and. Enerqy 
Management services, the link between proqrams and savings is 
difficult to" discern. Strict adherence to theTRC should .. not be 
required for these proqrams. ': , . ~ ... ". 

": .• ::; ,I'" 

12. Loacl:Buildinqproqrams·laek··resourcevalue,. .and. the TRC"'L' -

does not· apply' to these" prog'X'ams .. " Thougb.util'i ty' DSM" activities. 
should focus on energy efficiency programs and load management· 
progTalnS which promote energyeffici:ency,.the pursuit ·of .. certain 
load building programs may achieve other policy goals. The 
utility. should design any load l:>uildinqproqramso,: asto:.lI,voicl 
frustratinq this' Commission.'s goal of' encouraging energy:"', 
efficiency and' ener9Y conservation. ". 

13. Fuel substitution, progra.ms.1DJJ.yofter resourceva'luc'and 
enviro:cmentalbenefits.. We currently lack-a fx-amework'to :assess' 
the tradeoffs between gas and.electric DSM proqr~sthat'compete 
to provide the:. sallie se%Vice. 
not eapturetbese tracleoffs. 

The tests included" 'in: the' SPM do' 
Fuel-sUbstitution'programs'sh.ould 

reduce the utilities neecl for electric generation without . . 
degrading environmental quality. The ToRe test should be the 
primary indic:ator of cost-effeetivenessfor.fuel-substitution 
programs that'meet these criteria .. ' 'We discourage utili-ties ,from 
pursuing. tuel substitution pr09'rams ,with: a; predominantly'. load";'", 
buildinq character. For fuel-substitution proqrams '.designed:' .:to· .. , , 

retain load, the utility should clemonstrate that the benefits of 
the program justify relaxinq our tocus on enerqy efficiency 

programs. 

.. 

• 

• 

• 
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, r .~ . 

14. The Electric Revenue' ,Aelj,ustment 'Mechanism,' and: (core 'Fixect: ' 
Cost Account remove the disincentive ,~or'utiJ;:ities:to;:invest',in'," 
elemand-siele management. To ensure that demanel-siele management 
programs which. result in, orpromote~ 'energyetficieney,'arenot 
elisadvantaged in utility resource'procurement decisions" the 
utility should be provided a comparabJ:e, opportunity for earnings 
trom prudent investments inl:>oth, demand-and supply-sido·. 
alternatives. Shareholder incentives can-help ensure that,these' 
opportunities are comparable. " . ," 

15. The differences amonq utility ':shareholder ,incentive."-, 
mechanisms approved in 0.90-08-068 should eventually converge 
toward a more uniform.,. &tatewide approach. 'Paneling' CACO"sreport 
on shareholder incentives,,. . ,it is' appropriate to establish:, ';a7 :. 
limited number of guiding principles,governing future shareholder 
incentives. These principles should apply to shareholder -,' 
incentive mQchani&m& proposed after tho final adoption.,:ot·this. 
rulemaking. " , 

16. Shareholder incentive moehan.tas, shouldbo ;designed'to' 
encourage energy·effieieneyand·loael,management programs:tha.t' 
promote energy e:f:ficieney. Load· building and load retention'- . 
programs should not be eligible tor shareholder incentives. FUel 
substitution programs should: ;alsobe'ineligible 'pendinq, "';: .. ,.., "} 
resolution of the technical issues associatea with assessin9 the 
benefits to ratepayers of these proqrams,~ ,. " I:,' ,0 

'1' '" ,'., 

17. Shareholder incentive 'mechanismsshould balanceriskanc1~ 
reward.. coupling rewards for good performance withpena1ties:. for.: ~;:. 

poor parto~nee rapresentSl a reasonable 'way of achioving) .that ' 
balance. Any proposed shareholc1er ineenti ve mechanism shoulc1', .. ~.> . 

there tore include minimum perto:t'lJ1Mce, 'requ'irements' and ',<'~ .• 
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accompanying penalty features. The utilities.: should: focus~",:':)' 
min~um performance requirements on efforts to achieve energy 
efficiency opportunities "anclin, particular, 'on: those' ,which 
represent potential lost ,opportunities .. :' ',',_,',". 

". ,_ i _~ • ',',:' , 

18 • Shareholder earnings· ,:deri ved· :£rom~a shared-savings: (, 
approach to incentives reflect 'the: value' ,of the ener9Y: saved_.' ," 
Incenti velDechanisms that determine earning'S ·,based' solely., on' 
program expenditures are unrelated· to 'that, value.: Thus', for.:,. 
progrtllUs whose saving5 ~ be reasonably estimatcc:l',., a'. shared-: ' 
savings approach is superior. Shareholclerincentive mechanisms:' 
should be basec:l on a shared-saYing's approach for programs whose 
savings can· be reasonably estimated:...... .), ":,' .' 

19. Reliance on energy saving'S estilnates made:. prior to'. 
proqra:m implementation to determine shareholder. incentives' , . 
increases risk to ratepayers.' This risk . shoulclbe, minimized': 
while still providing' a comparable opportunity for earnings:froX!\.' 
prudent expenditures in both demand- and supply-side resources. 
A mechanism which. limits the level of potential sh.archolc:ler: ,. , 

earnings meets these goals. This mechanism should be desiqned 
keeping in, mind the need to establish.. comparable earnings'~ ." 
opportunities. between prudent demanci- and' supply-side.r . 
expenditures.., ,,' ,", 

, '.":. 

V,t. Measurement,. Eva1uation,and, AccountiDq , 
, ,' •• ' .f 

" , , .-"." 
., .. -

" " , 

" . '. , 

• j.~ 

, ........ ' 
. " 

20. The stable development of DSM proqramsthat,del:iveri' :.:",.::;, 
reliable energy savings for california's ratepayers clepends on 
well-desiqned methoc:ls of proqram measurelllent and evaluation •. :: 
Thoughtful lI1easurement and. evaluation 'practices' are requ'ired to:" 
gaug'e utility performance, verify energy savin9s,," and--improve" the 
design and success of future, 'OSH . proqra:ms;.. The 'util:ities~':should '. 
make progTaln measurement and 'evaluation al·priority. 

• 

• 
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21. It ,is reasonable to- base· shareholder incenti ves;on:r' '::',' ' 

prespecitied savings estimates at this. time. ' The' shi:ft' from' .. 
prespeeif:ied savings estimates., to- estimates made ,', atter 'program" 
implementation should occur as swittly:as practicable'.Y·:Though., , 
prespecified savings estimates increase risks to ratepayers, the 
measurement protocols developed: as: part of,>the.Blueprint .. help 
mitigate these risks. ". ,I',. 

22. It is important that forecasts:, of DSM·, savings, be' as::: 
reliable as forecasts of supply':"side"'options.. in, meeting '~".~-, 

california's· energy needs.- Riqorous'measurement'and'evaluation 
enhances the reliability of these,forecasts. The- utility will. 
includ.e a comprehensive and aggress-ive measurement plM with any, 
request for DSM fUnding, which ineludes shareholder incentives., 
This plan should be consistent with the protoeols. included<as 
Appendix C of this rulemaking. Proposed changes to these 
protocols should be filed as part of this rulemaking. 

23. The utility should- explieitly ·quantify the fol'lowing for 
any proposed", shareholder mechanism: 

,. ~,. 

-, ' .. ' 
" .,' ,c', ,,.-" , • " ,. ,< 

o The rate effects of :both- the proqram. ,incentive:: and, '., 
programs costs to whieh the incentive will apply: 

o ':rhe program's net resource -savings: and '. ,,' 
.' o-Thetiminq of' both rate "etfectsand" resouree:savinqs. •. 

24 • The OSM- Advisory Committees.: :provide . an informal:, forum:': for,' ,,:~ 
parties to review utility programs and- to, work with the.:utility 
on any proposedebanges to its- programs.. These ' activitieS:· 'can!, 
augment effective program implementation. The utilities should 
continue the Advisory Commi ttees·.·For the Committees: to,' be,: ,', ' 
effective, tho utilities should elearly define -the' rol:e.'ot :.tbe· 

committee and the input it seeks: provide the Comxni ttee with 
• comprehensive information on program implementation activities: 

• I 
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notify Committee members in ,a. timely ,:fashion ,o,f proposed' program 
changes; provide adequate information supporting" such:·, changes;..;, 
and coordinate committee acti vi ties", with· current, and·.: anticipated;, . 
regulato~ proceedings and other review proeedures~ 

• I." 

25. We intend to improve the consistency with which.· DSM 
programs are treated across utilities and across ,regulatory 
forums. Decisions governing utility DSM activities currently 
take place in"several different proceedings. Establishing-: a 
single forum where the utilities' DSMactivities eanbe:reviewed 
saul taneously may further enhance~.'consistent treatment. ',We, , 
propose to establish a single forum .in- which· utility DSM:. ' , 
activities would be reviewed, approved-, and funded- every:two 
years. Parties are invited. to comment on. this proposal or· to: _ . 
provide dotailed alternatives to the proposal,.. . , ,_~ 

v.c:. BiddiDq 

26. All-souree bidding, inwhicb.:. demand- and ,supply~sid.e 
options compete on an equal footing for,'a place .in.:the util·i:ty~: 
resource plan, offers great potential for achieving our goal of 
reliable,. least cost,· environmentally serlsitive- electric sorvice. 

. . :. .. ." ". '~ 

27. The utilities will work with· the Division-of· Strategic 
Planning (OSP)to develop and· implement . several DSM.pilot bids. 
PG&E has volunteered to conduct a pilot bid based on a 
partnership approach. PUl:>lic Utilities. Code §-747 requires this 
Commission to test at -least one· replacement bid,- .and an " _. 
integrated resource pilot~ and d' DSM, bidding pilot tor gas.· 
utilities~ CACO will perform .anevaluationof .the pilo:t,s;-; This.· 
Commission will submit its report, with any recommendations,. .to· 
the Legislature by. January. 1, 1'99'3'... " " 

, ,'-," .. 

• 

• 

;" . ~.' • 
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28. The bid pilots should be designed to ensure that 1) the 
procurement process is fair, 2) contract terms equitably share 
risKs, and 3) utility market power i5 mitigated. To the extent 
practicable, the biddinq pilots should incorporate both price
and non-price factors for all OSM programs. 

29. Each of the pilots, includinq PG&E's, will be addreQsod 
in the investiqation opened in conjunction with this rulemakinq • 
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DSH P.r:ogramTerms and, ,Definitions' 

Lost Opportunities I ",. . '." 

, : ' ~ ~ , ' ' • I:'" "I M. ' 

,',I , 

', ......... 

Effieiency measures whichotfer, long-lived", cost-'., ,., .. " ' 
effective savings that are fleetinq in nature., If ,these' measures, 
are not e:xploited promptly, the opportunities are ,lost 
irretrievaJ:)ly or'rendered much 'more eostly to· achieve. 

cream. Ski mm; D9' 
. ,- .,' 

Designinq and implementinq only the lowest cost·energy 
efficiency proqramsand load management programs which~promote', 
enerqyoftieiency while leaving'behind' other cost-e~fective :' , 
opportunities. for, energy effieiency. " 

Resource Val.ue , . ~ ',." 

. - \,' 

,A measure of the extent, to .which enerqy'ef.ficiency and' 
load. 'managemont .proqrusreli4bly reduce utilities', fuel',andlor 
capacity .needs. ~. :~.~""': .. : 

I" '" .... , c-"" 

x. CONSERVATXON AND ENERGY EFP'XCXENCY PROGRAXS, 

Conservation programs are defined "as. pr09rc:l.ms ,which' have the ' 
~tfoct of ,reducing conswnption ot,at least ono fuol.during most 
or many hours o~ operation ot the equipment or build.ing affected. 
by the measure. Energy etf,iciency proqrams are d.efined. as. .' 
programs which reduce energy use for a oomparable level of 
service .. 

RESXDEtrl'IAL CONSER\?TXON· AND ENERGYEPFXCIENCY 

Residential In«mDatioD Ex:9SP:pma: Programs intended to" provide 
customers with intormation regarding generic (not customer
speoifio) conservation opportunities. For these pr09rams,the 
infonnation'is unsolicited by the customer.. programs-which, 
provide incentives in the torm of unsolicited coupons for 
discounts on low cost lIleasures are included. ,', 

Besid~ntial 'Energy management Services: Programs, intended· ·to 
provide customer assistance in the form of information on the 
relative costs and benefits to the customer of installing.:" ... ' 
measures or,adoptinq prc:l.eticcs 'which can roduce the customor's 
utility bills. ,The information is solicited by the.customer and 
reconunend.ations are based on the customer's recent;billinq . ".' 
history and/or customer-specific information regardinq appliance 
and buildinq characteristics • 
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Residential we~iZatism Retrofit .Incentives: Programs which 
provide financial incentives."(rebates.-, .low-interest":loans) to 
install weatherization measures in existing buildings. . The 
incentives are solicited by the customer and based, on the:>>:' 
customer's billinq history and/or customer-specific information 
regarding appliance and building characteristics. Incentive's are 
predominantly weatherization measures that affect ,the l:>uilding' ... 
sbell. Incentive payments for other measures (nonbuilding, shell·) 
are included if provided in connection with building shell . 
m.aterials. 

.' ,', 

~ ~ construction: Programs which provide financial 
incentives or significant technical assistance tol:>uilders'.of new 
residential structures. The incentives are intended, .. tolead'to··· 
the installation of more energy etficient materials'or appliances 
than would have been installed in the absence of the proqralll;' . 

Appliance Itticiency Incentives: Programs which provide 
incentives to customers in existing residential structures'." The . 
incentives are intended to lead to the installation of a more 
efficient appliance than would have been installed in the absence 
of the proqram. Incentives are' paid (to manufacturers" 

.... 

"' .. /, 

• 

salespersons, or customers) tor the replacement of anexistinq • 
appliance or the installation ot a new appliance in an existing 
residential building. . . . 

Pirect Assistance: Programs· which are intended 'to provide' 
aSSistance to low income or other "target" customer·9'X'oups.. 
Assistance consists primarily oftull subsiClies of the' ", •..... 
conservation measures. The primary'pu%pose 'of the proqramis to' 
serve an equity obj ecti ve in assisting customers who" are ,highly' , 
unlikely or unable to participate in other residential programs. 

Master Meter: ProgTAlD. intenaod: to reduce energy uSAqe in, <" 

existing resiaential structures which have master meters by 
replacing the master meter with individual meters.. ., '. 

Qther :Residential eonsery.§.tion PxwZ:"Pf:.: Any residential'" 
conservationproqram or p=oqram activitiesnotdetined·above; 

NONRESIDENTJ:AL CONSERVATION AND ENERGY EFFICIENCY 

Nonresidential IntorJpalCi2D pt=ng"@ms: Pr09X'aIIlS intendea·to 
proviae customers with information regardin9'9'eneric (not, '
customer-specific) conservation opportunit:i:es. For these' 
programs, the information is unsolicitea by the customer. . 
Programs which provide incentives in the form of unsolicited 
coupons for discounts on low cost measures are included •. 

• 
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~ Energy Man§gement ~ryices.:·· . Services, to "customez:s in' 
commercial l:>uilClings which provide customer assistance in the 
form of information on the relativecosts'and·benefits·to-the: 
customer of installing measures or adopting practices which can 
reduce the customer's utility bills.'" The information ,is, 
solicited by the customer and is based on the customer's recent 
billing history and/or customer-specific information regarding 
appliance ana building characteristics. 

-, , 

~ ~ ~~: Servicos to customers in 
industrial facilities which provide customer assistance'inthe 
form of information on the relative costs and benefits,to the .. 
customer of installing measures or adopting practices which can 
reduce the customer's utility bills. The information is 
solicited by the customer and is basedon.-the customer's recent 
billing history and/or customer-specific information regarding 
appliance and building characteristics. 

Agricultural Energy Hanagelllent service:;;: Services to customers 
in agriCUltural facilities which provide customer assistance in 
tho torm of information on the relative costs and benefits to the 
customer ot installing measures or adopting practices which can 
reduce the customer's utility bills. The information is 
solicited by the customer and is based on the customer's recent 
billing history and/or customer-specific information regarding 
appliance and building characteristics. 

COmmercial Energy Ettieien2Y Inc@tives: Programs which provide 
incentives to customers in existing commercial buildings. 'The 
incentives are intended to lead to the installation of a more 
efficient device than would have been installed. in the absence of 
the program. 

IndustQ,al En~rgy Efticienc:y Incentives: Programs which provide 
incentives to customers in existinq inClustrial facilities. The 
incentives are intended to'lead to the installation of, -a more 
efficient device. than would have been installed in the:. absence'. of 
the program. 

Agri~l El)ergy EUicienCX Xncentives: Programs which' 
provid.e incentives to customers in existinq agricultural 
facilities. The incentives are intended to-lead to the· ._ 
installation of a more efficient d.evice than would have' been 
installed in the absence of the program. 

Non~sidential l!.Ql! CQns1;Dlcti.2n: Programs, which· proviae 
financial, incentives or· significant technical.assistance: to 
builders of new,nonresidential structures. The incentives,are 
intended to lead to, the construction 'and oporation ot equipment 
which is more efficient than would have occurred in the absence 
of the proqram. 
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strEtet Lighting Conversign.: Programs designed to- :replace' less , 
efficient lightil'lg equipment with more.' ef,ficient . lighting:, '.;':' 
equipment in utility-owned street liqhts. 

other NQnresiden".tial conservation/Enemy' Efficiency Programs: 
Any nonresiaential conservation proqram or program aetivities, not 
defined above~ 

SYSTEM EFFICIENCY 
" 

eonseP!3ltion· Voltage RedUct19n= Programs which improve utili ty 
generation'system. efficieneybyregulatinq the voltage-,levels of 
delivered electricity., . , 

, " \"'. ". 
, , 

Q.tbm: swtCll Ettis:ignSCX Pr'99n.=" ,Any othor proqrmn intended, to 
improve' the efficiency 'of utility.-owned,,·transmission or .... , " ' 
distriDution facilities. ,', 

xx. LOAJ),~, 
, ',. 

Load management programs are' detined as any .proqram which" 

.. 

• 
. -;,' 

reduces electric peak· demand or has the 'primary effect of " 
shiftinq electric demand from the hours'of peak demand to non- • 
peak time peri·ods. ' ", " .',' ,", 

Rcsi,s1cn3;ip,l Aix ~ CY~ling: Proqrams. wh.ich involvo, tho 
installation of cycling devices on residential air conditioning 
equipment. Air conditioning loads are interrupted ("cycled" or 
"shea*) by the utility at times of peak load. 

ll~ .:timst2f:::VRe: Programs .intended to reduce' customer 
bills and shift hours of operation of appliances to off peak ' 
periods through the installation ot a time-of-use meter and the 
availability of time-differentiated rates. 

E22l EmlPAiPer:' Proqrams which ,involve 'the promotion of ",',' .," 
shitting' pool pump hours. of operation ,from on-peak "to off-peak, 
periods. 

Nonresidential·~ condi1;,ioner ~linq:- Programs which involve 
the installation of cycl.inq devices ,on air'conditioninq.equipment 
in nonresidential buildinqs. Air .,conditioning loads are .", '" ." 
interrupted (*cyclea~ or NshedN) 'by the utility" at times .of'peak . 
load. ' 

ti2nre~ntial Time-ot-yse~ Proqramintended to reduce ,customer 
bills and shift hours. of operation.of .. equipment from::on~peak, to ' 
off-peak ·poriod.s. through tho 'installation' of. atimo-of-use ,.meter 
and the availability of time -differentiated rates..: Mandatory,TOO'·." 
participation is not included. ,,'" • 
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Tbemal Energy storage: Proqrams,.whieh:provide';t·inancial 
incentives to customers or builders to install thermal storaqe 
equipment . ~nd· :m~terials<2pable of' tully or .partial'lys.toriTlq,; J.o . 

thermal ener9Y durinqnonpeak periods. :for use during-c'peak:(le:mand"'" 
periods~ " .. .. "',o:~.::;:··!:;::; \', 

lnterrgptible1curtai1oble: Programs which provide financial 
incentives in the :form of reduced· bi:l:l:inq:charqes to customers"in 
exchanqe for the <2J?ability:ot utility-initiatc<1(,intGrruptionor' 
curtailment. of' serv.l.ce.' Terms o:f the· ,reduced '·service·aqreement ' 
(frequency,. duration,. penalty clauses,..' incentive levels., .. cost o,t· 
equipment), are agreed to by contract..: . , "", ..; ";,,":,,:, ":". 

o;t:hcr.IQAd 'Hanagcmcnt::Any other load manaqcment proqram not:' 
defined above.. ,"r.j~·' ,",J. :::::"'.~ ~, ,"' 

.. ,' . 

XXX. FUEL SOBSTXTOTXON 
~ . " ... ,,' .: d, • ", ,I .' e-" .' 

Fuel Substitution proqrmn$ are defined as proqrams which:' 
are intended to substitute, (replace)' energy.using'> equipment 'of 
one fuel with, a different fuel,. The' programs' are'" intended:' to," 
influence the customer's choice :between :electric or natural· gas 
service from the utility,. with the effect :o,fincreasinq " . 
sales/consumption from one tuel ~d decreasing-sales/consumption 
from the competinq fUel. ' The reference' pOint tor classi£yinq' a ' 
program as a fuel substitution program is the effect on fuel 
choice of the customer, not the effects on utility,goeneration. 

ElJ:t<ctrisc l3U>1 SUbstituti<m: Programs wh.ich promote the .' 
customer' 50 choice of electric . service for an appliance-, qroup, of' 
appliances, or buildinq rather than the choice of service . ,from a 
different fuel. 'I'hese programs increase customers' electric 
U5agoe and decrease usaqe of-utility-supplied, natural goas. ' 
Electric ,'. fuel substitution incl'Udes" Bypass Deferral. Special 
Contracts which cause the deferral.or avoidance of the '. " 
installation of qas-fired equipment which would have been ,used to, 
produce electricity for the cus.tomer's use, and. arencgotiated. 
and established pursuant to CPO'C procedures. Contract", provisions 
may include a discounted rate, conservation and/or load 
manag-em.ent incentives, ora combination of rate, and:'" 
conservation/load manag-ement incentives. 

Gas Fuel SUbstitution:: Programs which· ,promote' the customer's 
choice of natural. qas service for an appliance ,...qroup'" ot, . ' 
aJ?pliances, or building rather than the cho,ice" of .. :service from a 
d.l.fferent energy source. These proqrams increase customer usage 
of natural goaS- and decrease usage of~an: alternative· fuel. --",' 

•• • , ." f ~ ... 

" ,I 
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IV. ' LOAD RE'l'EN'.l'ION' ANJ),LOAD·BOXLDING' . ("' .... J"". '. 

I ..... '. ,~~." ,:.: 

Load Retention and Load Building proqra.ms aredefined'as' 
pr09'rams whicll have the ettect ot ::increasinq, the 'annual,' " .,. 
sales/consumption of one fuel without affecting the CU$tomer's~ 
usc of other fuels. 

':; .. 
Electric Load 'Retention: ' Consists of, Bypass Deferral.Special, 
Contracts-" 'established' and negotiated pursuant ,to adopted;:'CPU.c" 
procedures,which. defer or prevent a'·cllstomerdecisionto:.';' ' 
torminateor substantially reduce electric utility service'with 
no corresponding estal:>lishlnent of incremental,_ utility-supplied 
natural gas purchases. Contract provisions may include a 
discounted rate,. conservation and/or load management incentives,. 
or a combination of rate discount and conso.X'V'ation/load', ," ,; 
managemont incentivos. 

'. , 

~ectri~ ~ BUilding: Programs which have the effect of 
increasing electric annual sales/consUlIlption without ,changes. in 
the customer's use of alternate fuels .: Increased, ", . ,," 

• 

sales/consumption is. promoted by increased usage· 'of',existing . 
electric equipment,. or the addition of electric equipment/service '. 
when no meaningtul alternative tuel source is available. 
Electric Load Building include$ Incremental Sales Contracts' • 
ncqotiatcdand. established pursuant to adopted cpoe procedure&. 

Natural G,as..IQad Betcntion= Consists of progra:mswh:ich provide' 
an incentive to defer or prevent a customer decision to, terminate 
or substantially reduce utility natural gas· service,. with no" 
corresponding ,establishment of inercmentalutility-supplied' 
eleetrici ty use by the customer.; , , . . " " ,.: , 

Natural ~ ~ Building: Programs whiehhavc the ef,fect o'f 
increasing gas. annual sales/ consumption 'without changes, in "the" 
customer's use of alternate fuels... Increased' salesleonsum~tion' 
is promoted by-increased. usage of "existing, naturalgas~equ:Lpment,. 
or the addition of natural gas equipmentlseX'V'ice when no 
meaningfuJ. alternative fuel source is available... ,', 

xv .. MEASOR.EMEN'.r' AND EVALtJATION' PROGRAMS· , 

Measurement and Evaluation activities are defined as 
pr09ramsand. activities intencied to establish or improve'the 
ability to measure' and. evaluate the' impacts of demand-side' 
management programs,.. collectively or.:ind.ividually. ' 

~ Metering: Activities related ta.. the collection", analysis 
and reporting of data obtained through the use of metering 
devices. Inclucles metering at the level of appliances within 
buildings as well as total building metering and class load 
metering- Metering activities are conducted on samples of • 
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customers for the prim.ary· purpose',. of obtaining consumption,·, and , 
demand estimates, which. are· representative'" of a, customer'class.,. 
not of DSM program participants. ,"",' .~ 

. ,., ~ , 

CUsj;Ol!lcr survcy;s: Activities related.. to'·. tho . collection" . ,analysis 
and reporting of data obtained from customer contacts (e.g. 
mail, telephone, on-5i te) regarding, .bu:ilding, characteristics',. 
appliance holdings, energy effiCiency measure~ in place~ customer 
attitudes, or other information related·t~ current or· future, 
energy usage patterns. Survey activities are conducted on 
samples of customers for the primary purpose of, oQtaining 
information about customers which are representative of a 
customer class not of DSM program participants. 

~ Technology xestinq~ Aetivitiesrelated to, the measurement 
ana. assessment of ciema.nd-side technologies for possible· inclusion 
in future C&LM programs. costs associated with in-si to testin9. 
and evaluation of measures or devices in a pilot program are 
included. 

Proqr.9Jll EVab!:ltion: Activities related to- the collection, 
analysis, and reporting 'of data for purposes of measuring program 
impacts from past, existing or potential program.· impacts.' .. ' 
Activitios include proqram-&pecific evaluations as woll,as ' 
aetivitieswhic:h evaluate· :more generic issues which are "relevant 
to more than one program. Costs associated with the preparation 
of this Reporting: Requirements Manual to: the . CPOC are inc-ludea., as 
a separate program within this category. 

othe~ MeAsurement: Activities not listed above which contribute 
to the· measurement of past, current, or future demand- side· 
program impacts. 

V. OTHER DSM AC'txv:tTms 

Other DSM aetivities are defined asaresi~ual cateqory to' 
capture expenditures which cannot be-· meaningfully, inclucied . in the 
previously-defined DSM program, categories., A primary element 
includes general administrative and support. costswhieh',cannot 
readily be attributable to the implementation of any specific DSM 
program.. 

. " 

DESCRXP.rXON': wProqram element'" refers to eitner' customer· classes 
within sectors or to end uses/measures within customer classes or 
customer sub-classes. 

,; . '/>:'" :'" r
o

'" • , ~'."", 

~. _, 0., , __ • '" .•• 
'<d ,,' 0,,..,. "., 
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CUstomer· classes are.defined·by either rate' schedule, SIC 
code, or 'energY' conswnption characteristics. "End'use"',reters.:to·' 
the purpose for which energy is used· (see below) ~ "measure"'::::: 
refers to specific customer actions which reduce or otherwise 
modity energy end use patterns. . ..... <,. 

CO'STOMERstJB-CLASS.: PROGRAK ELEMENT" DEFXNITIONS: For the"'
residential sector the following'- three types of program element 
sub-class designations should be used: ," 

Single Family(SF) 
Multi-Family (MF) .. 
Mobile Home ,(MH) 

! ... ' ..... ,.' 

" .' , ,~ . 
. •. ,1 

For the nonresidential" sector', sub-class::proqraln elements.· - , 
consist of'customers classitiedbySIC code-and·size\ ~',.,;;:~:':':':-', 
(consumption/demand). The size~proqra:m, element "desigriati'ons:~are 
as follows: ., , 

Lar~e (greater than 500 kw) 
Medl.Uln (less than 500kw and more than 49kw) 
Small (less than 50kM)" 

• 

CUstomer SIC-based progru elements consist of the' ·further • 
dissaqgreqation of "industrial" (per the program: definition) into;: 
the four sub-class designations. used by the CEC in the CFM:' 
process (TCO, Assembly, Process., and· Mining/EXtraction) and: 
dissaqreqation of the Commercial Bu'ildings into- the lO SIC-based 
building types used by the CEC. .-

END USE PROGRAH ELEMENT DEFDr.ITIONS: Recommended end 'use' " 
definitions/acronyms for the residential sector are'as.follows : 

SPHT(e)-space heating, electric~ 
SPHT (HP) aspace heating-, heat pump ~ 
SPHT(q)-space heating, natural gas; 
SPCL(C)-centr~l electric air conditioner; 
SPCL(Ev) -evaporative· cooler;-· 
SPCL(HP)-space cooling, heat pump:;
SPCL(W)-windowair·conditioner: 
WATBT(e)-eleetric water heating~ 
WATHT(9)-qas water heating~ 
REFR-retriqerator; 
FREEZ-freezer: ' 
COOK(e)-electric range~ 
COOK(q)-qas range~ 
LGHT-l"i9bt"in9'~ :, . , .. 
PLPMP-pool pump. 

.. - ','"",,' 
.r.) 0'" 

..' l. 

Recommended end use designations/acronymns tor the commercial 
buildinq sector are as follows: • 
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LGHT(I}-indoor li~hting; 
LGHT(O)-outdoor llghtin9; 
AC(e}-air conditioning, eleetric~ 
AC(q)-air conditioning, natural gas~ 
VENT-ventilation(motors/fans to operate HVAC equip) ~ 
SPHT(e)-electric space heatinq: 
SPHT(q)-natural gas space heating~ 
WAXHT(e)-eleetric water heating; 
W~(9)-natural gas water heating: 
REFR-refrigeration 
COOK(e}=eleetric cookin9~ 
COOK(g)-natural gas cookin9~ 
MISC(e)-miscellaneou$ eloctric: 
MISC(g)-miscellaneous natural gas: 

01'BER TERKS: 

Dsctul~: Xhe length of time (years) tor which the load 
impacts of a OSM measure/device is expected to last. 

~ ~2t Ad;u~ents: Refers to, any adjustments made to 
load impacts for purposes of valuing the impacts in the context 
of cost-etfectivoness evaluation. The primary example would be 
the use of WNet-to-GrossW factors, as defined and used in the 
Standard Practice Manual !2X ECQnomi~ Analysi§ ~ Demand-Side 
MAnagement Programs. pecembe~. 1987. Other examples would 
include estimates of the amount and rate or decay in 
effectivenoss of tho measures, and therefore the decline in load 
impacts over time. 

, I 
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Th.is appendix ~asprcpared by a subcommittee of experts 
convened by ,the Collaborative. It dcsaibcs the: consenslJs 
reached by thesecxpertS on the measurement of demand-side 
management programs that are approved for indusion in a 
utility incentive mechanism., The subcommittee was composed 
of representatives of the California Public Utilities Cornm.i.ss.ion
Division of Ratepayer Advocates, the Cal.i.fornia Energy 
Commission. the state's four major investor.oOwned utilities, and 
Lawrence Berkeley Laboratory (see Section V). 

The Measurement Subcommittee recog:nj:es that accurate 
measurement of the load impacts of DSM programs is critical 
for establishing demand-side management as a viable resource 
option and for establishing useful criter.i:l for determining utility 
per.formanc:ein DSM program implementation. Current 
practices for estimating DSM program impacts may not always 
rely on best available methods. Considerable improvement in 
these procedures is nece.ss:lry. 

The Measurement Subcommittee has identified a set of 
. measurement protocols that provide acceptable procedures for 

the measurement of DSM program impacts. The most 
important ,8SPCCt$ of theSe protocols can be summarized as 
follows: 

1. The applicationfor"an ~centive mccl1anism will include a 
detailed plan to improve the accuracy of load impact 
estimates. 

2. The fulfillment of this plan is. a prec:ondition for extension 
, of utility incentive mec:ha~ms.beyond the third year. 

3. . Forpurposeso£.detc:rminingut.i!ityincentivep3ymc:nts. the 
avcrageloadlmpacts·pCr unit will be prespecified and held 

" .', •••••• I 

.",' ," 

", ,-' 
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constant during the firSt thre~ ·Y~rsl"·;ot p;~gra~ 
implementation; 'estimates of-total-program"savings-used~~-'''~ • 
for incentive payments will be affected by actual 
participation levels. and the rrux of measures installed. 

4. After the third year. the average load impacts for future 
progl-am activities will bC adjusted to rell~t the results of 
the measurement ptan. 

'The Subcommittee has not attempted to reach consensus on the 
exact measurement tcclmiques that must be followed for each 
possible type of program.. nor has it discussed how or whether 
to adjust load impacts for potential rebound, income, or 
productivity effects. because these issues need to be resolved 
on a program-specific basis. Rather. we have provided 
guidelines for the scope and intensity of measurement. Detailed 
measurement plans for each utility's incentive programs will be 
devc:loped according to these guidelines :lnd submitted with 
program proposals. The results ofthcse .. measurc:ments will be 
used in diffctent ways depending on the particular incentive 
mechanism approved' for each utility. 

This appendix describes both guidelines for ao::cpQble 
measurements prior to the implementation of DSM programs 
in the initial phase of' utility incentive mechanisms and 
guidelines for expected improvements in the :lccur:lCY of these 
measurements after three years. A s:ample evaluation plan has 
been developed to demonstrate the use of the metlSurement 
guidelines. This document also includes the consensus re:lC:hc:d 
on the estimated usefullivcs or selected residential measures 
and a glossary of the terms used. 

ITbc duration ·of programs proposed in the March 1990 
applications for utility shareholder incentives may be longer or 
shorter than three ycars.. and m:ay be linked to ~ch utililY's 
existing General. Rate Case cycle. However. mellSurement 
analysis requires three years to produce useful results. The 
integration ot the cycles of program implementation and of 
measurement will be further clarified in the March 1990 
applications. 

u 

, I 
, I 

• 
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Trade-offs betweenratemaking simplicity and certainty. on the 
one han~vcrsus analytical:3ccuracy and ratepayer/shareholder 
risk.' on. the other .. must -be made when choosing between 
program. impactcstimates made prior to program 
implementation and- those made through measurements after 
implementation. In general this appendix places a higher value 
on ratemakingcenainty •. bccause it recommcnd$ prespecifyins: 
most program impacts, in advance for three years and then 
refining these impact estimates as measurement results ~omc 

available. 

"lmpacts"re1'ers. to-a variety of elements which. collectively. can 
and should be used·to-evaluate DSM programs. Among the 
more important types· ofimp3CtS are load impacts. which refer 
to the changes in· encriYu5e patterns (includinS kWh. kW, 
and/or thcrms) affected· by the program. "Impacts," however, 
also include various types of costs used in the valuation process
-program cos~ DSM measure costs. and utility avoided costs. 
Depending on the specific type of utility incentive mechanism. 
some or all of these kinds of "impacts" will affect a 
determination of both the value of a DSM program and 
performance of the utility in implementing the program. 

"Measure". is a noun used-to mean any particular product. 
·equipment.. or .pbysical- modification that saves resources. e.g. 
compact fluorescent lights.high-efficiencyair conditioning. heat 
recovery systems. and direct load conU'ol devices. 

The Measurement -Subcomminee agrees upon the followinS 
. mcasurementprotocols: ' . 

. ,.' .,' ...... 

1. Load·impacz!or each measure expected to, be part of each 
program,will be prespecified as an estimate of averase 
impacts per unit installed; Table 1 provides additional 
information on:-. the components of -load impacts." 
Procedures willalsc>be established prior to implemenution 
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. "for the' indusionof additional', estUnatcs,o(:a'lt%:lge)oad:: 
, impacts for.measur:es.not, initially identified. 

. " w' ....... ____ ...... ..-.", ..... ,~ •. _",....,,, ' .... 

At the time a utility applies for an incentive mech.:lnism~ 
the utility will provide additional inform:ltion that will 
identify estimates of expected' participation levels.. utility~ 

'''''''' • t' 

program costs. (aggregate ... forcach program). measure COSts.", 

(average {or each measure within each program and totals 
for each'program)~ and the :lvoided cOSts to be used in 
establishing the resou.:·ce value of each progr~ 

3. Approvalo! a utility:.incentive mechanism will include the 
adoption o!a.three.yearmeasurement and evaluation plan, 
which identifies;.: the ,timing; and type of evaluation 
techniques that will be employed to improve the lOOld 
impact savings estimates est:1blished prior to implemen
tation. 'I'his-plan will also-identify the process bywruch it 
can " be·· modified during, the three years. Any such 
modifications should. involve the substitution of specific 
activities. that are functional equivalents of the original 
activitia. . 

4. Satisfactory completion oCme meilSurement plan activities 
isaprecondition;for..anyrequest to continue an incentive 
mechanism after the third-year. 

s~ It is understood that measurement and evaluation activities 
include projects that go beyond the direct measurement of 
'program,loadimpacu; examples of such activities include 
customer 'dccisioD~making- processes. process evaluation. 
and more' general demand~side data collection activities. 

6. Prespecified average load impacts per measure (including 
kWh;kW.and/ormerms}will not be changed for programs 
implemented:in,mefirst.three years of a utility incentive 
mechanism (even if the initial programs last less than three 
years). unless. these changes are established through a 
proecssagreed,.upon.:at the time of application for the 
incentive mechanism.: Average savings per unit may be 
modified bcyondthe third year. if warranted. Ac:tual 
customer participation levels, however, will be used in the 

_ :' ,i .. 

• 

• 

calculation of a uWity incentive. • 
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7. When a utWtY'inc:enavemechanism is affected byptogram 
costs' (as defined' bY~-the Utility Cost test or the Total 
Resource Cost test of the Standard Practice Manual). pre
implementation cost cstimatcsshould be clcarJycstablished 
in terms of: (a) the average cost per unit (corresponding 
to the average load impact per unit. as determined in 
ItClll #1 above); (b) the source(s) of such estimates; and 
(c) the source(s) aridprocedurcs to be used in determining 
thcse'~sts subsequent to implementation. 

&. Post-implementation . estimates of load impacts (per 
Item fl1- above) 'and participation levels (per Item #6 
above) Should be- used'in' accounting for program load 
impac:tsin long.tenn· demand forecasting activities, as well 
as for extensions of a utility inccntive mechanism beyond 
the third year. 

,-~ -"49.-' Aaopnon ora utilitY incentive mechanism will include the 
adoption' of avoided costs to be used in the calculation of 
the utility incentive, or the adoption of a future source of 
avoided 'cost projeCtions to be used . 

10. All of the abOve protocols will be reviewed and possibly 
modified prior to the adoption of any extension of a utility 
incentive mechanism beyond three years. 

-., ! . , . . , " nus appendix does not include a diseussionofthC:different 
techniques that' could be used to separate'out;#!iaency 
improvementS from a program's net load impacts in the 
cascswhcre·rebound,inc:omc, or produc:tivity cffc.c:ts may 
dcaease expected'load'savings from the program. This is 
not because these meaSurements may not be important for 
some programs; rather it stems from uncertainty regarding 
the way utilities should be rewarded for programs that 
induce "pure" d!iciency-incrC3scs and how these .impacts 
should be used to "adjust" load impact estimates that are 
more closely tied to resource value. In addition .. it may be 
difficult or costly to measure income, productivity. or 
rebound effects that may reduce expected conservation 
savings. 

......,-,.. • •••• -., ....... ~.,,, •• r - .... ~ .. , •• ..,." ~. _, _~._~ "' 'c,..." ............. ~c _ ,,~ .............. , ..... ,_, •. ' ..... , .... _~., ... , .. _~.~_\_ .• _ .. ~ __ .. _" ......... _, .... _ ... , ... ,._,.~.,..-, •.• , ... _, .... ~~.~~I:~_~~.~ 
'<"'\ ':.;.,.',' 
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Eachutllicy should include in its measurement pL:1ns 
methods to-measure rebound. income, or takeback effects • 
for programs .orsectors- where these effects are Likely to 
be significant. TheSe results will be used to adjust future 
program load impact estimates and possibly future incentive 
payments .. if any. 

At the time of tbe.post-collaborative application for modifying 
DSM prog:t:am expendi~ures and utility incentive mechanisms, 
each utility application should contain a comprehensive DSM 
Measurement Plan which identifies. for each program designated 
as elig.ible for an incentive: (a) the measurement techniques and 
specific values to be used for each measure of each program to 
be implemented in ,the first three years (e.g.. the kWh. kW. 
and/or therms per unit and other load impact parameters and 
program cost estimates identified in Table 1); (b) the plans for 
improving the accuracy of the estimates over time: and (e) 
methods to measure ,efficiency changes for programs or sectors 
where the ,utility believes the income or rebound effect may be 
significant... These plans should demonstrate that the 
measurement plan for. each program (as defined in the DSM 
Reporting Requirements Manual) conforms with the guidelines 
. and expectations identified· and discussed in the following 
sections. 

. .' . . . 
Table 1 identifies the acceptable methods and procedures for 
estimating. prior to t program implementation. the various 

. " >.1 

program impac:tpar.lmeters for programs implemented during 
the .first three years .0£ a utility incentive mechanism.. The 
program impact parameters.include the load impact (and its 
compoDen~) .. participationJeve1. utility costs. and total costs. 
(All terms used in the table are defined in the Glossary, Section 
IV.) Depending on the nature of the utility incentive 
:nec:hanism. estimates of some or all of these parameters may 
affect lhe determination of the performance of a utility in 
impl~cnting the program., 

'.~ " ... ,' 

. .' "', '" " .. ." .. ," ~ " 

• 

.. 

'1 
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Tabl~ 1 

Acci!PTAnta PRR·IMPU!MT!NTATION MI!ASURHMENT AcnVml!S 
, ,FOR cON$l!£:tVAll0N ANQ LoAD MANAOI!MI!NT PROORAMS ' 

~ ~ : .. . - '-

, \' 

t . ' < ~ • • 

. ' Ol,her ' 'Utlhty 
" ': Jl}dg- ,Engin. Statt$tt~t Cuslo~er M.ar~'~t;' ACcOunting 

program Imp,ad Parameter ritent eering , (Bills)' Metered • Survey Data' Records 
. " ,: 

Load Impacts: 

First-year, a~'n~at ,; 

load shape,' 
(. 

Net-rQ-gr.o,s( .. 

Rebou.n~ 'ef(ect : 

Usdul life ' 

Persistence · 
. i,' 

Partkipaiion4ve.l; 

Utitity Co~ts 

Total Costs 
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NOTE: Hach term vsed in this table b defin~ in the Glossary. 
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lAad Impacts 
'.~ "" ,,:0' ..... 
, .. ' .,,, 

In general. all aspects of esublishin! load impac:tsprior to the 
implementation of DSM programs should;; ~"eonsistently 
employed for estimates used both to establish a utility-incentive 
mechanism and to:'establish DSM programs as a resource 
option. 'Ibis will require that utilities work toward achieving 
consistency between load impact estimation proCedures used at 
the time of approval of an incentive mechanisrn and those 
employed for resoUTce planning purposes after 1990. 

The measurement ofDSM savings is a maturing field. ~such, 
it is still dcpendenton a great deal of professional judgment;as 
to the proper procedure.~ to apply to each particul:lr prop:am 
evaluation. Therefore. measurement activities in pllrticularmust 
be insulated from,. the financial pressures of utility incentive 
mechanisms." ... 

~ .. 
I! measurement activities produce more accurate load impact 
estimates. the changes should not be used retroaetiv~ly':' to 
esublish load impacts for the purpose of deterTnining incentive . 
payments during the first three years. SUch.c:liangesshO.i.U4be 

used to (3) esublish lond impact estimates for subsequentDSM .. 
program implementation and (b) revise the load impacz from 
prior-year program implementation in subsequent demand 

forecasts. 

Table 1 identifies six specific load impact' p'~rametcrs~' first
year (annual) energy savings. load shape. net-to-grOss. rebOund 
effect. uscfulli!e. and persistence. Of these six. all except:load 
shape should;be developed and understood 10 apply to individual 
measures or prespccified groups of mC3Sures within e:lch DSM 
program. That is. the measurement plan for each p~~Sram 
should include estimates of "first-Ye:lr. annual." "net-to-gross: 
etc. for each measure included in a DSM program (e.g .• compact 
tluordCencs. or each efficiency level of appliances for a 
Residential Appliance Efficiency incentive, program). The load 
shape estimates. ,however, may be established at the end-usc 
level (e.g.. refrigeration. lighting. air conditioning) for each end 
usc affected· by the program. 

.,,1 

,'J ,,' >.: ., 

• 

I., 

• 

• 
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, F.m."eor.. III'JIJII41. " 'I'his. '~ue ,.should represent the average 
reduction in.k\Yh,or tberms exPeeied, in the first year following 
installation for each. of tht:. DS~ measures expected to be 
installed as a result of the program. At a minimum. the 
estimate should' reflect :·establisbed engineering calcul:ltjon 
procedures that·account!or such matters as ~e physic:al and 
operational, charaaeristiC$ of ~ '. specific energy efficiency 
measure compared with the characteristics or the equipment that 

would have been used in the absence of the program. To the 
extent that "measured" data exist (from bill analysis. or metered 
equipment) for any or all measures for the program. such 
information should be used. If"measured" data eci.st for a group 
of measure:. (but not for individual measures). it is acceptable 
to use this information. to adjust the engineering estimatc:s for 
each individual measure. 

J."oo4. shDpe. For each. electric end use (e.g.. refrigeration. 
lighting. coolLng). for each program. a load shape should be .. . -.... . 
developed which. represents ,how the reduction in kWh is 
distributed, across-different time periods. The time periods 
normally will be. the same as those for which separate avoided 
COsts are cal~tecL The loa~ shape also should identify the 
average kW reductions. for. each time period for each end use. 
Table 1 identifies .. judgmcnt.. .. "engineering." and "metered" as 
acceptable sources- o! load shape estimates. If "judgment" is 
Used as the basis for load. shape data, the central assumptions 
underlying the judgment should be identified. In general 
engineering-based load shape data (e.g.. from heat load 
simulations) are· preferable to ·judgment" and should be used 
if available. and "metered" data (from a representative sample. 
even i! from another ,region) are" preferable to "engineerins" 
estimates-and should be .. uscd if available. Load shape estimates 
from natural gas programs are not expected. 

Nt:I-to-gross. Measurement techniques should estimate the 
effc:cts. of a measure (or, program) by accounting for "what 
would· have happened without me program: nus adjustment 
may be made direaly in. the t~que for estimating first-year 
savings. e.g.... by the.proper use ,of control groups. If it is not 
made. directly and is.. Dot reflected in any other Joad impact 
parameter. then a net-to-grosS faaor should be used. While this 
adjustment is nonnally estimated for individual measures. a 
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Q)mmon adjuStment'for' all measures. for a given program may 
be reasonable. If judgment is-the basis of this value, adequate 
justific::ttion shouldbc provided. ' 

Rebound qf«t~ While it is understood that some programs ~y 
h3ve a rebound effea.it is agreed that this effect has not been 
demonstrated sufficiently'to 'the point where it is appropriate 
to mclude this effect in' any pre-implementation estimate of load 

impacts. 

USefu11ife.· Useful lives for ,purposes of pre-implementation 
estimates ofload impacts should'be consistent with the estimates 
agreed upon by'the Collaborative members, as discussed in tb' 
section below, "Estimated Useful Lives oCDSM Me:lSure:s," pnS'
A-16. However,' alternative estimates of useful lives may be 
used. if identified prior to program implementation and 
ao:ompanied'with adequate doc:umentation. 

,..., ............. . 
Permtena~ 'Estimates 'or any' degradation of a measure over 
time should be identified in' terms of a "decay factor" which 
shows. for each year' over the' useful life of the measure, the 
amount of the load' impact relative to the first-year impact. Pre· 
implementationC5timatcs ofpersistcncc may be based on 
estimates that have already been used in earlier filings. Any 
new estimates basc'd:on "judgment" should include adequ:lte 

justificatio~ 

P;lnjc;jpation Level' 
, " 

•.•. Ir.". 

The cstimatcsof participation, made prior to implemenCltion 
will ne=ssarilyinvolveconsiderable judsment. Participation 
level may be 'expressed', in different ways for dlfterent programs 
(e.g... number of light bulbs. number of square feet of 
commercial floor space.: number of customers). but the unit of 
measurement for participation level should be compat1"ble with 
the other load' impact parameters. 'That is. total first-year load 
reductions should be the simple product of first-YC3f annual 
average reductions and the participation level (time$ the: net
ta-gross factor and other adjustments. it appliQble). 

• 

• 

; 

" 

t 

. 
III 
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Actual panidpation for, ,each measure (or group of measures).., I 

may differ sUbstantially from, pre-implementation", estimateS. ',' 
There is no expectation that the utility will necessarilrachieve 
the target participation leVel established before·· ·program·' . 
implementation for each measure or group of measures. 

Utility Costs . 

Utility cost cstimaics should"be provided for each program and 
should represent the estimated total (aggregate) cost for the 
utility to implement the program. This should correspond to 
the ,amount, ot: dollars rcq~ested/authorized to, fund the 
progr:un. 

Estimates of utility costs made. prior to implementation will 
DeccssarUy involve considerable judgment. because cost estimates 
will be aficetcdby participation level and (for cxample)·the type ' , . 
and amount of customer incentive payment. Actual utility costs. 
as measured post implementation. may differ substantially from 
the pre-implementation estimates • 

Total Costs 

The -total cost- paramctcrin .Table 1 should be defined in terms 
. ' CODSistent with the' Tot3l R~urce Cost test of the Standard 

Practice Manual. The two major elements of these costs
measure costs and utility implementation costs-should be 
identified separately. Measure costs should be presented' for 
each measure and cq;reSsed in terms compatible with the 
average load impacts per unit and the panicipation level. That 
is,. the product of the average cost per measure and the 
participation level should yield the aggregate measure COSt for 
that. measure. The implementation cost component of the total 
cost estimate should be for the program as a whole and should 
be the same as the implementation cost component of Utility 
Costs. 

,- "," ~.. 
~ . :", "," 

..... " -- --_ .. ,,----.. -.... ,......... .-.. '- '"'--'''--"'''-~''"'-'''' ----.---....... - ......... · .. -· .. ··-------,,··~···-.. "-· .. ,paac.A-1l...--.. , 
~: ./"'I.. ~':.;)j,\' 
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The mea5~rem~ntpbn5 (.ued"'3t'the'time ofthe application for 
authorization"of' 3Utwty shareholder incentive mechanism 
should' clearly identify; 'for eachprogram~ 

1. The type' and tinting' of the measurement activity that is 
planned (e.g.. metered. statistical etc.)~ 

2. The individual measures the activity is intended to analyze; 
3. The program impac:tparameters that are the intended 

focus of measurement: 
4. The basis for cstabllshingmutually agreeable modifications 

to the measurement plan. 

It is understood that the completion of the activities described 
in the me:J.Surement plan constitutes a precondition for any 
request to extend the utillo/,incentive mechanism beyond the 
third y~r. 

Table 2 provides a sum1'1?ty reference for measurement and 
evaluation procedures that should be completed within a three· 
year post-imprementation phase. As with Table 1. each line 
identifies acceptable measurement techniques for each impact 
parameter. as discussed below. The discussion in this section 
identifies more precisely how the results of the improved 
evaluation Qpabwties are to be used for determining utility 
performance. adjus.ting pre-implementation load impact 
estimates insubsequent demand·forec:a.stsubmittals.and revising 
estimates for programs implemented in the future. 

Table 2 refers primarily to measurement of full-SCl.le 
implementation of a program. The measurement of pilot 
programs, will often be more intensive and may include 
techniqu~ ~t are not possible or appropriate for full-scale 
programs. , ,', 

. { .... ~, 
,,' . . 

... ',.. ~, .. ' , ~ , . ' \ . " . 

A primary feature of the measUreme~t plan should be the clear 
designation of activities that will improve the ability to measure 
program load impacts.. It is understood that the goal of the 
analyses conducted in this three-year period is to improve the 
estimates used initially for many i! not all of the various load 

," " _ j:, " ; r:' .. ;', 

• 

• 

• 

, . 
I 

1 •• 

.. -
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, . A~fFfAnl)! PO$T-JMP~~EtfT~T10N' MJ!ASV,RBMEH:r ACJlVI11ES, 
, 'FOR CONSBRVA110N AND LOAD MANAGBMHNT PROORAMS >, 

• ~ ~, ~: -~ :" 'r', i; ~. ~ ~ l'\... ~ .'\. ~ 

Ii 
t 

• 
• ~ ,:, .,: .. ' , ' 'Qther. ,: Utility .-

. ' '. -. Ju~g.· Engin., , .. ~(atlsllca' : .. ',~ -.. ~s(omer ", t.:tar,~~f A~unling 
Procram rmpacJ parameter ;, , men.: , eering :: '. (oms). lyfetered : Survey 'Data: Records 

~: . ) 

Loa" ~mpacts: ~i 

First-year. annual: <, f· , 

l.oJd shape 

, Net-to-gross 
(> 
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;;:. 
• _, i, ~ ( ,~ 

,,·'R~bQund effect ., ~:' :~:~ 
. - ~ .? 

iu~rul Hie 
:./ ~-"': ;l 

~ ~ ~ '. 
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,~ r~' ~ ~ 
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'.~~ ; j ~ 
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impact parameters. It is also understood 'that the results- of 
these post-implementation measurement activities for each load 
impact par'3meter should not, unless by mutUal,agreement~ be 
used. retroactively to establish load impacts for"'me purpose of 
determining incentive payments during the first three years. 
Results of such studies. however, shouJd. be used for subsequent 
revisions to historical and projected impacts of programs 
implemented prior to the initiation of the incentive mechanism, 
and for developing estimates for subsequent program 
implementation. " ' 

" "'~ 

.' -. ,., 
First-~ DIIIIIUIl. :In 2eneral it is; expected' dint: the 
measurement plan will produce improvements in estiiIiates of 
this, important parameter by relying more on metered or 
statistical analyses to replace engineering-based cstirDaies. It 

""I."" , 

is recognized. however, that conducting metered studies :for all 
measures for all programs is impractical: emphasis shoUlci:be on 
a representative sample of applications for'those measUres that 
are expected to be the most significant for each pro~ It is 
also recognized that statistical techniques may not be~pra:Ctic:al 
for isolating the effects of individunl measures., and maybe most 
productively employ~d for purposes of identifying the ~ffCcts-of 
a group of measures. It is acceptable. and' perhaps desirable. 
to usc the result& of metered and statistical analysis to 
proportionately adjust average per-measure load imp.a~ that 

are based on engineering estimates. 

LoodshDpe. By the end of the initial three.year period,.3u load 
shape estimates should be based on some kind of metered data 

at the end-use level (but not necessarily at the ix\dividual 
measure level)~ even if not based on a~"metering, aCtivity 
undertaken in the utility service territory.' '" 

'" 

Net-ltJ.grOSS. rebound 4«1. useful QvQ, tJndpmistma. 't!tillties 
should strive to nnprove the accuracy of.at least one of these 
parameters, for each program during the first three years. 

PJaicipatjon J&vel . ~' 

Participation levels Will be an important dement in determining 
overall utility performance. Post-implementation records will 

• 
.: 

. ~ 

• 

• 

I 

r; 
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be· ~.aloD,'withthe pr~.ed;_~timates.of load impacts 
per unit.. to-determine overall ,program load impacts. 

Utility records are the only acceptable source for determining 
customer or measure participation.. The utility is responsible 
for establishing·and·ma.intainingrec:ords that ean:be used for this 
purpose. Utility rea>rdsare subject to review prior to the final 
dctennination of any'utility' incentive payment. 

UtilittCom ' 

Utility costs. will beazdmpo~clement in determining overall 
utility performance. Utility records are the only acceptable 
source for determining utility costs. The utilitY' is responsible 
for establishing and maintaining records that can be used for this 
purpose. Utility records. are subject to reviCW" prior to the final 
determination of any utility incentive payment. 

Total Costs 

Post-implementation estimates of total costs. may be an 
important determinant of utility performance. The utility 
implementation cost component of Total Costs. is subject to the 
same treatment as Utility Costs. above. The measure cost 
component should be based on either customer or manufacturer 
surveys conducted subsequent to the first year of progrOlm 
implementation. To the CX'Cent that customer operation and 
maintenance costs. ate an integral aspect of total costs, these 
may be based on engineering estimates established prior to 
program implementation. 

The Measurement Subcommittee sought consensus on the 
useful lives of conservation measures that are commonly 
installed by utility conservation programs in the residential and 
eommcrcial sectors. The consensus reached by the group on 
residential measures is specified in Table 3. along with each 
member's initial estimates. These values should be used in the 
application for authorization of a utiliI)' incentive mechanism 
in March and in all future calculations of energy savings and/or . 

...... - · .. ·-· .. hgc..A-u. 
',I,w,!", ,"", I" 
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financial rewards, unlCS$ a utility carll-make a strong case {or a • 
new value based~ olf new evidence. 

The group did not reach a, consensus on the usc!ul lives of 
commercial conservation measures, because of the larger variety 
o{measures and larger variance among utilities in the estimates 
of useful life. Table' 4 summarizes the different estimates 
gathered for each. utility: The Measurement Subcommittee will 
continue to seek consensus on commercial useful lives in time 
for the util,ttics' March applications for utility incentive 
mechanisms. If consensus' is not reached, utilities will simply 
provide their best estimates (including adequate documentation 
for each estimate). 
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Table 3 

lJSEFUL IJVES OF R.ESD:>ENTlAL 
ENERGY CONSERVAnONMEA:sUREs(YEARS) . 

(Compiled from utility and CEC sources) 

Caulking 
Weathc:rstripping. 
Ceiling. insulation 
WaD. insulation 
Low·flow sbowerheacLs 
Water bucet aerators . _. .c 
Duet wrap/insulation 
Water heater blanket 
Fluorescent bulbS; 
Window shade aWnings 
High-dficienc:y Ale 
Central beat pump 
Evaporative coolers 
Cock thermostat" 
High-d£icienc:y 

refrigerator ;, 
High-efficienc:y 

central furnace ., ...... 
Whole..housc !an. 
Double.glazing ". 
Storm Windows '.: .. , 
Windo~ film Un?,nS 
Furnace retrofit _. 
Efficient gas water 

heater 

Key: 

EQ§.:E 
20 
10 
20 

10 .. ·· 
20 .. 
15 ..... 

. ,.."" 
10 :. 
9 ." 

10 '~. 

20 

20 " 

20 ~ 

~ SPG&E 
10 
10 . . 35, 
30 

-' 

10 .. :: 

15 '. ' 18· 
15 .;~' . 

15' " 
10 :~: 

15', 10 

CEC 
~.. B.CS-1 .. Consepsu;o; 

10 20 10 
10 20~' ".,:" "10" : 

22 . " , ":~\iy,,;">:',.':z..~" :'~ 
22 .' 20, ~,." .' ,'" .. ,' ,,2S .. :' 

" ... ,"oJ.;"., ,.., ,'" 

20)'.:, ;:'::. '.1: r:c'lO",:~ 

,-: "].:,·~.~,'<~I '~; ,!.'":j·,,·101~.:.,": 
.;.;.;.:~ t!\~);i\v'~\ ,:~ l·O·~· ,:"';, 

.., ..... ""' ..... ) ··r,' ", \,-20 .... '"., .. 'IS'" " 

18 '··1S. " .. ". .,.' 

: '-:;:'.: ~.: 20:·>~:;":: ','1$;':"; 
c.··.':.,_'.:: "',".'1,: .• i ':1.1,\:':: ,~':J,c.r: ~ ... r ... 

: .·~I'·· :;,~.'.::.}: ... \.\.,.~. "::",,,,~.~ ... ,,,\ ... '/t" 
- ., -'. '. ·,20,., .• , " ....... ~ ... 20 ,.," .' 

• • •• '.. ... < c" ••• .' ,.\ \ , .•• ". " " ~" ... 

• - measure offered in program. but no estimate available. .>', ~ •. ~.~ ~._ 'A. " ." .... 1 

_. "no est.ira:ate available or measure not:offered in program. ... _ . '. ":~'.:':'~ .<:~::. 
IRCS • estimate :used during the implementation of Residential Conservation 'Service ~:. 

Audits. ,: . '.',1 .>',:'Y::~::".~,:::; 
":-':~"::' '~~:'I ~": ,:-

., - ,.. ..... ~ ... • .... "'·"-··,....' .... ·~· ......... '"' ... , __ .... , ..... _ ......... __ !-I •. r .... ""...... ". ' •• -1 •• _'+".' ... __ ..... ______ .... _ ...... 

"-',. ,.' .• -."'''~--.- ...... - . ...,~ .. ·~,." ... ,, __ .. __ .. "'"_w, .. <,.,.w~,~ ........... ~'''''''~''.+'.'' , .. _ ...... " ·..., .. ··-..... - .. ·'·~I··_oA. __ .H .. ~, .. ' ... " 
, , ~ , , ' ., ...... " .... '," 
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Tabl~'4' 

USEFUL UVES OF COMMERCIAl.,AND'INDUSTRlAL 
ENERGY CONSERVATION MEAStJRES'(Y.EA.RS):,; 

EQu ipment JYpe & pescription 
BPA 

Median :'PG&E '.: ... i~ spG&E sm 
UGHTING' 
Encrgy-efficient.fluorcsc:ent lamp . 
Same as above with built.;in ballast 
Energy-dficienr-ballast 
Electronic ballast: 
Metal balllde lamp .. , 
Low-pressure sodium lamp 
High-pressure sodium lamp 
Parabolic fixture-

5. 
2 

11 ...• ~ 

3 ". 
10 

5.8 .' ~ 

--
-', ' .. 

5 
5," 20:~:" 

20 .". 20 ::.: 
20 .~". -:' Dimming systenu 

On-of! switching. 
Motion sensor 

....... -" 7'·,:"· ,~- --
10 ;.,. 5 ::~, 

HVAC 
Economizer 
Chiller strainer-cycle system 
Air-to-air packaged heat pump 
Water .. to-air pa~ged heat pump 
Ice'thermal energy storage 
Water thermal enerar storage 
Plate: type heat pipe rCCC!very system, 
Rotary type heat. recovery system 
Heat recovery from refriS: condenser 
Low'leakage damper 
Variable inlet vane VA V 
Variable pitch fan for cooling tower 
Make.up air unit for exhaust hood 
Nr -clestratification fan-paddle type 

11." 
15 ," , 
10 " 
15 
19"~, 

'20 
14 
11 
11 
9 

11 
13 
10 
10 

- .. ,.,. 
_',r" 

., .. -

3 
2 

12 
3 

12 
:; 
3 

15 
20 
20 
15 

IS 
IS 
15 
15 
20 
20 
15 

15 
10 
10 
15 
10 
18 

Air destratification fan-
high inIetJlow discharge 15 18 

.' , 
. "'''' 

...... ',._ , ,' ... ,,' •.• '7";"';'.'; j •• ~; 

.., t'.· ':.'" .~ \ ...... ,~" • "~." ,-
r,"""_""-'" ..... ',.~"_'1'. "q' J , __ 

>,,;'lS,:!.C: '::~.:'':'':~I- ".-: .. '","'f 

lS~::':T!":; ~':~':'~:, '->'I~;"· 

-_ ~,~.; :,::~~~:::.<~.," ',., I 

20 '.~ ,~ ..,;::; .:-~ .. ,: .. " .. , - ' "."'. 1S' .~ 
., . " ........ \ ,I 'I" (",.1/-..... 
• ". ~JI~~ ._. ~', .. ,I '\.,.i.~ - -_"1..,:,:',: ~:'I~~t"<:Jo~ .,\~:~'.;::'.'iJ > 

Air curtain 10 10 oeidbario "thC:rinostat _.' ...... ". ,. ...... .. .. ,,- .. -,-- ... ·'·'13 ._-" ... --.-,;..---........ 1S.---.. ~ ... -.-- -,.--------

Spot radiant heat 10 15 

CONI'ROIS 
Computer.logic.EMS
Elearomccontro!s' 
TlIDe clocks . 

.': 13 ~':"':~";!.":~>'" :' "'20:" .' :):15' ;.:~ ')."; - '.-
""'11:"::·,:~·:·· 2' :.' 15::: /). :'1S;"~:'~l;::::":' ;~.:.; 

10 5 9 - "~:;::;::'/" -

, .... ' ... "- ~,., -.'''''' ....... -.-,'' ..... ..-.... -,--.. , ............. -~'-~.--' ..... ,,-..-. .. , ... --..... --~-~---

• 

.. 
• 
•. , . 

• .' 

• 
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BPA 
EQujpment IxPe & Dqqjption MediaD m&E s.cE SDG&E ~ 

MOl'ORSJ DRIYES. It. TRANSFORMERS 
Sunciard electric'motor '- ' "- ',:,'15 ,,'-,18: 
High-effiCieneyelectric motor .. - " 17, ,,17. ; , _'.; 18 
Variable~speed 'DC'motor' _: -, ,18" -": '-' .,(-. " 20 
Variable-speed,drive~solid-state. -: 15 ,.- - ''15 
Variable-speed ,drive-belt type , ' ,10' ,.-,' '- ~'10 
Efficient AC electric transformer . 15: :,' ,- -'. ' " 30 

DOMESTIC HOT WATER 
Heat,pump,water heater, _ 
Point-of-usewater heater 
Solar :water neater ,. -
Charige electric to gas booster 

.. ,'.. :,..... ,. . ~ . .." ~ ~.'. " 

REFRlGERAnON 

,..,~ " , :' . '," .. '~ io.·,: .. ~ -- ..... , " 13 
,'.' 12' ':""~~-"', .:-; .:," 15 

""~;"'1S; , . ' ~: -,;; •• .:::,'..-;, ::15 
,.~ ., . ,", '-"':.::, 

Unequal parallel refrigeration 
Condenset.lloat head pressure control 

14 . 
10 

, -~- :' ',:~.' is 
IS. 

Auto' cleaning' $)'Sten" -!~r ~. 

: 'condenser 'tUbes.:" .. 
Hot-'gas' bypass. ·defrost 
Polyethylene ~strip. curtain 
Refrigeration 'Case cover . 

BUD..DING ENVELOPE 
Double glazing 
Heat mirror 
Low-emissivity coating 

" ... 
'.'" 

20 
IS-
14 
7 

;,.14,' 

20 
20 

:'~,,10:~~,.~- .:,' .15 
5 

.. 10 ';' ",.--20 

17 

10 

15 
IS 

...... ,"" ~. ',' .. ~ r ":' ': ., ."., ••• " ....... ,U, , " ·,,:"',""·:-·;:.>/i.::·;J~·~ ... ~:;:'/'·:':'--::c" 
lLighting service lives initially reported irinours 'were converted to years using 'a ,factor; of: , 
4.000 hours/year. !his \\:a5 done for convenience in: summarizing the lifetimes of all EMCs 
and, docs ~ot rc1lect -any assumed usage pattern-'o! the equipment. 

Solar shade film (retrofit) 
Tinted&-' reflective coating , 

Source: BPAmedian-Marjorie ~cRae.,Micbael Rufo. ,Robert Goddat. and David Baylon. 
"Service Life of Energy Conservation Measures." ASHR:A.E Journal. December 1988. p. 25. 
Utility estimates were generally derived from their March 3-1 report or a special fax to Mike 
Messenger in November of 1989. 

. ... ~' , 

.. ' " 
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In. Measurement Plan Example • 
PURPOSE 

.. 

DESCRIPIlONOF 
EXAMPLE PROGRAM 

EXAMPLE 
PlAN:'- PR& 
IMPLEMENTAnON 
M.'EAStJREMENT 
PROCEDtJRES 

'.,( , .... , 

.,/ ....... 
" >.' 

, " 
., ...... ; ... ,.,,', 

~, ,1, •• 1,j< " :'; .... " to, , I. (_, "'-: '~~, ,'-' ' 

• I.,.¥ ,. .'." .•• _' •• _ ... '.,.., ~ ~ ••• ~" ...... ,.; •• ".~,.,. 

/.'~~, .,~, I 1 :," '''~.;''.' ,_,0' .,,~ .. p ... ,': ...... ~'~. "", ~ ... ,,~. .' _,.", ..... , 

,In developing this ap~li'd~ eacl.,;-utility·undertoo~the.eXercise~ .' .... : 
of developing an illustrative measurement'.plan.fo~{:pr6gram<':· 
that might be proposed for inc~ntives..·· We'ha~e . .ulclud'eci::an;'. '.' 
example of such a11 illustrativtplaIi." 'Measurement-plans " 
submitted ,,in March will necessarily itlclude inore :deciil:.'-'· " ",.''' . 

, , ' .. :", •• :.''''=. : ": 

A California utility. may propose to- implement a residentia1.>~: 
rebate program. This program would be ·designed,to"repiac:e: 
existing eleetric app~nces with higher' efficic:nC"j"electt1C" :lit' " 
conditioners.. heat pumps. evaporative~oole~, and/or .'heat·., 
pump water heaters in order to assist customerS ill' 'lowenns" 
their electric bills. , '",r •• :-';:' . : ,,:~:::: ' 

" . .:\ . ,',! ~. '.'. .' I :, : .. - " 

While four measures would be includecl, s~ilat:':, ~pr,e~ 
implementation evaluations and post-Uriplemenci;i.on 
measurement plans would be applied Ior:'ea~:,individual··, • 
measure.. Therefore. a single measurement protOcol; appliC:lble ,:: 
to each measure.. would be provided. ..', ... /,~ ,: .~,:. , 

, /. '" J .. , 

>~.~. '."};/'" ., ,- ~. 

, ::', .... ';.r:·~tl,·: ,', ~ ,~"'~,, 
,..,'., "' ... ',."j 

Load Impas:u 
"., .•.. ,<.~., ... ~ ','" "',. *~~.~,.,\ .,." 

To estimate program impaCtS ann"butabletOtbe .. proSra~.a.:$~:·~· 
o!pre.program annual consumption and efficiency standards 
would- be, establishccL '1bc~st3.~cb.rds··would·:be· used',· in~' 

. comparisoD$with 'the 'appliances. purchase,s<: 6)< :program' 
participants. The pre-program standards would 'be composed" 
of the prevailing standards for the various applia~' categories. . 

. .' .. ' . . ".", . 
'.~ ..,~ ,,", 

In addition. basic system-wide lo~d shapes wou.ld t)c' eva.b.13ted: 
for each end use. These load shapes would be obtained from 
the utility's Appliance End-Use Monitoring Sample of 
submetered appliances. These load shapes would be used in 
estimating program kW impacts over various time periOds • 

. , .. ~ ....... , .. ,." -, ........... , .... , .. "''''' .. ~ .... " ........ ,' ' ... ' ...... '''' , .-.,." • 
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FInI ~ 1I1I1IU4l. Engine~g .. estimates and first-year 
penetration expectations would' provide the basis for first-year 
annual consumption impact estimates. 

1Ao4 3ho[x. Engineenng studies. previous utility studies. and 
judgment would be employed in 'estimating and. expressing the 
load shapc cf!eets of the program in comparison with the basic: 

end-usc load profile. 

Nel-lD-grDSS. Estimated gross savinp would be adjusted by a 
Dct-to-gross ratio based on similar programs sponsored by the 
utility and other available information indicating what would 
have happened in. the absence of me program. 

&bouN!eJJ«t~ Whilepo~~implementation mcasurementwould 
invc:stigatethe causes and magnitudes of customer actions that 
reduce avail1ble savings. no estim:lte of rebound effectS would 
be offered in pre-implementation estimates of program impacts. 

Useful lift. As agreed by the Measurement Subcommittee. useful 
life (1) for bigh-efficiency residential air conditioner'$ would be 
adopted as 20 years; (2) for high-eff.icienc:y heat pumps. as ·IS: 
years; and (3) for evapo.rative coolers. as, 1$ ycarS.::' For heat 
pump water heaters. 13 year'$would be adopted 3$'thc'~ful 
life. as pr~ously adopted and utilized by the utility.' '. -'.' 

Pt:r:risu:rJa. Persistence rate projections would be based on 
previous studies conducted by various utilities. 

PanicipatjQD' UveI 
',,' 

AMual'p~dp~tio~,expcdations would be estimated from a 
combination of current and' forecast appliance saturation data 
and the utility'sexpcrience ~thsimilar residential conservation 
programs. 

,," 0"''/ ~ 

., ,-./~ .. 

......... . .. ,,'" '_."-,.., •• 'H' " " _____ « __ .' , ____ ,_ ..... _,." ~., ,.. Page: A.:J. 
-~ .. ~ .. _, ... ,_'''' ...... I~,. ... ,~ _ _ ......... , 

..... ·.·~r'" :'~:: .' . 
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PLAN: POST": 
IMPLEMENTATION 
MEASUREMENT " 
PROCEDURES ' 

APPENDIX'C 

Proj~~d utility CostSwould"bc' deVclopcd in accordance with 
definitions associatcd with the Standard Practicc Manual and 
would be based' onirnplcmentation expcctations. 

J'<' , 

Projected total costs would' be deVeloped in accordance with 
definitions asSociated';' "'with": the": Standard Practice Manual. 
Utility costs and measure costs would be identified separately. 
Utility costs would be estimated as described above. Measure 
costs would be presented. by measure and in terms. compatible 
with the, avenge load" impaet per unit. Therefore. the product 
of the average cost per measure and thc participation level {or 
that measure would" yield' the aggregate measure cost for the 

specific mcasure:-

Load Imnas:ts 
,~ . . ." .',. t" , 

All load impaC! estimates would be based on information on 
participants and their choices that is usually captured by the 
utility in' an automated' fJ.lecontaining records for the entire 
population of program participants. These data would be 
utilized indcscnbing the' basic program results. 

Fust,)l£Ql'. Q1JIJI,ID1, A control group of nonparticipants (who 
purchase one of the relevant appliances) would be selected for 
comparison with the participant group~ if sufficient numbers of 
nonparticipan~ would be identified. This control group would 
be surieyed to obtain information on the characteristics of the 
appliarice thcypurchased; Differences between the control and 
program groups could" then be used to estimate program 

impa~ 

However. since the saturations of the subject appliances are 
low-ranging from 3% to lSo/'o-there might be insufficient 
numbers of willing nonparticipants available for query. Also, 
nonparticipant understanding of the characteristics of the 
purchased appliance might be unreliable. In either of these 

"\ / 

• 
.. 

, , 
I 
• 

. i 

• 

• 
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~ other methods of estimating-l~;d:~p;~;.:~~ld hav~-to~····-
be pursUed,' :.;~:":" :':)';.-: ~','::; ,;, ,:~,~", 

Ira control group were not feasible. the population of appliances 
sold, in the retail, markets. 'avauable to the utility's customers 
would be compared\vith the population of appliances purchased 
by program participants, to yield an 'alternate estimate of net 
program impacts. The annu'aI consumption. SEERs. and 
quantities of the appliances sold' might be available from 
organizations such as the Association of Home Appliance 
MarJufacturers (AllAM).' 'Utility' participation records would 
provide information on program participantS. 

lAadshape. Based on enpeeringestimatcs. estimated program 
impacts. would be compared with the basic end-use load shapes. 
Once cOnsumption' effC:cts were estimated. the kWh impactS 
would be allocated'across the load'shapes based on engineering 
knowledge and other studieS' pertaining to appliance and/or 

customer behavior. 

Nel-to-gros.'f. Ir a conuol group were not employed. or if the 
distribution of appliances sold were not available in the required 
level of detail. a different technique would be necessary to 
estimate netimpac:ts. This''technique would involve a survey of 
a sample of participantS in order to evaluate (1) effects of the 
rebate iIi the decision to purchase an cnergy-efficient appliance;, 
(2) what would have been·done'inthe absence of the rebate; 
and (3) the extent to which energy efficiency affected their 
decisions. This information would be used with other 
information. such as appliance standards and the information 
from participant records. to estimate net program impacts. This 
approach is not expeCted" to· bC needed. since the other twO 

approaches (to more direc:tlymeasure net impacts) would likely 
be feasible. ',- ,.. " 

'&b0un4effect. A·suNeYofpanicip~nts.would include questions 
that are designed to identify'causeS'and magnitud~ of rebound 
effects. Infonnation on replaced equipment and on customer 
behaviors which tend to reduce apparent s:lvin~ would be 

sought. 
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, u~efUilij;:;'Pr~~inipl~;~~;,~O~ eXP~tions would be updated 
jf and when new industty or"utitity data were obtained. 

Persirlenu. Studies wo~ld be initiated'coassess the consumption 
of:i. given'sample of progra~ participants over a specific period 

of time. If a,control~o~p wer~'found to be feasible. similar 
studies might be conducted' ,to, estimate consumption of 
nonparticipants over,the sa~e,?eriod of time. Initially. these 

, studies might be conductedafthe program level rather than for 
. each measure. .' .' 

"." .... 
"'I ' .. "', ••• < v_ ~' .. _" 

Program p~cipati~nlev~~.would'be monitored and reported 
£rom the utility's data' files containiilg records for the population 
of participants. Participation' levels would be provided by 
measure and for the p~osram as a whole. 

, j ' T'/' . ' ., ".' . 

. ~ .. . , 

. ,Utility COm " . . ,'~ 
. . ~ ".' 

• " ..,' -" ~I • : ;","" ',..,," "', .' ", .".:. "I .1 

Utility c:osts.,wouldbe,reported from utility aecounting rccord~ 
for the'prosram, irl~a=rdance :with definitions associated with 
the, ,Standard practice 'ManUal and the DSM Reporting 
.Requirements. ManUal '::' , 

• .... ." • ~ •. ' .. ! ' ...... 

. \:' ,. ... 

Total cOsts. 

ToUlc:Osts ~ould~be rePdr1~din'cCtms consistent with the Total 
ReseUIeecOst tC${of the'Standard Practice Manual. Utility , . , 

coSts woUld 'be' reported 'as' desa,,"bed above. Measure costs 
would be reported based on 'CUstomer or manufacturer surveys. 
Customer. operation and ,maintenance costs would be based on 
Customer surveys and/or engineering-based estimates. 
'.' . .'. '" 

" 
• '.;. •• o, 

• 

i' 

I • 

• 

• 
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CondiJion,Ql.4DNJn4.II1IDlysir., "Conditional demand analysis 
(CDA) js' a' statistical' method:" of developing end-use 
consumption patterns from whole;'house consumption data and 
appliance saturation data; demographic and household data, 
weather data. ·and:·economie "and: market data (e.g .• energy 
prices). CDA eanutilize end;.use metered consumption data, 
as well as whole-house consumption data. Typically. CDA 
util.i.zes regression analysis to develop the dis.:lggreg:ltcd cnd
usc consumption estimates. 

CtJn#oIgroup. The control group is a set of customers. selected 
for some experimental·designs. to' isolate the effects of program. 
participation !rom othef'fj"ctors that may affect cncrgyuse. such 
as building· charaCteristics. customer incom~ weather. etc. 
Generally. a good control group is one which shares as many 
characteristics as possible with the test group. except for 
program participation. .,': , 

OIsIomerSllrw:yS. Customer surveys are used to collect data 
from utility cusiomers.·~ These customers mayor may not be 

. program participants. depending on research design. Surveys 
may be used to coUect' a variety of datA used to develop and 
evaluate programs. ' For example, appliance saturation and 
building shell, attitude and preference, measure adoption. and 
other data are often c:olleaed through surveys. Survey methods 
include telephone,· in~person. group. and intercept interviews. 
as well as mail questionnaires. Surveys usuaUyinvolve scatistiCll 
sampling techniques and: may include control groups. 

F.nt:tuefJidmt:y. Energy efficiency is defined as reduced energy 
use for a comparabJe'level of 3Crvicc. Level of service may be 
defined,as the volume ofarefrigerator. production output of 
a manufacturing faci1ity, or lighting-level per square foot. 

".-, 
'" 
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E.1J~g~ .. En~.~.~~g .. ~~t~s,,~:~.~~t~_.~~ ... 
energy (kWh or therms) or demand (k'W) impacts. based on 
engineering C3lculation procedures. Such estimates should 
address the change in energy use of a building or system that 
results from the use or installation of a given measure. Where: 
more than one measure i$ installed ( e.g.. ceiling insulation and 
efficient air conditioner). an.· engineering estimate usually 
addresses. the interactiveeffects-.of these measures~ A variety 
of assumptions. . concerning appliance stock. appliance 
efficiencies. building shell (e.g .. , thermal) characteristics. 
household or occupantbchavior .. and weather are made for 
engineering estimates.. These estimates often utilize computer
based simulation models,. but may include existing technical 
resource data. 

Fv.rt-year IINUIDllDtJll impaI:I:J •. . This term refers to estimated 
reduction in energy.use. in kWh. therrns. and/or kWh. for the 
first·fuIl year after the installation of a measure. The estimate 
should- apply to-. typiC3l, installations of participants in the 
program., 

/ncDfM ef!e.t:t. Income. effects. are. changes in energy use of a 
customer that are induced by the increased amount of 
disposable income ayailable,to. the customer due to lower energy 
bills. . Examples. inc:ludecommercial customers. who increase 

. lighting levels or. purchase more energy-intensive equipment 
after additionalcash now becomes. available from a conservation 
investment. (See· definitions of ~boun4. substitution. and 
prodLlc:ivily efftczs.) 

• • • I • . ' . 
LoIIIl~. In' general. load shape relates. energy use to specific 
times during the day. month. and year. Load shape data are 
used to, identify the impact of the program on the resource plan. 
More specifically. for this appendix. load shape is the conversion 
of first-year aMual savings (kWh) into kWh and kW savings in 
different time periods. for each- end usc. The time periods will 
nonnally be.the same as those for which separate avoided costs 
are calculated •. 

OthD'mtJrIcet diJID.. 'Ibis tenn refers to a survey administered 
to manufacturers of products or equipment. Such surveys may 
be used to assess total program costs, identify technical data 

• 
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(suchu use!ullifeestim8tcs)" to ~th'e-nature~ora~nCW'"or- " . 
cxistimg market.; 'and: to- identify the most appropriate means for' 
implementing: a program... Such surveys may also be 
administered to distnbutors. retailers. and other trade allies. 

MeJm:d tI4tJz. Metered data are ac:tual consumption data 
collected through a meter for a·spcci!ic end-use or energy
using system (e.g.. lighting, and HV AC). Billing data are 
metered 'data. but are usually available only for the whole 
building or facility. For pre-implementation measurement. 
metered data refers. to data collected in the utility's program 
or in sim.ilarprograms. Forpost-implementation measurement. 
metered data refers todatacoUected from program participants 
(and poss,ibly nonparticipants). Metered data may be collected 
over a variety of time intervals. 

Nel~ imptJt::J:s. Net-to-gross impacts indicate the degree 
to wbich the program induced the desired behavior. as opposed 
to behavior that would: have takenplaee without the program. 
This effect is also-termed:the"!rce .. rider" effect. although there 
may be slight distinctions- between "free riders" and net-to
gross impacts for some-programs.. 

PlIrtidpotion. kvd Participation level indicates the number of 
measures installed as parr of a utility program. It encompasses 
measures that might have been installed in the absence of a 

. program. as well as those installed solely as a result of the 
program. Depending ·on .. the nature of the measurement 
technique. participation may also mean the number of customers 
participating-in the program. 

Pm::i.rlI!:n«, Persistence. (and decay) refers to any decline in 
energy-saving-effectiveness. wtm3ytake place over a measure's 
useful life. Persistence is a function of two factors-equipment 
degradation' and consumer behavior. Equipment efficiency 
often degrades over time. especiaUy if it is Dot well maintained. 
For example. if filters get dirty or valves are not functioning 
properly, the energy· efficiency of the equipment may 
deteriorate. . Consumer behavior also affects energy savinSS. 
For example. if the customer removes the efficient equipment 
for any'reason. the persistence of the program's energy savings 
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goes down.. Persistence:is:often.rcpo~ed as a percentage of the 
first-year impactS,. where .each:year may have a different value. 

Pre-post. A pre-post experimental design compares data 
collected befor~ the jmplementation of the program with data 
collectedafterprogramimplementation. The difference between 
the pre and post'datapoints;may be interpreted as the impact 
of the program .. unless significant differences in factors external 
to the program exist between. the pre-. and post-program periods. 
The experiment· may use one or more groups. TypicaUy. if two 
groups. are examined. one group will be a control group (or 
comparison group-see definition) .. and the other would be the 
testgroup (see definition). Members of the control group would 
not have participated· in the program.. while members of the test 
group would have p3rticipated. 

ProdlJI::tivilyef!ea. 'Ihjs·effect refers to potential changes in the 
level of commercial or· industrial production levels indireCtly 
caused'byconservation investment.., Increased production levels 
arc considered- to· be "directly" c:aused by increased cash flow 
resulting from lower ... utility . bills through conservation 
investments. 

&bound,ejJea. A. tebound effect is a situation in which the 
customer r~ponds. to; an·; increase in the ener&y efficiency of 
his/her. home or business by, consum.i.ng more ener~. The 
increased consumption may: be due to changes in consumer 
behavior. defined" as income effects. substitution effects.. or a 
combination of the two. Examples of the rebound effect include 
customers turning up their thermostats. after a weatherization 
investment. or purchasing more energy-using equipment with 
the increased· disposable income that results from efficiency 
investments. For load management programs, a rebound effect 
may involve reactions. by customers or equipment which offset 
some of the kW or k\Vh savings of the program. For example. 
a direct load control on peak-period use of residential central 
air conditioru:t$may Clusesome consumers to buy a room air 
conditioner or may-cause: the central air conditioner to run 
longer in non-peak hours.. (Refer to definitions of income. 
prod.uctivily. and SIlbsritutitJn tfftClS..) 
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.St.alisdaII (blll).ll1IIl1y;res. ,Statiitic:al, or bill. analyses refer to a 
variety of. techniques. for,an3.lyiihgCuStomer billing information 
to estimate the impacts ora measure 'or program on energy use. 
Such analyses'maybe fairly"siniple~~g., comparing the means 
of a "control" group versus a "test- group-or fairly complex. for 
example. econometric analyses. Other metho~ that may be 
used-alone or in combination-include conditional demand 
analysis and pre·post studies. Such analyses often require 
additional data that maybe 'collected through other means, 
including customer surVeys. 

Sub,rtifJltio1J effect. Substitution effects are changes in energy 
use of a customer induced by changes in the relative price of 
energy services. (such as comfort or lighting) provided by gas and 
electricity. The adoption of n conservation measure chnngcs the 
relative price of the service and therefore might change the 
quantity the consumer desires of the energy servicc. In addition.. 
increases in the price of J3S:. might encourage a person to 
increase consumption of services provided by electricity. (See 
definitions of income. productivity, and rebound tfJects.) 

Tat group. The test group is a set of customers that 
partic:ipated in a program. Test groups are part of experimenQl 
designs that are developed to isolate the effects· of program 
participation from otherfac:tors that may affect energy use. such , 
as. building charac:teristic::s. customer income. weather. etc. In 
some experimen~ there may be several test groups, each with 
different program treatments. thereby allowing for the testing 
of different program dements. 

Tow CMIS. Total costs refers to all costs included in the Total 
Resource Cost test defined in the Standard Practice Manual. 
These c:osts arc program c:osts paid by both the utility and the 
customer. These include all equipment costs; installation. 
operation and maintenance; cost o!removal Qes.ssalvage v31ue): 
and administrative costs. Tax credits are considered a reduction 
to costs. 

Useful life. TypicaDy. useful life is defined as the period of 
years that a piece of equipment remains serviceable-i.e ... it still 
provides the services for which it was designed and installed • 
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UtiJiry iDm. '~'(JtiIity 'eost$'areeosts'incurred by the utility which 

,are' includecr ill- the' i1tlliiY Cost· test'/ defined in' the Standard 
... ' ,'. .."....' '. " ....... 

Pract1ce Manual. ' These' include mmal and annual costs. such 
as the 'cost of equipment.. operation and maintenance, 
insulla cion. program administration. and customer dropout and 
removal of equipment '(less salvage value). 

UtiJily tlccoun.ting TeCDrd,r,.: Records maintained by the utility 
which provide data on" items suCh as costs :lnd progr:lm 
participation are ·referred to', as utility accounting records . 
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• v. Participants ill the Measurement Subcommittee 

• 

• 

California Energy 
Commission 

California Public 
Utilities Commi~on. 
Division of Ratepayer 
Advocates 

Lawrence Berkeley 
Laboratory 

Pacifie Gas &. Elcc:trie 

San Diego Gas & 
Electric 

Southern California 
Edison Company 

Southern California 
Gas Company 

Gary Fernstrom.. PG&E 
Dan Quigley, PG&E 

Michael Messenger 

Don Scbultt 

Chuck Goldman 

Janiee Berman 
Joe Barrington 
Jasmin Ansar 

l...eslie Owashi 
Bradford Simmons 
Michael Kelsey 

Sharon Noell 
Richard Ridge 

Pam Fair 
Dave Barker 

(END OF APPENDIx C) 
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~ ~er, Researdl ~te 
~ 1!/fIS c:::B'AMBERUN 
iSo~ Aveme, SUite 1090 
~, CA. 946).0 

~
• , AttrJr:rJei' at laW 

CAmO FA:FM :s:JREX1 ~ON 
1601 ":!:ion :aoul~, :F.S 3 
Sa , CA 95815 

Jc.tt. Nahigian, CQns\Jl tin9' :Ec:OnOnU:;t 
JBS ENERGY,INC-
311 "D" St:Xeet, SUite A 
west sa~, CA 95605 

M.iJte Naz~ Baird 
SOO'IH CfJ'ASr AIR ~ MNGMN'l' DIS'I:RICl' 
9150 Flair Drive 
El Monte, CA 91731 
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O::X;:ENE:FG!~ SERVICE :eoREAtT 

es street 
O\Q!~, CA 94947 

.~ AND ~OO' SERVICES 
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:Reod v. SdWdclt, Sr. Consultant 
BARrIE WEIt$ ASSOC:IAl':ES 
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""J" 
Donald w. Schoenbeck 
~ »m ~OO' SERVICES 
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~
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Robert: B. ex' 
M:>RSE, RI , WEISENMIIZER AND 

__ ~ , INC. 
~9 street, SUite 1440 
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stC!phe.n.'.R.:.,oliver'~,;': "', "f 

'O.s. OEPARIMENr"OF,,~ 
:ecNNEQII..tE PCMER,.~ON,· 
SSS capitol Mall; SUite 445 
saamnento, CA 95814, :': : "',. ;" 

',j I~'" 
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RE"VISED: 07/l2/91 
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t:avid CQ)"le 
ANZA EIFCTRIC CfX)PEFXJ:.NE., INC 
P. Ooo EOX 9& 
Anza, a. 92306 

Roo Moo I.och, Vice Pre.::;i~cnt 
- Regulato:r::y kf!a:i:z:s 
PACIFIC~ 
633 west Fit'"~ street, SUite 5400 
I.os ~eles, Q. 90071-2006 

F.og'er J.. Petel:S, Attorney at law 
PACIFIC QS ~ En::x:C:U:C o:::MP»« 
~~~t . 
P .. 0~~~~74i.2 
s.:.n ~~, C'A. 941.20 

Davi,~ W.. Sloa.""I., DlJ:'ee"---or 
- P_:' .. cirg " ~.e;ulatoljl' .i\:f:::airs 
PACIFIC ~ A.~ IJ:GEX ~AN:{ 
920 soutl:twest - 6th Avenue, SUite 1224 
Po~, OR 97204 

:a.. W.. P:eile 
PJ:.DM1S-SJ:E:RPA :RORAL EI.a":I'RIC 
Poo 0 .. rox 2000 

. Portola, CA. 96l22-2oo0 

Willi= L. :Roed, Mam\ger 
- Regulato:r::y kf!air.s 
S1\N D~ lOO) ~C ~ 
Poo 0 .. 00 31 
san O· , a. 92112 

.cy 
J.. Co. McElwee, kist.. COntroller 
~ PAo::FIC ~ COMl?»r.C 
P.. o. OOX 10100 
Reno, NV 89510 

ReMold Daniels, ~9cr 
- Revenue R~ts 
SCO'IHERN CAIJ:FOF.NIA EDISON COMl?,ANY 
P .. 0 .. LOX 800 
RO""~, 0'\ 91770 

R.. F .. ~, Vice President 
-:Revenue~ 
sc:o:t'8ERN 0\I.lF0RNIA lOO:ER ~ 
630 ~ FoOthill Bollevzu:d 
S&\ O~, CA. '91773 
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