I.	�DESCRIPTION OF THE 1999 ENERGY EFFICIENCY PERFORMANCE AWARD MECHANISM


A.	Overview


The performance award mechanism approved by the Commission for the 1999 program year�/ is consistent with the Commission’s goal to promote market transformation and the privatization of the energy efficiency service industry.  The 1999 performance award mechanism was designed to encourage utility administrators to work enthusiastically and aggressively to achieve the Commission’s market transformation objectives.�/  The four-part mechanism is based on a series of milestones and pre-determined spending levels that address the policy and program goals for 1999.  The mechanism includes the following components:  base, market changes/effects, administrative/program process, and aggressive implementation.


The first three components are based on a pre-determined set of program milestones.  Each milestone has a corresponding performance award.  The milestone-specific award has two levels of performance:  acceptable and superior.  If the milestone is achieved at an acceptable level of performance, then the acceptable award level is claimed.  Accordingly, if the milestone is achieved at a superior performance level, then a slightly higher award level is claimed.  An award is not claimed if the neither of these two levels are achieved.  


The 1999 adopted performance milestones are shown in Table F-2 at the end of this Appendix.  For each milestone a specific description is listed with a corresponding timeframe in which the milestone must be met or the performance level (e.g., achieve a 20% increase in ENERGY STAR( refrigerator shipments over 1998 levels) must be achieved.  Timeframes are either listed by a specific date or by a pre-specified number of days from an event such as the Commission’s adoption of SCE’s 1999 energy efficiency program plans (March 18, 1999).  For convenience, Tables A-4 and A-5 in Appendix A translate each of these timeframes into calendar dates for all milestones along with the corresponding 1999 performance achievements.


The last component, aggressive implementation, is based on aggressive spending of program funds which assures that program activity occurs.  The mechanism sets pre-determined minimum expenditures levels for each of the three program areas (i.e., nonresidential, residential, new construction) that must be achieved before an award can be claimed.


The following is a discussion of each of the four-components to the 1999 performance award mechanism.


B.	Performance Award Mechanism By Component


1.	Base Award


The base component of the performance award mechanism rewards SCE for effective and timely implementation (i.e., roll-out) of various program elements with a special emphasis on aggressive roll-out of statewide efforts.  A base milestone may also apply to new strategies (e.g., introduction of a new window training workshop for residential builder agents) within a program.  See Table F-2 of this Appendix for a complete listing of SCE’s base milestones adopted for 1999.


2.	Market Change/Effect 


The market change/effect component provides an award opportunity for the measurement of the success of an activity or intervention strategy in achieving measurable changes in the marketplace.  See Table F-2 of this Appendix for a complete listing of SCE’s market change/effect milestones adopted for 1999.


3.	Administrative/Program Process 


The administrative/program process component rewards SCE for performing administrative tasks and achieving various program results such as reaching pre-determined energy savings goals for a particular program strategy.  See Table F-2 of this Appendix for a complete listing of SCE’s administrative/program process milestones adopted for 1999.


4.	Aggressive Implementation 


The aggressive implementation component links the level of program expenditures to aggressive program implementation.  By encouraging spending it is assured that activity will occur in the program and in the corresponding marketplace.  The following discussion details each aspect of aggressive implementation.


a)	Application Of The Aggressive Implementation Mechanism


The mechanism provides earnings opportunities related to each of the three program areas:  residential, nonresidential, and new construction.  Within these three program areas are budgets supporting all 14 of the programs approved by the Commission.  Each of these programs include program activities and related support costs (e.g., accounting support, information technologies support, etc.) as approved by the Commission in Resolution E-3592, dated April 1, 1999, for program year 1999.�  


b)	Minimum/Maximum Performance Levels And Penalties


This award is achieved only after spending/committing 70% of the budget within the program area.  The award increases linearly to the maximum level set at the 90% spending/commitment target (See, Table F-3).  Program area awards are reduced by 10% for each program (within the program area) that has expenditures less than 50% of the authorized program budget.


The maximum award for aggressive implementation is allocated to the three program areas based on each program area’s percentage of the total adjusted program budget.  For the Residential and New Construction program areas, total adopted program budgets for each area is used.  However, the Nonresidential program area authorized budget is adjusted downward to remove future estimated administrative costs for the Large Nonresidential Comprehensive Retrofit and the Small Nonresidential Comprehensive Retrofit programs.  The future administrative costs include the estimated cost to process projects in the Large Nonresidential Standard Performance Contracting (SPC) program elements and estimated administrative costs to process projects in the Small/Medium Nonresidential SPC program element.  These costs are estimated for the purposes of determining the adjusted Nonresidential program area budget only.  SCE will determine actual amounts to be committed for future administrative activities for the SPC programs based on the volume and type of projects received in those programs during 1999.


c)	Expenditures Applicable To 1999 Mechanism


SCE will earn its award under the aggressive implementation by incurring program expenditures and commitments during 1999.  Commitments are defined as follows:


Funds committed to customers or project sponsors in multi-year programs, where installations or other activities can occur in future years for projects accepted or contracts signed in 1999, such as New Construction and SPC programs.


Funds identified for administrative activities occurring in future years associated with projects accepted or contracts signed in 1999 in multi-year programs, such as New Construction and SPC programs, except for such future administrative activities in the Large Nonresidential Comprehensive Retrofit and Small Nonresidential Comprehensive Retrofit programs.


Commitments to contractors or suppliers for services or products provided in 1999, but paid for in early 2000.  This will mainly occur for services or products provided in 1999 but invoiced late in the year or early the next year.


Commitments under contracts to third parties to manage or implement programs, for services provided during 1999, such as the statewide Residential Lighting and Appliance programs and the Third Party Initiative programs.


Expenditures and commitments for all 1999 activities except those related to 1998 programs (commitment for multi-year programs and close-out/reporting of 1998 programs) will be counted towards the achievements for this award.


Completing and paying for market assessment studies initiated in 1999, which involve assessing the market effects achieved by a program during 1999.


In determining expenditures/commitments for the aggressive implementation award and energy savings and other program results for certain milestones, SCE will include all activities conducted in 1999 except for those associated with 1998 programs (commitments for multi-year programs and close-out/reporting of 1998 programs).  The following activities in 1999 will therefore be included:


program planning conducted under “bridge funding”.  The “bridge funding” period began on January 1, 1999 and concluded on March 18, 1999.


1999 program operation after Commission approval of 1999 proposals.  This includes instances where current programs are operated until the new programs are operational (such as Nonresidential New Construction and ENERGY STAR®), as provided for in 1999 program proposals and program descriptions.


1998 programs operated in 1999 under “bridge funding”.


The bridge funding activities must be included to provide a fair opportunity to meet the awards goals, particularly those associated with aggressive implementation.  Activities conducted under bridge funding are expected to utilize 1999 funds.  They also involve activities that would normally be performed in 1999 if the Commission’s decision on 1999 proposals had occurred in 1998 as originally scheduled.  Finally, including bridge funding avoids creating a perverse incentive to do minimal levels of activity in the first three months of the year to avoid losing award opportunities.


d)	Cost Basis Allocation


The cost basis allocation sets the program and program area budgets for the aggressive implementation mechanism.  As shown on Table F-4, the 1999 overall program portfolio budget target is set at $74.642 million.  The cost basis is equal to the sum of administrative and implementation costs for 12 of the 14 programs, plus implementation costs associated with the Large and Small Nonresidential Comprehensive Retrofit programs (See, Table F-4).  Forecasts of future administrative costs associated with the Large and Small Nonresidential Comprehensive Retrofit programs were excluded in the cost basis calculation.  The specific program and program area budgets for 1999 are shown in Appendix A.


C.	Earnings Cap


The performance award earnings cap adopted by the Commission for 1999 is $8.610 million.  The earnings potential of $9.041 million slightly exceeds this amount.  However, SCE cannot receive more than the earnings cap amount of $8.610 million.


�
II.	�DESCRIPTION OF THE DSM EARNINGS MECHANISMS


A.	Overview


The Commission has authorized DSM shareholder earnings to encourage SCE to maximize the benefits to ratepayers from its DSM programs.  Incentives are authorized for three types of programs:  Shared Savings programs, “S�Curve” programs (DSM commitments made before October 26, 1994), and Performance Adder programs.  Other DSM programs are not eligible to earn shareholder incentives.  The incentive mechanism for each type of program is described below.


B.	Summary Of Earnings Mechanisms


1.	Shared Savings Mechanism


The Shared Savings mechanism, adopted in Decision 94-10-059, provides for shareholder earnings for two portfolios:  residential incentive programs and nonresidential incentive programs.  To be eligible for earnings under the Shared Savings mechanism, the portfolio of programs must achieve a minimum performance standard (“MPS”) of 75% of forecasted Performance Earnings Basis (“PEB”).  If the portfolio's actual performance is below 75% of PEB, but above zero, there are no earnings.  If PEB is below zero, the negative amount is applied to the shareholders as an earnings penalty.


The formula for calculating shareholder earnings at a program or portfolio level is as follows:


		Shareholder Earnings = 30% of PEB, and


		PEB = RBna- 2/3 PCf-1/3 UICa-UACa


		Where;


		PEB = Performance Earnings Basis,


		RBn = Resource Benefit, net,


		PC = Incremental Participant Cost, and


		UIC = Utility Incentive Cost


To calculate the total Shared Savings earnings claim both the residential and nonresidential portfolio’s PEBs are aggregated, less the recorded Measurement Cost from Table TA-6.1 in the Annual DSM Report.�/  For certain programs, the recorded Measurement Cost listed in the Annual DSM Report is divided by two then added to the PEB calculations to reflect “skipped years”.  The calculation is stated as follows:


Shareholder Earnings = 30% of PEB, and


PEBTotal = (PortfolioResidential PEB + PortfolioNonresidential PEB) - MCRecorded  


Where;


		MC = Measurement Cost, Recorded


2.	Performance Adder Mechanisms


There are two types of Performance Adder mechanisms that are used to calculate shareholder earnings.  Decision 91-12-076 required SCE to apply a flat percentage to program recorded expenditures.�/  In Decision 94-10-059, the Commission required SCE to apply a variable percentage, based on a cost/benefit ratio, to program recorded expenditures beginning with program year 1995.�/ 


a)	Calculation Of Performance Adder Earnings For Program Years 1995, 1998, and 1999 Low Income Energy Efficiency


To be eligible for earnings, each program must achieve a MPS of 75% of forecasted energy savings except for Non-Mandatory Direct Assistance (low income) programs.  The Non-Mandatory Direct Assistance programs are eligible for shareholder earnings only if the Mandatory Direct Assistance program achieves a MPS of 75% or greater.  


In the 1999 AEAP, SCE and other parties have jointly recommended to the Commission that the 1998 low income performance adder shareholder earnings be recovered in two consecutive annual installments.�  For the 1998 claim, SCE agreed to conduct a joint load impact study associated with the 1998 low income program results.  In Section VI of the attached testimony, SCE proposes to maintain the mechanism which was jointly proposed by the parties for the 1998 low income programs, without the load impact study.  No other changes to the 1998 low income performance adder mechanism are proposed by SCE.  As of the date of SCE’s 2000 AEAP application, the Commission has yet to issue a final decision on the 1998 low income mechanism joint recommendation to modify the recovery period for these two program years.





The formula for calculating performance adder shareholder earnings (electric only) is as follows:


		Shareholder Earnings = [UCa * .05 * (2- Relative Pgm. Cost Ratio)]


		Where;


		UCa = actual Utility Cost,


		Relative Pgm. Cost Ratio = [(UCa/MWha)/(UCaPY-1/MWhaPY-1)]


		Where;


		UCaPY-1 = actual Utility Cost, previous year


		MWhaPY-1 = actual MWh, previous year


b)	Definitions


	Performance Adder Programs.  Those energy conservation programs for which SCE receives earnings based on a fixed percentage of applicable program expenditures, provided minimum performance standards, are met.  The programs receiving this earnings treatment are Residential Energy Management Services, Non-Mandatory Direct Assistance Program, and Nonresidential Energy Management Services.  The minimum performance requirement is 75 percent of residential energy audits and nonresidential net energy savings forecasted by SCE.


	Energy Audits.  Customer contacts (e.g., mail, telephone, on-site) regarding building characteristics, household appliances, energy efficiency measures in place, customer attitudes, or other information related to current or future energy usage patterns.  Information from energy audits is used to make recommendations to improve the energy efficiency of the audited building.


	Performance Goals (“PG”).  For Residential Services, Performance Achieved (“PA”) is actual number of audits conducted.  For Nonresidential Services, PA is net energy savings recommended by SCE’s representatives, installed by customers, and verified by SCE.


	Performance Adder Earnings (“PAE”).  The return to shareholders recorded after the appropriate rate of return (“R”) is applied against the actual Utility Administration Costs (“UAC”).		


3.	“S-Curve” Mechanism


a)	Calculation Of “S-Curve” Earnings


SCE uses the following procedure to calculate earnings under the “S-Curve” mechanism.  Note that the procedure is mathematically equivalent to the calculation described in Decision 91-12-076 and shown in detail in that Decision’s Appendix G.�/  SCE first applied these procedures in Advice Letter Nos. 995-E and 995-E-A, when applying for earnings from its 1992 DSM programs.  Resolution E-3334 approved SCE’s procedure.�/  


1.	Calculate the forecast Incentive Basis using the following formula:


			IBf = TRBf - 1/2(PCf+UICf) - UACf,


Where;


		IBf 	=	forecast Incentive Basis�	TRBf 	=	forecast Total Resource Benefits�	PCf	=	forecast Participant Cost�	UICf 	=	forecast Utility Incentive Cost�	UACf 	=	forecast Utility Administration Cost


2.	Calculate the actual Incentive Basis using the following formula:


			IBa = TRBa - 1/2(PCa+UICa) - UACa,


Where;


		IBa	=	actual Incentive Basis�	TRBa	=	actual Total Resource Benefits�	PCa	=	actual Participant Cost�	UICa	=	actual Utility Incentive Cost�	UACa	=	actual Utility Administration Cost


3.	Calculate the Program Performance Ratio:  PPR = IBa / IBf


4.	Referring to Table F-1 of this Appendix, determine the EEF corresponding to the PPR.


5.	To calculate “S-Curve” Earnings (“SSE”), multiply the Earnings Effect Factor (“EEF”) by the Target Incentive (“TI”).


		SSE = EEF * TI,


Where;


		TI	=	R* (UACf + UICf)


and		R	=	Rate of Return


b)	Definitions


The following definitions are required to determine the DSM shareholder earnings.


	“S-Curve” Programs are energy conservation programs that result in net benefits to ratepayers (i.e., participating and non�participating customers).  Because of these net benefits to customers, shareholders are allowed to earn incentives without additional investment of capital.  The amount of incentives will be determined by the performance of the programs in achieving resource benefits and limiting implementation costs, as measured through the “S-Curve” mechanism.  There is not a predefined cap on earnings.  Each program has an adopted Target Incentive based on a pre�tax rate of return on total utility costs.


	Incentive Basis (“IB”) is a measure of net benefits of an energy conservation program.  It equals the present dollar value of Total Resource Benefits of the program, less one-half of the sum of Participant Costs and Utility Incentive Costs, and Utility Administration Costs.  The values that determine forecast Incentive Basis (“IBf”) are set for each program year.


	Target Incentive (“TI”) is the authorized financial performance target set for an energy conservation program.  It is calculated by multiplying the authorized pre-tax Rate of Return (“R”) against the sum of the forecasted Utility Administration Costs and forecasted Utility Incentive Costs.  For 1996, the authorized Rate of Return (“R”) equals 9.17 percent. 


	“S-Curve”:  For each Shared Savings program, DSM shareholder earnings will be based upon an “S-Curve” which calculates the ratio of actual earnings to a TI.  The “S-Curve” defines the relationship between program performance and earnings.  For all “S�Curve” programs there will be:


(1)	Penalties for actual net benefits less than 50 percent of forecast net benefits;


(2)	Zero reward for performance equal to 50 percent of forecast net benefits;


(3)	Low incremental rewards for savings from 51 percent to 75 percent of forecast net benefits;


(4)	Greatly increased incremental rewards within a 50 percent band around the forecast net benefits (between 75 percent and 125 percent);


(5)	A Target Incentive at 100 percent of forecasted net benefits; and


(6)	Low incremental rewards for savings greater than 125 percent of forecast net benefits.


	Total Resource Benefits (“TRB”) represent the present dollar value of net capacity avoided costs and net energy avoided costs achieved over the life of an energy conservation program.  The dollar value is based on SCE’s avoided costs (i.e., marginal costs).


	For each “S-Curve” program, the Total Resource Benefits forecast (“TRBf”) is based on SCE’s forecasted number of units per measure multiplied by pre-specified capacity (“kW”) reductions and energy (“kWh”) savings and the net present value (“NPV”) of avoided costs.


	Actual Total Resource Benefit (“TRBa”) equals actual number of units rebated multiplied by pre�specified kW reductions and kWh savings and the NPV avoided costs for the first year earnings claim.  In the second earnings claim, kW reductions and kWh savings are adjusted based on first year impact studies.


	Participant Costs (“PC”) are the sum of net incremental measure costs of DSM devices installed because of each “S-Curve” program.  Measure costs represent the program participant’s incremental cost of installing and maintaining the DSM device, without consideration of any utility rebates or incentives.  In particular, these costs reflect the difference in cost of an energy-efficient measure from a comparison (or base) measure.  “Net” measure costs represent the incremental measure cost per unit times the number of participating customer units, multiplied by a net to gross factor.  The net-to-gross factor adjusts costs to account for the degree of customer participation that would have occurred without the program.  These costs include the cost of any increase in the customer’s utility bill(s); any ongoing operation and maintenance costs; any removal costs (less salvage value); and the value of the customer’s time in arranging for the installation of the measure, if significant. 


	Utility Incentive Costs (“UIC”) are any dollar incentives (rebates, rate incentives, interest payment subsidies, etc.) paid by the sponsoring utility to a customer to partially or fully offset the PC of an energy conservation program.


	Utility Administration Costs (“UAC”) are expenses necessary to administer energy conservation programs, and are exclusive of UIC and PC.  The administration cost categories of the conservation programs may include payroll and benefits, employee pensions, insurance, rents, worker’s compensation, consultants, franchise requirements, office supplies, general plant maintenance, general services, and other miscellaneous expenses.


	Program Performance Ratio (“PPR”) is calculated by dividing the actual Incentive Basis (“IBa”) of an “S-Curve” program by the forecast Incentive Basis (“IBf”).  The PPR is used to determine the appropriate EEF to apply to the TI.


	Earnings Effect Factor (“EEF”) is the reward (or penalty) factor which is multiplied by the TI of an “S-Curve” program in order to calculate Shared Savings Earnings.  The EEF is derived from the ratio of actual IB to forecasted Incentive Basis (“IBf”).  Table F-1 of this Appendix is a look-up table that lists the EEF for each one percent (1%) increment in PPR.


	“S-Curve” Earnings (Shared Savings Earnings, “SSE”) is the return to shareholders on “S-Curve” programs after applying the EEF to the TI.
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Table F-1�Calculation Of Shareholder Earnings Under The “S-Curve”:  Program Performance Ratio vs. Earnings Effect Factor�
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�/	Resolution E-3578, dated March 18, 1999, Ordering Para. No. 2,  p. 14-5. 


�/	Resolution E-3592, dated April 1, 1999, Appendix B, Interim Policy Rules, Rule VII-1, p. 7. 


� 	Ordering Para. No. 2, p. 97.


�/	Protocols and Procedures for the Verification of Costs, Benefits, and Shareholder Earnings from Demand-Side Management Programs.  Revised March 1998.  Appendix E, p. E-6.


�/	Ordering Para. No. 39, p. 224.


�/	Ordering Para. No. 1, p. 173.


� See 1999 AEAP, Exhibit 35, Case Management Statement, p.15-16.


�/	SCE developed the following procedure because it is simpler than the Appendix G method. 


�/	Resolution E-3334 stated “SCE’s calculation of shareholder incentives is consistent with Commission guidelines for its 1992 programs.” 
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