STAFF COMMENTS EVALUATING ELECTRIC UTILITY CONSERVATION REPORTS
UNDER THE ENERGY INDEPENDENCE ACT, RCW 19.285 (1-937)

DOCKET UE-100170 (PACIFICORP)
DOCKET UE-100176 (AVISTA)
DOCKET UE-100177 (PSE)

I. Introduction

By the end of January 2010, all regulated electric utilities were required to file with the Commission

~ their 10-year conservation potential and 2-year conservation targets in order to pursue all achievable
cost-effective conservation. However, the companies, in aggregate, failed to address in any meaningful
way how they were going to pursue all cost-effective achievable conservation which is the fundamental
requirement of the law.! The 10-year achievable conservation potential and 2-year acquisition
conservation target values submitted by the companies reflect a business-as-usual conservation
approach, as if I-937 did not establish a higher expectation of conservation performance.

Staff does not interpret this situation as a failure, but rather as a signal of underlying conditions and
economic issues that need to be addressed to make the intent of I-937 a reality in this state.
Fundamentally, this is an issue of aligning ratepayer and stockholder interests in a balanced manner to
comply with the requirements and intent of the Energy Independence Act regarding conservation
programs. :

Staff’s comments will provide: - »
e An analysis of the reports submitted by the companies.
e An analysis of issues common to all three company filings.

e A recommendation to set all three 10-year achievable conservation potential and 2-year
acquisition conservation target reports for hearing, adjudicative proceeding or other process, with
a recommended list of issues to be resolved through that process.

e A recommendation to establish a Washington Conservation Collaborative, to address issues that
are either not well-suited to the adjudicative process, or not well-enough developed for an
adjudicative proceeding. This may include consideration of a proposal creating a consistent but
limited conservation incentive or removal of disincentives for all companies to remedy the
underlying economic barriers. Appendix E contains a draft charge for this proposed
collaborative that shows the intent and initial direction that such a group might be authorized to
fulfill. '

! Appendix A provides a summary table of the overarching statutory context and specific legal requirements for this
submittal.
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Development of Company Conservation Metrics

In order to evaluate the biennial conservation targets submitted by the regulated electric utilities, the
Commission must be provided adequate information and supporting documentation. This certainly
includes examination of the prorated calculation from the 10-year achievable cost-effective conservation
potential using the most currently available analysis, but also the underlying assumptions used by each
utility specific to their existing and planned programs and service area which must be consistent with the
methodology used by the Pacific Northwest electric power and conservation planning council
(Council).2 In turn, the Council methodology is not a simple set of calculations, but rather, is a system
of techniques for energy conservation planning, implementation, and verified measurement that uses the
most current information available.

Ideally, to support the conservation metrics (conservation potential and targets) required in the Energy
Independence Act of 2006, there would have been a coordinated and methodical planning effort by each
utility during the past three years leading up to January 2010. Unfortunately, this did not occur. And
this need was not clearly communicated by Commission staff to the utilities.

The companies did not appear to begin planning in earnest for compliance with this 2006 law until late
2009. Commission staff encouraged companies to devote significant efforts to the implications of I-937
at advisory group meetings and later called a meeting in September 2009 with Commission staff due to
an apparent lack of progress being made by the companies. At the September 2009 meeting, staff asked
the companies what changes the new law would require in their program implementation. The response
from the utilities at that meeting was that they expected to continue their present practices unchanged.

To be fair, all parties were quite busy with various rate cases and other pressing issues in the months
leading up to the start date of the new requirements. Nonetheless, it is clear that not as much thought
had gone into the implications of implementing the new law ahead of time as would have been optimal.
Staff is taking this comment opportunity to provide the Commission with recommendations as well as
propose a path forward for consideration by all interested parties.

Review of the Law and its Application

Initiative 937 memorializes the fact that conservation portfolios have matured from experimental and
niche programs to mainstream resource acquisitions. The regulated electric utility conservation target
filings represent the first step in leveraging that reality. Much work is required of all parties in the
coming months and years to standardize and adjust to this new standard of integrating aggressive
conservation as the least expensive reliable energy resource. In recognition of this change, Commission
staff has reviewed the law and our understanding of its reasonable application.

RCW 19.285.040(1)(a) requires that each regulated utility must “identify its achievable cost-effective
conservation potential through 2019...” “...using methodologies consistent with those used by the

% As required by 19.285.040(1)(a), each company must develop their 10-year conservation potential with methodologies
consistent with the “most recently published” Council (also known as the Northwest Power and Conservation Council) plan.
The Council’s methodology is attached as Appendix B.
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Pacific Northwest electric power and conservation planning Council in its most recently published
regional power plan.” In applying the Council’s methodologies, the regulated utilities will typically
supplement an existing analysis that maintains symmetry between generating and conservation
resources. Adjustments may include evaluation of other available technologies, modified supply curves,
service area conservation potential assessment studies, market penetration estimates, measurement and
verification of their programs, and their unique program implementation choices. Consequently,
meeting the intent of this part of the statute requires more than just a number.

According to Council staff, the Council’s methodologies have not changed since the 2005 publication of
the Fifth Regional Power Plan. However, because the region continues to learn about conservation
programs and new conservation technology measures continue to emerge, the inputs to the Council’s
-Sixth Plan are different from the Fifth Plan and, therefore, yield different results. Consequently, any
utility that bases its conservation potential or targets on the Council Plan will need to supplement those
values to reflect the most up-to-date state of knowledge regarding measures as well as make necessary
adjustments for company specific programs, demographics, and other service area specific information.

Program Details and Cost-Effectiveness Standard

Staff believes each company should file enough information to allow the Commission to make a
determination concerning its 10-year conservation potential and 2-year targets. RCW 19.285.040(1)(e)
states that “the Commission may rely on its standard practice for review and approval of investor-owned
utility conservation targets.” The Commission’s standard practice for review and approval of
conservation targets prior to I-937 required the filing of program details including:

Tariffs with additional detailed program descriptions.’

Measures, incentives and eligibility requirements.
Detailed program budgets.
Cost-effectiveness standards.

- Projected program cost-effectiveness.
Evaluation plans.
Annual and quarterly progress reports.‘f
Cost-recovery tariffs.

The Commission’s review and approval of previous conservation targets relied on conservatlon potential
assessments filed in utility integrated resource plans required by WAC 480-100- 238.> The Commission
has also addressed the inclusion of education-only programs, pilot and research projects, performance

* For example; PSE filed its targets for 2010-2011 on November 30, 2009, in Docket UE-091 859. This filing was required by
the Conservation Settlement terms approved in Dockets UE-011570 and UG-011571, consolidated. Specific features are
outlined in Appendix C.

4 Annual and semi-annual reports and cost recovery tariffs are required for all companies. See Dockets UE-082272 (Avista),
UE-001457 (PacifiCorp), and UE-970686 (PSE).

5 See individual integrated resource plans. Dockets UE-081613 (Avista), UE-080826 (PacifiCorp), and UE-080949 (PSE).
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incentives and penalties, and equity between customer groups.6 Therefore, providing sufficient detail to
allow the Commission to come to a conclusion concerning the conservation targets is a necessary
component of complying with RCW 19.285. Staff believes reliance on standard practice is in the public
interest because it shows continuity with existing conditions imposed by the Commission in past orders,
as we move into the future as envisioned by the drafters of the Energy Independence Act.

RCW 19.285.040(1)(d) states that “the Commission may determine if a conservation program
implemented by an investor-owned utility is cost-effective based on the Commission’s policies and
practice.” This has not been consistently established across the electric utilities. We need to identify the
cost-effectiveness standard we wish to apply across all companies at this time so that we can fairly
evaluate the results of the conservation programs in 2012. This was not established with the work
performed before the filings, nor in the 30 day comment period. Staff believes a Washington
Conservation Collaborative should be established to create this uniform policy as soon as possible.
Although it would be ideal to have the standard in place before approving conservation metrics, staff
believes it would be acceptable to approve the metrics in these dockets before the completion of the
Collaborative’s work on this issue.

¢ See Appendix C for additional order citations.
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IL Analysis of Reports Submitted by the Companies

Each company provided values for their 10-year conservation potential as well as biennial targets with
differing levels of analysis and unique strategies. The rule calls for use of the Council methodology and
the option to 1) use the Council’s current plan targets, or 2) the most recent company IRP, as the basis
for deriving company conservation potential and targets.” However, there are significant differences
between the conservation assumptions and values used in the companies’ IRPs and the Council’s
conservation values. For example, IRP conservation planning looks only at known existing measures
whereas the Council methodology also includes projected estimates of conservation for known but
emerging and other future technology measures that can be reasonably estimated and quantified. This is
due to the different requirements found in the federal law under which the Council operates versus the
Washington IRP laws. These varying requirements result in technical differences. For instance, the
Council excludes direct use of gas as an electric conservation measure. Compounding this, service area
differences are sometimes not accounted for in as much detail by the Council as they would be by the
utility.

These historic, technical, and legal differences make it necessary for any company relying on their IRP
for their conservation targets to reconcile the methods and assumptions to the Council. In the case
where a company relies on the Council calculator as a starting point, there is a need to supplement that
value with direct-use of gas programs, actual agricultural pumping, and measures that are implemented
by the company that do not match well the Council menu of conservation measures.

Puget Sound Energy — Docket UE-100177

PSE had worked with Commission staff and interested parties to develop their 10-year and 2-year
conservation metrics based on their most recent IRP and their current thinking on what was achievable
by the company using their best estimates and most current information. Over the months leading up to
the January 31, 2010, report deadline, PSE held a number of meetings with stakeholders to discuss their
approach to these metrics. This is in keeping with the requirement that “participation by the
Commission staff and the public in the development of the 10-year conservation potential and 2-year
conservation target is essential.®”’

On December 31, 2009, PSE sent their “FINAL®” conservation potential and targets to their
conservation advisory group. This was based on their May 2009 IRP and the subsequent consultative
process with the conservation advisory group in 2009. In that e-mail, PSE indicated their plan to submit
2 69.4 aMW to 90.3 aMW target range for conservation resources for the 2010-2011 biennium at the
customer meter (74.0 aMW to 96.1 aMW at the generator) and a 10-year conservation potential of 427.9
aMW at the customer meter level (455.5 aMW at the generator). The December 2009 metrics appeared

T WAC 480-109-010(1)(b).
8 WAC 480-109-010(3)(a).

? Bill Hopkins of PSE Energy Efficiency Services e-mail of 12/31/2009 with attachment entitled “WAC 480-109 Potential
Target FINAL 12-30-09.pdf”
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to be based on the most current knowledge of best practices and known program performance history by
the company which would provide a progressive conservation portfolio to their customers.

In a surprising change of direction, on the evening of January 25, 2010, PSE staff sent a message
informing the conservation advisory group that PSE was unilaterally switching its direction from using
their IRP as the basis of their conservation metrics to the Council’s Fifth Plan conservation calculator,
and that there was to be a meeting to discuss this the afternoon of January 27, 2010, just ahead of the
deadline to file those metrics with the Commission on January 29, 2010. There had been no discussion
of this as a possible target setting method for PSE with Commission staff or the conservation advisory
group prior to the January 25, 2010, e-mail. This PSE decision resulted in a dramatically reduced 2-year
target and 10-year conservation potential. The impact of this shift is shown in the following table.

Conservation Metric Dec. 31, 2009 Jan. 29, 2010 Change

10-Yr. Potential 427.9 aMW 219.3 aMW -49%

2-Yr. Acquisition Target | 79.85 aMW (mid-

42.7 aMW -47%
range)

PSE used the Northwest Power and Conservation Council’s Fifth Plan conservation calculator in their
submittal with very little narrative and no analytical support. The rule requires that the 10-year
conservation potential “must be derived from and reasonably consistent with'® the most recent
company IRP or the company’s share of the Council’s current plan targets for the state of Washington.
The company did not perform any analysis to “derive” their targets from the current Council plan. The
version of the calculator used by PSE was based on programs and input assumptions identified in the
Council’s Fifth Plan adopted in 2005, and no effort was made to bring those outdated results up to date.
Based on the content of the Draft Sixth Plan, an updated calculator was made available in September
2009 reflecting the most current input assumptions for cost-effective, reliable and feasible measures.
The Council adopted the Sixth Plan on February 10, 2010,!! less than two weeks after the reporting
deadline for the 2010-2011 biennial targets were due to be submitted.

The company’s 10-year conservation potential and 2-year conservation target filed on January 29, 2010,
does not meet the spirit or letter of the law for the following reasons:

1. The company did not provide meaningful involvement in developing the targets
submitted. This is evidenced by the last minute change of methods to establish the
targets and a rushed meeting scheduled two days before the submittal deadline. This
violates the public and staff involvement requirements at WAC 480-109-010(3)(a).

2. The company’s submittal lacked any adjustment to update the Council’s Fifth Plan
targets to be reflective of current methods included in the publically available draft Sixth

19 WAC 480-109-010(1)(b)
1 See, http://www.nwCouncil.org/library/releases/2010/0210.htm
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Plan calculator or the PSE service area. This violates the requirement for the companies
to establish their targets “derived from” the most current information.

3. The company’s submittal lacked the identification of “all achievable conservation
opportunities” as required by WAC 480-109-010(2)(a).

4. The company’s submittal failed to provide a 2-year target that reflects pursuit of all cost-
effective achievable conservation as required by RCW 19.285.040(1).

5. The company’s submittal failed to provide program details and reporting/filing
requirements that the Commission routinely relies on to review and approve conservation
targets per RCW 19.285.040(1)(e). :

Staff believes the PSE conservation report filing of January 29, 2010, is both incomplete as well as
substantially inconsistent with the spirit and letter of the law, and could be rejected. However, in the
interest of expeditious treatment we recommend the Commission set the report for hearmg, adjudicative
proceeding or other process

Issues recommended for determination by adjudicative proceeding

Suggested PSE Compliance Schedule: PSE must, by March 31, 2010, submit a complete conservation
report including a 10-year conservation potential, the biennial conservation target, and supporting
documentation, that is consistent with the current Council’s methodologies and corrects all defects cited
above. Staff expects that the filing will be substantially consistent with its December 31, 2009, email to
its advisory group. Staff suggests that comments on PSE’s new March 31, 2010, filing be submitted by
staff and the public by April 30, 2010.

In addition, PSE has operated its conservation programs under guidance from a number of different
Commission orders. Staff recommends that the Commission bring this material forward in its final
order in Docket UE-100177, particularly the cost-effectiveness standard from Docket UE-920630,
reporting requirements and accounting guidelines from Docket UE-970686, and program details from
the settlement terms in Docket UE-011570. A general description of these program details is included
as Appendix C. Excerpts from specific orders are included as Appendix D.

Issues recommended for determination by the Washington Conservation Collaborative

Staff believes there may be issues specific to PSE’s new filing that may be appropriate for consideration
by the Washington Conservation Collaborative, and will address those issues in its April 30, 2010,
comments. In addition, there are issues associated with the implementation of I-937 that are common to
all three electric utilities, shown later in these comments, that are also recommended to be addressed
through the Washington Conservation Collaborative.

12 WAC 480-109-010(4)(b)
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Avista Corporation — Docket UE-100176

Avista began drafting its I-937 report in early November following a company sponsored public meeting
of September 30, 2009, where the 1-937 requirements and Avista’s approach to satisfying the same was
discussed.’* As with the other companies, staff believes future filings should incorporate a longer lead
time for the planning and target setting process.

Avista chose to derive their 10-year conservation potential and biennial conservation acquisition target
from the Council’s draft Sixth Plan calculator. The Council’s calculator estimates conservation values
which are higher than the estimates included in the recently completed 2009 IRP™ for the first target
biennium of 2010-2011.

Avista derived their conservation potential and target from the Council’s calculator by adjusting for
utility specific estimates. The major adjustment is the direct-use of gas which is not included in the
Council calculator. The company’s target captures savings from distribution efficiency, regional market
transformation savings, and other quantifiable conservation savings specific to the Avista service
territory in Washington.

The difference between the biennial conservation acquisition target and the same two years from the
2009 Avista IRP is shown in the following table. The additional details of this calculation were
provided in an e-mail from Jon Powell of Avista and are included as Appendix F.

Conservation Metric 2009 IRP [-937 submittal | Change

2-Yr. Acquisition Target | 13.2 aMW 14.7 aMW +11%

Issues needing additional scrutiny

Staff is pleased with the level of specific program detail included in Avista’s filing. In addition, Avista
addressed an appropriately broad range of future issues in its filing. However, Staff is unable to
recommend approval at this time because Staff did not have time in the 30-day comment period to pose
its questions. Time for additional scrutiny is necessary to clarify a number of issues. Staff recommends
deferring a decision on setting Avista’s filing for hearing, adjudicative proceeding, or other process until
the April 15, 2010, open meeting. Staff will work with the company and other interested parties, and if
resolution can be achieved, Avista will revise its filing, and staff will make a recommendation at that
open meeting.

Staff is concerned about the inclusion of savings from fuel switching because there is some history of
Avista investing significant effort and achieving disproportionate amounts of conservation from this

13 E-mail from Linda Gervais (Avista, Regulatory Policy Manager) November 11, 2009.

14 Avista’s 2009 IRP shows conservation targets combining Washington and Idaho. Avista provided a work paper showing
the breakdown between the two states.
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single measure. Staff believes that the following table may be an appropriate balance for Avista’s
conservation savings acquisition.'”” Avista should provide workpapers supporting the table.

} | Electric to Gas )
Conservation Metric Base Savings Acquisition Total Savings
10-Yr. Potential 857,875 MWh 115,428 MWh 873,302 MWh
2-Yr. Acquisition 125,982 MWh 2,621 MWh 128,603 MWh
Target

On page 8, the company refers to its pumping load. The company did not provide any support for
excluding pumping load from its conservation potential, which could have been included by using the
Council calculator’s option three. Staff did not have enough information to evaluate whether this was
appropriate. Avista should provide workpapers to support their claim.

On page 12, the company appears to propose counting cumulative savings instead of first-year savings
in future years. Staff does not believe this is appropriate. Companies have historically reported first-
year savings and staff believes this should continue. Staff recommends that Avista report only first-year
savings.

On page 15, the company discusses its methodology for countmg distribution efficiency savings. Staff
did not have enough information to determine whether this proposal was consistent with the Council’s
methodology.

On pages 18 and 19, the company discusses how it will continue its public involvement. Staff
appreciates the company’s commitment to public involvement. However, to streamline the information
received from all companies, staff recommends that the company comply with the staff-recommended
filing schedule shown in the discussion of coordinated conservation filings within section III of this
document.

Historically, Avista has voluntarily proposed most of the guidelines under which it has operated its
conservation programs. This filing is the first time Avista has filed the majority of its program details in
a docket that will be approved by an order. Staff recommends that the Commission affirmatively
consolidate these guidelines in its final order in Docket UE-100177. This may include material from the
guidelines under which PSE has operated, particularly the cost-effectiveness standard from Docket UE-
920630, reporting requirements and accounting guidelines from Docket UE-970686, and program
details from the settlement terms in Docket UE-011570. A general description of these program details
is included as Appendix C. Excerpts from specific orders are included as Appendix D.

Issues recommended for determination by the Washington Conservation Collaborative

Staff believes some of the broader issues raised by the company should be discussed in a wider forum
before a conclusion is reached. Staff recommends the following issues be referred to the Washington
Conservation Collaborative for further scrutiny.

15 Avista’s Initial Filing, Docket UE-100176, page 11, January 29, 2010.
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On page 5, and again on pages 16 and 17, the company discusses its evaluation improvement efforts.
Staff believes these evaluation protocols should be reviewed in the staff-proposed Washington
Conservation Collaborative, and when complete, should be filed with the Commission for approval.

On page 11, the company states that it intends to acquire savings from quantifiable behavioral
efficiencies among other things. While staff supports the expansion of conservation efforts, staff
believes these types of efforts should be carefully designed, including an evaluation plan, and vetted by
a group of experts. Avista’s report does not address how these efforts would be designed. Staff
recommends that the Commission require Avista to rely on the staff-proposed Washington Conservation
Collaborative to review the design of these efforts, and seek approval through filing a tariff.

On page 13, the company discusses how it will address changes in codes and standards. Staff did not
have enough information to evaluate the company’s proposal. Staff believes responding to changes in
codes and standards is an issue that should be discussed with all the regulated electric utilities in the
staff-proposed Washington Conservation Collaborative, and the results should be filed with the
Commission for approval.

‘On page 14, the company discusses regional market transformation efforts and says it will use the best
available disaggregation methodology. Avista should provide workpapers to support their proposal. If
the company is referring to disaggregation between its Washington and Idaho programs, Staff believes
that is all that is needed. If however, the company is referring to the disaggregation of Northwest
Energy Efficiency Alliance savings, Staff believes this issue should be discussed in the staff-proposed
Washington Conservation Collaborative, and the results should be filed with the Commission for
approval.

The Commission’s order in Docket UE-991606 contained the following language:

If the energy efficiency program expenditures exceed tariff rider collections in the future, the
Company may not collect interest on the negative balance; the Company must bear the risk of
undercollection of funds through the tariff rider; because the company, not its customers,
manages the energy efficiency program expenditures.

Staff believes this language is inconsistent with RCW 19.285 which requires companies to pursue all
cost-effective conservation. Staff believes the Commission’s order in this docket should state that
companies may overspend their budgets by a reasonable amount if cost-effective conservation savings
are the result. Staff believes the issue of collection of interest on rider fund balances should be deferred
to the Washington Conservation Collaborative for discussion, and the results should be filed with the
Commission for approval.

Pacific Power & Light Company, d/b/a PacifiCorp — Docket UE-100170

PacifiCorp began its public involvement process via e-mail in August, 2009. The company continued
.with a meeting on October 15, 2009, shared a draft report December 10, 2009, and issued its initial
estimate of its 10-year conservation potential on December 31, 2009. The company worked closely with
the advisory group and incorporated input along the way. The company’s conservation report was filed
on January 29, 2010. As with the other companies, staff believes future filings should incorporatea -
longer lead time for the planning and target setting process.
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PacifiCorp chose to begin its analysis of its 10-year conservation potential and biennial conservation
targets using its 2007 Assessment of Long-Term System-Wide Potential for Demand-Side and Other
Supplemental Resources. The company applied an 85% achievability ratio to the results of its
conservation potential assessment and evaluated the economic potential in its integrated resource plan
modeling.'® The company made a number of adjustments to get to the 10-year conservation potential
and biennial conservation targets filed in this docket in an attempt to rectify the underlying analysis from
the IRP, which is not consistent with the Council’s methodology. For example, the cost-effectiveness of
retrofit conservation measures was compared to short-term market prices of energy. This comparison is
not consistent with Council methodology. Conservation is a long-term investment with fixed and
variable costs whereas market energy prices tend to be more reflective of variable costs. Conservation
measures should be compared to long-term energy avoided costs. The possible magnitude of this issue
is illustrated by the difference between the results of the Council’s Sixth Plan analysis and the
company’s proposed conservation values shown in the table below.

Share of Council’s .
Conservation Metric Sixth Plan 1-937 submittal Change
10-Yr. Potential 106 aMW - 1492 aMW -54%
2-Yr. Acquisition Target | 13.4 aMW 8.8 aMW -34%

Issues recommended for determination by adjudicative proceeding

Staff suspects the company’s 10-year conservation potential and biennial conservation targets may not
be consistent with the Council’s methodology, and needs time for additional scrutiny. Staff
recommends the filing be set for hearing or other adjudicative proceeding.

The company has typically filed program details in individual program filings. Staff proposes that the
Commission’s order in this docket recognize the materials in Dockets UE-061297, UE-050319, UE-
040608, and UE-010826 as the program details needed for this filing. Although the company filed
budgets with these filings, they are out-of-date. The company should submit a detailed budget for the
2010 program year as soon as possible. In addition, the company should begin filing program details as
described in staff’s recommendations shown in the discussion of coordinated conservation filings within
section III of this document.

PacifiCorp has operated its conservation programs under guidance from orders in Docket UE-001457.
Staff recommends that the Commission affirmatively consolidate these guidelines in its final order in
Docket UE-100170. This may include material from the guidelines under which PSE has operated,
particularly the cost-effectiveness standard from Docket UE-920630, reporting requirements and
accounting guidelines from Docket UE-970686, and program details from the settlement terms in
Docket UE-011570. A general description of these program details is included as Appendix C.
.Excerpts from specific orders are included as Appendix D.

16 pacifiCorp agreed to update ifs conservation potential assessment in its Settlement Agreement in Docket UE-051090. Its
IRP is available under Docket UE-080826.
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Issues recommended for determination by the Washington Conservation Collaborative

An additional explanation for the difference between the results of the company’s analysis and the
Council’s Sixth Plan may be a net-to-gross adjustment mentioned in footnote six on page four of the
company’s filing. If there is a net-to-gross adjustment included, the company should provide
workpapers supporting its calculations. The inclusion of a net-to-gross adjustment should be referred to
the Washington Conservation Collaborative because it may not be consistent with the Council’s
methodology. '

The Commission’s orders in Docket UE-001457 enabling the tariff and requiring annual and semi-
annual reporting of PacifiCorp should be carried forward into this docket except for the following
language:

If the energy efficiency program expenditures exceed tariff rider collections in the future, the
Company may not collect interest on the negative balance; the Company must bear the risk of
undercollection of funds through the tariff rider; because the company, not its customers,
manages the energy efficiency program expenditures. '

This language was quoted from an Avista general rate case order in Docket UE-991606 (citation in the
order was incorrect.) Staff believes it is inconsistent with the spirit of RCW 19.285 which requires
companies to pursue all cost-effective conservation. Staff believes the Commission’s order in this
docket should state that companies may overspend their budgets by a reasonable amount if cost-effective
conservation savings are the result. Staff believes the issue of collection of interest on rider fund
balances should be deferred to the Washington Conservation Collaborative for discussion, and the
results should be filed with the Commission for approval.

Staff recommends Pacific Power & Light Company’s filing in Docket UE-100170 should be set for
hearing, adjudicative proceeding, or other process to allow for further scrutiny of the company’s 10-year
conservation potential and 2-year target.
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III. Issues Common to all I-937 Filings

There are certain issues that are common to all three company filings. First, the companies have not
addressed how they will demonstrate that they are pursuing all cost-effective conservation. Second, the
companies have not addressed how they will coordinate the filings they already make with the newly
required filings under 1-937.

Coordination of related conservation filings

Each of the companies is currently on its own schedule regarding the filing of program details, progress
reports, and cost recovery tariffs. There is considerable confusion regarding the various dockets filed by
the companies at this time. For example, Avista has or will make 5 related filings concerning its
conservation programs around the same time. It filed its proposed conservation potential under WAC
480-109-010(1) on December 31, 2009, which was docketed as UE-091983, followed by its January 29,
2010, conservation potential report, which was docketed as UE-100176. In addition, on January 19,
2010, it filed a quarterly report on the tariff rider balance under Docket UE-082272, and on February 12,
2010, it filed its annual review of its electric true-up filing as part of its natural gas conservation filing in
UG-100254. Finally, the company will share its annual report on the cost-effectiveness of its acquisition
by March 31, 2010, with its advisory group. Staff believes these filings should be synchronized with the
RCW 19. 285 040 filing requirements.

Staff proposes the following reporting schedule for Dockets UE-100176 (Avista Corporation), UE-
100170 (Pacific Power & Light Company d/b/a PacifiCorp) and UE-100177 (Puget Sound Energy).

1. File six-month report on conservation acquisition, comparing budget to actual kilowatt-hour and
dollar activity, by August 15, 2010.

2. File work plan for 2011 by December 1, 2010.

3. File 2010 annual report on conservation acquisition, including an evaluation of cost-effectiveness
and comparing budgets to actuals, by March 1, 2011.

4. File revisions to cost recovery tariff by May 1, 2011, with requested effective date of July 1,
2011.

5. File six-month report on conservation acquisition, comparing budget to actual kilowatt-hour and
dollar activity, by August 15, 2011.

6. File 2011 annual report on conservation acquisition, including an evaluation of cost-
effectiveness, by March 1, 2012, '

7. File two-year report on conservation program achievement by June 1, 2012.

Staff proposes the following schedule for the 10-year conservation potential and biennial target ﬁhngs
required in 2012, which will be issued new docket numbers in December 2011.

1. Complete 10-year conservation potential analysis by July 1, 2011 (on or before January 1, 2012).
2. Work with Advisory Group between July and November 2011 to set targets, including necessary
' revisions to program details as described on page xx of Staff’s comments.
3. File revised program details (see above list) by December 1, 2011, requesting effective date of
January 1, 2012.
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4. File revisions to cost recovery tariff by May 1, 2012, with requested effective date of July 1,
2012. :

5. File six-month report on conservation acquisition, comparing budget to actual kilowatt-hour and

dollar activity, by August 15, 2012.

File work plan for 2013 by December 1, 2012.

File annual report on conservation acquisition, including an evaluation of cost-effectiveness and

comparing budget to actual kilowatt-hour and dollar activity,, by June 1, 2013.

8. File revisions to cost recovery tariff by May 1, 2013, with requested effective date of July 1,
2013.

9. File six-month report on conservation acquisition, comparing budget to actual kilowatt-hour and
dollar activity, by August 15, 2013. _

10. File annual report on conservation acquisition, including an evaluation of cost-effectiveness, by
March 1, 2014. _

11. File revisions to cost recovery tariff by May 1, 2014 with requested effective date of July 1,
2014.

12. File annual report on conservation acquisition, including an evaluation of cost-effectiveness and
comparing budget to actual kilowatt-hour and dollar activity,, by June 1, 2014.

Demonstration of pursuing all achievable cost-effective conservation — the new prudence standard

In the reports submitted, none of the utilities have fully addressed the changes embodied in 1-937, which
requires them to pursue all cost-effective, achievable conservation.!” Instead, the reports are focused on
the details of calculating their 10-year conservation potential and biennial conservation acquisition
targets. The company submittals devote neither analysis nor narrative to demonstrate how their
programs will be enhanced or changed to pufsue all achievable cost-effective conservation.

The conservation targets that the Commission is responsible for considering are not simply numbers.
This is clearly stated in the rule that reciluires that “The biennial conservation target must identify all
achievable conservation opportunities.”™ This reflects the fact that the statute establishes a higher
standard; the regulated utilities must “pursue all” of those achievable conservation measures and
programs. Currently, all regulated utilities put economic brakes or chokes on the pursuit of all cost-
effective conservation. This is performed by limiting amounts of rebates, imposing eligibility
requirements, and other restrictive methods which effectively reduce the level of conservation actually
achieved.

Under the extended Total Resource Cost test, as used by the Commission, and the I-937 requirement for
the utilities to pursue all cost effective conservation, the prudence test for conservation has changed.
Before 1-937 the utilities needed to show that they were not spending more than necessary to induce a
meaningful number of customers to accept a conservation measure or package. This created the need
for an economic brake or choke on the achievement of cost-effective conservation. Under I-937 the new

17 «“Each qualifying utility shall pursue all available conservation that is cost-effective, reliable, and feasible.” [RCW
19.285.040(1)]

8 WAC 48-109-010(2)(a).
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prudence test for utility conservation incentives is to show that as much conservation as possible was
induced by the incentives provided by the utility to their customers or contractors. Investments in
continued cost-effective market transformation will still be needed in addition to company programs.
This changed prudence test applies not just to financial incentives but any other implementing actions of
the utilities that may thwart the pursuit of all achievable cost-effective conservation. Essentially, if it is
cheaper than the avoided cost for energy acquisition, as much as possible should be purchased by the
utility without unnecessary restrictions.

While the biennial targets provide a minimum level of expected performance by each utility, the statute
calls for a maximum effort to pursue the acquisition of as much cost-effective conservation as reliable
and feasible. This will require a higher level of conservation investment and effort by all utilities. And
the recent conservation tariffs show that the utilities are ramping up to a higher level. The question is,
“How fast and in what way can this program increase be aggressively pursued to meet the intent of the
statute while not running the risk of being found imprudent?” Utilities need to have a comfort level and
increased certainty of prudent actions as they move forward. Therefore, as this ramping up occurs there
is a need to have a “level playing field” regarding standard methods, best practices, sharing of research
findings, and common evaluation, measurement and verification of program impacts and processes
which is vetted by all parties. On the other side of the coin, the Commission has historically avoided
any advance approval of rates or tariffs that are not clearly known and measureable. This is also a best
practice and needs to be considered as we move forward into implementation of I-937.

In practice, the Council’s Regional Technical Forum’s (RTF) deemed measures have not been
disallowed by the Commission. And this has likely encouraged the regulated companies to seek
inclusion of new measures into the stable of RTF-approved measures. There is no parallel consistency
for regulated utilities in how to perform market research, evaluate custom measures or other savings nor
any broadly adopted methods or standard for evaluation, measurement, and verification for savings.
There is room for the Commission to work collaboratively with interested parties to provide a
framework for programs that can be researched, developed, and implemented using prescribed
standards, methods and techniques. Developing this framework will provide a basis for a favorable
prudence finding. While not providing advance rate or tariff setting per se, a practical conservation
practices framework could at least partially eliminate the vast ambiguity and clear uncertainty on how to
methodically approach the prudence question that now exists.

Leveling the playing field and increasing efforts for evaluation, measurement and verification

The electric IOUs have previously worked from the perspective of evaluating whether measures and
programs are cost-effective in order to achieve “meaningful program penetration,”, a subjective
standard. The Energy Independence Act raises the bar by requiring that utilities pursue “all cost-
effective” achievable conservation and establishing enforceable goals. This is a more aggressive
approach to the implementation of conservation programs, but retains the prudence requirement to be
cost-effective. With the more aggressive standard, to pursue all cost-effective conservation, coupled
with biennial and 10-year metrics, a higher level of investment in conservation programs is required.
There is also a coincident need for proportionally more rigorous accountability to provide evidence of
prudence.
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.Conservation efforts were once considered minor, pilot-scale and experimental. Now the ability to
deliver conservation resources has been proven and 1-937 signals the need to move to a higher level of
implementation. It is anticipated that conservation resources will displace the need for multiple utility-
scale generating resources for Washington customers in the foreseeable future. One of the key
components of accountability is an enhanced level of evaluation of measures, programs, and entire
portfolios dedicated to demand side management initiatives.

9

Evaluation programs1 are useful for at least the following purposes:

“1) assuring public dollars are being responsibly spent;

2) apportioning dollars and efforts between alternative strategies; and

3) identifying the appropriate time for exit strategies (or program revisions).”?

In a 2009 research study of energy efficiency programs in North America, the level of evaluation
budgets range from about 1.6% to 3.1% outside of California and at 7.6% for evaluation of programs in
California.?!. In 2006, California concluded a significant effort to define protocols of evaluation which
could likely be leveraged for use in Washington.

Because the Council’s Regional Technical Forum performs evaluation of most of the residential
measures region-wide, there is not a need for a rigorous evaluation of those measures. However, the
evaluation of other measures has not been uniformly pursued by all of the regulated utilities in
Washington. The burden of pursuing all cost-effective conservation implies the need for an enhanced
level of investment in evaluation to show prudence across the board. Consequently, it may be
reasonable to expect regulated utilities to have a commitment of 4% to 6% of the conservation portfolio
budget devoted to evaluation activities in the 1-937 conservation program era. If the Commission were
to adopt an acceptable range of evaluation for conservation portfolios, it would limit the spending on
these efforts while coincidentally allowing the utilities to spend the funds necessary to show prudence
(cost-effectiveness) of their conservation efforts. This would provide more certainty and thereby reduce
the cost recovery risk to utilities for implementing the necessary enhanced evaluation (pre- and post-
implementation) as the conservation programs become more fully-developed.

Companies have been inconsistent in their independent assessment of program impacts and process. It
is necessary establish a standard for routine and systematic independent evaluation.

' The term “evaluation programs” or “evaluation” is used here to indicate the pre-implementation and post-implementation
evaluation of measures, programs and portfolios including the required baseline assessments, market studies, surveys, and
other analytical and engineering methods to satisfactorily evaluate, measure and verify conservation and energy efficiency
savings.

20 Skumatz, Lisa A., Khawaja, M. Sami, and Colby, Jane; Lessons Learned and Next Steps in Energy Efficiency
Measurement and Attribution: Energy Savings, Net to Gross, Non-Energy Benefits, and Persistence of Energy Efficiency
Behavior, California Institute for Energy and Environment and CA Public Utilities Commission, Draft of November 2009,
p.17.

21 1d. p.33.
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In October and December 2009, Avista issued draft protocols for the evaluation, measurement and
verification of program impacts and processes.”? PSE is nearing completion of an evaluation of the
effectiveness of their conservation incentive mechanism. PacifiCorp routinely hires consultants to
perform independent evaluation of all programs in varying schedules. The Council is preparing to hire a
consultant to evaluate and compare best practices for evaluation, measurement and verification of
conservation in the Northwest, examination of abbreviated evaluations for selected measures, and
review of existing deemed savings. This good work will provide a stepping stone to establishment of
acceptable best practices that is coordinated across all regulated Washington electric utilities.

Staff proposes that this issue be sent to the Washington Conservation Collaborative for further
discussion with recommendations for action returned to the Commission whenever appropriate.

Establishment of a Collaborative for 1-937 Conservation

Washington Conservation Collaborative
Staff believes that there is a need to develop a conservation collaborative as the implementation of [-937
progresses. This is needed for the following reasons:

o All regulated electric utilities have committed to substantial increases to their energy efficiency
budgets as represented in their most recently submitted IRPs, and additional ongoing scrutiny of
these quickly expanding programs by all stakeholders is needed to match this increased
investment.

o All regulated electric utilities have separate independent advisory groups for energy conservation
which largely serve the same purpose, that is, to provide input on the conservation goals and
program details of the companies. There is significant overlapping membership among the three
advisory groups. Many of the advisory group issues are similar or are regional and can be more
efficiently managed in a coordinated body.

e Evaluation, Measurement and Verification (EM&V) methods and protocol are currently not
coordinated between companies. As higher levels of investments are made, a higher level of
EM&YV is required. Development of statewide standard protocols and methods in a collaborative
setting with all regulated utilities is necessary to ensure a level playing field.

e Custom conservation and energy efficiency measures are implemented by all utilities. However,
there is no commonly accepted method or protocol in the state for consistency of documenting
these measures. A collaborative could recommend a suite of methods for the development of
consistent protocol for custom measures. The collaborative could also provide a sounding board
and peer review of approaches to estimating energy savings from custom measures.

22JE-100176, Attachment A, (document self-identified as “ATTACHMENT A DOCKET NO. UE-091983” ) pp. 98-148.
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e The RTF has been an excellent source of information for regional conservation measure savings.
A collaborative should review and recommend adoption of RTF standards and practices where
appropriate for Washington.

e Although the cost-effectiveness test most often used in Washington is the Total Resource Cost
test with the addition of quantifiable non-energy benefits, it would be good to clearly define
which tests are to be used by all companies and exactly how those tests are calculated.

e Two of the three regulated companies have advisory groups that include stakeholders that are not
in Washington state and may influence program actions not related to the needs and mandates in-
state. A collaborative focused just on the needs and coordinating issues of importance to
Washington stakeholders would be more efficient.

There are immediate as well as ongoing and long-term needs that can be well-served through the
productive use of a collaborative. Examples of tasks for the Washington Conservation Collaborative
might include the following;

Washington Conservation Collaborative Example Immediate Ongoing or long-
Tasks term
Review expanding programs that satisfy 1-937 ' \
Coordinate methods of consistent savings accounting V B
Sounding board for proposed biennial targets |

Create and maintain a uniform protocol for EM&V for | N N
determining non-deemed energy savings

If the Commission accepts the recommendation to create the Washington Conservation Collaborative,
Staff will develop a work plan, scope, and funding proposals through 2012.
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IV.  Broader Issues to be Considered by the Washington Conservation Collaborative

The following broad issues affect all the regulated utilities and need to be resolved over time to realize
the intent of [-937. Staff believes that these issues are best addressed by an ongoing collaborative forum
on conservation which we are calling the Washington Conservation Collaborative.

Higher levels of investment in conservation require increased oversight and systematic consistent

verification of results.

1-937 requires a higher level of investment in cost-effective conservation. What was once some 10s of
millions of dollars per year is now planned to be in the 100s of millions of dollars per year in the first
two years of the I-937 era. This increased magnitude of investment calls for a higher level of evaluation,
measurement and verification of impacts and processes related to conservation programs and portfolios
using consistent methods and assumptions.

Removing economic throttles to achievement of all cost effective conservation is required

As companies are now subject to the [-937 requirements, they must pursue all achievable cost-effective
conservation. Because the companies have not yet chosen to address the issue of programmatic
economic throttles on the implementation of their conservation programs, there needs to be additional
and consistent scrutiny that reflects the required examination of appropriate incentives and inducements
provided to customers statewide. For example the ability to increase or decrease conservation by
changing the level of incentives was shown recently in PSE’s response to a November 25, 2009,
question from Public Counsel. In their answer to Public Counsel’s letter PSE stated that “We have
learned that a reduction in the incentive amount multiplier will reduce costs but also reduce customer
participation and the resulting savings acquisition.””

There is a point at which the final part of market transformation requires the imposition of new codes
and standards. However, there needs to be more work performed for most measures to ascertain when

“incentives are no longer effective as well as to determine the level of incentives which maximize the
uptake of a conservation measure or a package of conservation measures. Under I-937 any program
implementation method that in any way limits incentives for measures or packages that are otherwise
known to be cost-effective needs to be well-justified.

Providing greater certainty of a prudence finding for conservation expenditures

Companies have been hesitant to embrace the pursuit of all cost-effective conservation due to
“uncertainty regarding future prudence determination and subsequent cost recovery. Providing a forum

to develop standard protocols for evaluation, measurement and verification and cost-effectiveness can

provide a higher level of certainty that the increased expenditures will be approved as prudent.

% PSE response to Public Counsel tariff filing questions, 12/9/2009, p.16.
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Allowance of Return on Equity for Conservation and Energy Efficiency

In considering conservation or energy efficiency programs the commission is explicitly allowed to
provide a return on investment to regulated electric companies and incentives to achieve conservation
above the targets RCW 80.28.260(2) and RCW 19.285.060(4).

As the proportion of investments in energy conservation and energy efficiency becomes a significant
proportion of company energy acquisition budgets and these investments increasingly delay or avoid the
need for traditional capital investments in generating facilities, it makes sense to consider providing a
reasonable rate of return on these investments. This would provide the incentive to companies to
achieve high levels of conservation. While some make the point that companies should not make profit
on conservation that is required of them by law, there is also a principle of allowing companies to make
a reasonable rate of return on their investments.

In addition, if an opportunity to earn profits on conservation programs is not allowed, a relatively higher
level of staff effort would be required to assure prudence and provide a counter-weight to the
disincentive from reduced overall company profits. In this case a lack of return on investment for
conservation or energy efficiency creates a conflict of interest for the companies between the legal
conservation mandate and the internal requirement to maintain an overall return on investment. The

- allowance of limited but reasonable profits aligns the intent of the law with the interests of the company
and reduces the level of increased oversight by staff. The fact that the law requires all such investments
to be achievable and cost-effective provides cost pressure relief benefits to all customers and, when
verified, provides evidence of prudence.

Traditionally a reasonable rate of return has been most reliably available to electric utilities through the
capitalization of generating resources. As these capital investment opportunities are reduced or
displaced by conservation there should be a reasonable accommodation to allow the companies to
continue to make reasonable profits. However, it is also important to maintain limits on these
investments, how the investments are made and provide sufficient oversight and financial controls.

Staff proposes that this issue be sent to the Washington Conservation Collaborative for further
discussion with recommendations for action returned to the Commission.
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Appendix A

' The overarching context for the conservation projections and targets is that
“Each qualifying utility shall pursue all available conservation that is cost-effective, reliable, and

feasible.” [RCW 19.285.040(1)]

10-year Conservation Potential and Biennial Conservation Acquisition Targets

Beginning January 2010 (and every two years thereafter) each
utility shall:

e Project its cumulative achievable cost-effective 10-year conservation
potential which is:

o Cost-effective,

o Reliable,

o Feasible, and

o Derived from and consistent with either:

=  Most recent Integrated Resource Plan (IRP) and
information from the subsequent resource acquisition
process. Utilities must use methods consistent with
the NW Power & Conservation Council and may
alter the Council methodology with full
documentation of the rationale for any modifications
that better fit the attributes and characteristics of its
service territory, OR

» The proportionate share of the utility’s Washington
State savings developed as a percentage of its retail
sales from the Council current power plan (the
Council “calculator”)

o Establish and make public a biennial acquisition target for cost-
effective conservation consistent with the 10-year conservation
potential.

The biennial acquisition target must be no lower than the pro-rata 2-
year share of the 10-year cost-effective conservation potential.

Reference

RCW 19.285.040(1)(2),(b)

RCW 19.285.040(1)(a)

RCW 19.285.040(1)

RCW 19.285.040(1)

RCW 19.285.040(1)

WAC 480-109-010(1)(b)

WAC 480-109-010(1)(b)(i)

WAC 480-109-010(1)(b)(ii)

RCW 19.285.040(1)(b) and
WAC 480-109-010(2)(b)
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Reference

o The biennial acquisition target may be a range. WAC 480-109-010((2)(c)

o The biennial target must identify all achievable conservation

opportunitics i WAC 480-109-010((2)(a)

o The Utility must quy document how it prorated its 10-year
cumulative conservation potential to determine the minimum WAC 480-109-010(2)(b)
level of its biennial conservation target.

File with the Commission a report identifying its 10-year achievable WAC 480-109-010(3)
conservation potential and biennial acquisition conservation target
and must include:

o An outline of the extent of public and Commission staff WAC 480-109-010(3)(2)

participation in the development of the conservation metrics
(this participation is considered “essential”)

o Identification of whether the Council’s plan or the utility’s
IRP and acquisition process were the source of it WAC 480-109-010(3)(b)
conservation potential and how this was prorated to create
the biennial acquisition target

o Ifthe IRP and related information is used to determine the
10-year conservation potential, the report must describe the:

» Technologies,
= Data collection WAC 480-109-010(3)(c)
*  Processes, '
»  Procedures, and

»  Assumptions
used by the utility for the calculations.

o Describe and provide supporting documentation for any
changes in assumptions or methodologies used to develop its
conservation metrics that differ from the utility’s most recent
IRP or from the Council’s plan.

WAC 480-109-010(3)(c)

Staff Comments Appendix A — Summary of Statutes and Rules
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Reference

Commission prerogatives in evaluating targets and implementation
of conservation programs

e May determine if a conservation program implemented is cost-

effective based on the Commission’s policies and practice. RCW 19.285.040(1)(@)

o Utilities must show that they are in fact pursuing “all
available conservation that is cost-effective, reliable, and
feasible.” This would include demonstrating that there are
no artificial “economic throttles” being applied during the Commission Policy/Practice
implementation of conservation programs that are unduly
slowing implementation or causing lost opportunities in
opposition to pursuing “all....”

e May rely on its standard practice for review and approval of utility

conservation targets. RCW 19.285.040(1)(e)

o See Appendix C for dockets and topics of adopted practices Commission Policy/Practice
and policies by the Commission.

Staff Comments Appendix A — Summary of Statutes and Rules
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Report review and approval process

e Companies file report identifying their achievable conservation
potential and biennial acquisition conservation target and supporting WAC 480-109-010(3)
documentation

e 30 days from filing — comments due from interested parties and :
Commission staff to Commission on the conservation metrics (10- WAC 480-109-010(4)
yr. potential and 2-yr. targets) :

e Commissioners review written comments and decide whether to WAC 480-109-010(4)(a)
hear oral comments at an Open Meeting.

e If Commissioners determine that additional review is needed, they
establish a judicial proceeding or other process to fully consider WAC 480-109-010(4)(b)
appropriate revisions to the conservation metrics filing.

e At conclusion of the Commission review the Commissioners will
approve, approve with conditions or reject the utility metrics (10-yr. WAC 480-109-010(4)(c)
potential and 2yr. targets)

* No processes defined beyond this in rule

Issues:
1. An order will need to set the timeline and deliverables beyond the process outlined in the rule

2. The companies will be responsible for meeting any final targets from January 2010 through
December 2011 although the targets may not be approved by the Commission until after any
adjudicative processes have been completed, sometime later in 2010.

Docket numbers assigned to companies’ Conservation reports were:

12/30/2009 1/29/2010

Informal Filing Required Filing
PacifiCorp  UE-091982 UE-100170
Avista UE-091983 UE-100176
PSE UE-091986 UE-100177
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The Northwest Power & Conservation Council’s
Methodology for Determining Achievable Conservation
| Potential.



Appendix B
The Northwest Power and Conservation Council’s Methodology for Determining Achievable
Conservation Potential - Outline of Major Elements
1) Resource Deﬂnitions
i) Technical Potential
ii) Economic Potential
iii) Achievable Potential
(1) Non-lost opportunity resources (“schedulable”)
(2) Lost opportunity resources
2)- Technical Resource Potential Assessment

a) Review wide array of energy efficiency technologies and practices across all sectors and major
end uses

b) Methodology

i) Technically feasibility savings = Number of applicable units * incremental savings/applicable
unit

ii) “Applicable” Units accounts for
(a) Fuel saturations (e.g. electric vs. gas DHW)

(b) Building characteristics (single family vs. mobile homes, basement/non-basement,
etc.)

(c) System saturations, (e.g., heat pump vs. zonal, central AC vs. window AC)
(d) Current measure saturations

(e) New and existing units

(f) Measure life (stock turnover cycle)

(g) Measure substitutions (e.g., duct sealing of homes with forced-air resistance furnaces
vs. conversion of homes to heat pumps with sealed ducts)

iii) “Incremental” Savings/applicable unit accounts for

(a) Expected kW and kWh savings shaped by time-of-day, day of week and month of
year

-(b) Savings over baseline efficiency

Staff Comments Appendix B — Council Methodology
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(i) Baseline set by codes/standards or current practices

(ii) Not always equivalent to savings over “current use” (e.g., new refrigerator
savings are measured as “increment above current federal standards, not the
refrigerator being replaced)

(c) Climate - heating, cooling degree days and solar availability

(d) Measure interactions (e.g. lighting and HVAC, duct sealing and heat pump
performance, heat pump conversion and weatherization savings)

3) Economic Potential - Ranking Based on Resource Valuation

a) Total Resource Cost (TRC) is the criterion for economic screening - TRC includes all cost and
benefits of measure, regardless of who pays for or receives them. '

i) TRC B/C Ratio>=1.0

ii) Levelized cost of conserved energy (CCE) < levelized avoided cost for the load shape of the
savings may substitute for TRC if “CCE” is adjusted to account for “non-kWh” benefits,
including deferred T&D, non-energy benefits, environmental benefits and Act’s 10%
conservation credit

b) Methodology

i) Energy and capacity value (i.e., benefit) of savings based on avoided cost of future wholesale
market purchases (forward price curves)

ii) Energy and capacity value accounts for shape of savings (i.c., uses time and seasonally
differentiated avoided costs and measure savings)

iii) Uncertainties in future market brices are accounted for by performing valuation under wide
range of future market price scenario during Integrated Resource Planning process (See 4.1)
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¢) Costs Inputs (Resource Cost Elements)
i) Full incremental measure costs (material and labor) |
ii) Applicable on-going O&M expenses (plus or minus)
iii) Applicable periodic O&M expenses (plus or minus)

iv) Utility administrative costs (program planning, marketing, delivery, on-going administration,
evaluation)

d) Benefit Inputs (Resource Value Elements)
i) Direct energy savings
ii) Direct capacity savings
iii) Avoided T&D losses
iv) Deferral value of transmission and distribution system expansion (if applicable)
v) Non-energy benefits (e.g. water savings)
vi) Environmental externalities

e) Discounted Presented Value Inputs
i) Rate = After-tax average cost of capital weighted for project participants (real or nominal)
ii) Term = Project life, generally equivalent to life of resources added during planning period
iii) Money is discounted, not energy savings

4) Achievable Potential

a) Annual acquisition targets established through Integrated Resource Acquisition Planning (IRP)
process (i.e., portfolio modeling)

b) Conservation competes against all other resource options in portfolio analysis
i) Conservation resource supply curves separated into
(1) Discretionary (non-lost opportunity)
(2) Lost-opportunity
(3) Annual achievable potential constrained by historic “ramp rates™ for discretionary and
lost-opportunity resources

(a) Maximum ramp up/ramp down rate for discretionary is 3x prior year for
discretionary, with upper limit of 85% over 20 year planning period
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(b) Ramp rate for lost-opportunity is 15% in first year, growing to 85% in twelfth year

(c) Achievable potentials may vary by type of measure, customer sector, and program
design (e.g., measures subject to federal standards can have 100% “achievable”
potential)

¢) Revise Technical, Economic and Achievable Potential based on changes in market conditions
(e.g., revised codes or standards), program accomplishments, evaluations and experience

i) All programs should incorporate Measurement and Verification (M&V) plans that at a
minimum track administrative and measure costs and savings.

ii) Use International Performance Measurement and Verification Protocols (IPMVP) as a guide

q:Me\Sth plantaction plan implementation\wa irp rpsicouncilmethodology _outline.doc
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Appendix C — Past Commission Practices

Past Commission Practices and Policies Regarding Conservation
Programs.
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~ Avista Relevant Orders

Docket Number | Page Component Content
UE-920352 & 5 Letter Establishing accounting treatment.
UG-920354
UE-941377 & 1 Staff Memo Company proposal to establish electric and
UG-941378 : gas tariff riders, allowed to go into effect.
UE-981126 14 Staff Memo Company proposal to eliminate advisory

: group, allowed to go into effect.
UE-991606 & 16 3% Supplemental Interest only accrues on positive balances.
UG-991607 Order (pg. 112)
UE-082272 & Staff Memo Company allowed to file quarterly reports,
UG-090052 18 establish true up, require annual filings to go

into effect.
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SERVICE DATE
MAY 21 1992

BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

In the matter of the application of '
' DOCKET NO. UE-920351~T

DOCKET NO. UE-920352-P
DOCKET NO. UG-920353-T
DOCKET NO. UG=-920354~P

THE WASHINGTON WATER POWER COMPANY

)
)
)
for approval of new gas and electric )
tariffs and related accounting )
treatment for the implementation of )
new and revised energy efficiency )
programs for residential, commercial )
and industrial customers. )

)

- . ‘. . . . . L] . . . . - . . . L)

ORDER . APPROVING TARIFF
REVISIONS, NEW TARIFFS,
AND AUTHORIZING CERTAIN
ACCOUNTING TREATMENT

, On April 1, 1992, The Washington Water Power Company
("WWP" or “company") filed the following matters with the

Commission.

* Docket No. UE-920351-T is a tariff filing designed to
revise the company electric tariff schedules 60, 65, and
91 to update electric avoided costs and add some
additional demand side management (DSM) measures, and to
add new Schedule %0, Fuel Efficiency Program.

* Docket No. UE-920352-P is a petition for an accounting
order to approve a 2% equity premium on DSM investments.
The company also sought approval to set up an Electric
Lost Margin Deferral Account and to set aside lost margin
amounts not being directly recovered through the fuel
efficiency program,

* Docket No. UG-920353-T is a tariff filing designed to add
to the company’s gas tariff new Schedule 190, Demand Side
Managenent.. :

* Docket No. UG-920354~P is a petition for an accounting -
order approving treatments similar to those already
accorded electric DSM investments, and a 2% equity
premium on gas DSM investments. .

These filings were in substitution of an original filing
made with the Commission on February 3, 1992, and later withdrawn
by the company in March 1992. Following the original filing, the
Commission Staff held a series of discussions with the company to
resolve concerns about the scope of the demand side management
("DSM") program proposed by WWP. These discussions resulted in the
substitute filings which are the subject of this order.

The matters appeared on the agenda of the Commission’s
regularly-scheduled open meeting of April 8, 1992. At the open
meeting, Public Counsel expressed concerns with the program. The
Commission urged all interested persons and the company to work
together to resolve concerns with the company’s DSM program.

Staff Comments Appendix D-2



Docket Nos. UE~920351; UE-920352; UG-920353; UG-920354 ‘ Page 2

The WWP program calls for conversion of electric homes to
high efficiency gas furnaces and water heaters. It is the only
electric DSM fuel switching program in the region. It also
contains the only gas DSM weatherization program in the state.

The Commission held a special open meeting in' Spokane on

April 30, 1992, to discuss further with interested persons the
proper scope of the DSM program and the particulars of the tariff
filings and accounting petitions, and to solicit public comment on
the program. At the meeting, all parties agreed that the program
represented by the filings and petitions should "sunset" at the end
of 1994. The Commission voted to accept the tariff filings and
" authorized the electric lost margin deferral mechanism and the
accounting treatment for gas conservation investment, except for
the electric and gas incentive mechanism (2% equity "kicker")
component of the accounting petitions. The accounting treatment
authorized by this order is confirmed by letter attached to this

order. :
ORDER

IT IS ORDERED That the tariff revisions to Schedule 60,
65, and 91, and new tariff Schedules %0 and 130, be allowed to take
effect by operation of law on May 5, 1992.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

SHARON L.

RICHARD P, CASAD, Commissioner

Commissioner A, J. Pardini - I respectfully dissent. I
believe that the desire to achieve such laudable goals as energy
conservation and demand side management as well as our attempt to
assist low income residents has led the Commission and the
Commission Staff to a hasty conclusion that would not bear the
scrutiny of a full investigation.

In its simplest form, the company proposes to embark on
a vigorous campaign to convince certain of its customers, who
currently use electricity as an energy source for -space heating and
water heating, to convert to natural gas for these purposes. The
result is that scarce electrical energy to meet future growth will
be replaced by more plentiful natural gas. This will temporarily
relieve the company of any need to build new resources.

Staff Comments Appendix D-3



Docket Nos. UE~920351; UE~920352; UG=-920353; UG~920354 Page 3

In addition, the common good may be served by postponing such
construction and avoiding the environmental risks of new

electricity generating plants.

The cost of gas is at present cheaper than the cost of
electricity. The conversion process will be enhanced by the fact
that the company will offer grants of up to $650 for water heaters
and up to $2700 ($2900 for low income customers) for both water and
space heaters. These amounts are called grants but are, in fact,
small construction projects to be added back to rate base, along
with the expenses of researching, organizing, and implementing the
program. The company will recover these grants and expenses on
them from all electric ratepayers. If the program stopped here, I
would find it acceptable and worthwhile. But it continues.

. As part of the program, those customers accepting the
grant are required to enter into a contract with the company to
share the savings they gain from the lower energy costs of gas
versus electricity. Water heater grant customers agree to pay $48
a year for the next five years. _

years. These amounts are paid to the company even though the

company has the opportunity to make a profit margin on the gas
" sales and even though the company receives a return of and a return

on its outlay for the amounts of the grants and all the expenses

associated with research, organization, and implementation of the

program. This "lost margin” will not be recovered from customers

who meet low income criteria, but grants to these customers will be

added to the amounts capitalized. ,

The company suggests that because conservation of
electricity occurs, it will suffer a revenue loss because the
electrical energy that is saved can only be resold at a short-term
firm rate which is below the retail rate. The difference between
the two is what the company calls its “lost margin® and argues that
it should get this "lost margin® as well as its newly acquired gas
sales margins.

_ .The company offered no evidence other than its anecdotal
statements that saved electrical energy could only be sold at
secondary market rates. Conversely, it stated that its supplies of
electrical energy were in balance and perhaps slightly deficit of
demand -- hence the need for the conversion program. The very
nature of the program allows for the recovery of electrical energy
in many small bites. Bear in mind that each conversion may be
offset by construction of a new residence somewhere in the service
territory that does not have natural gas available or by a
manufactured housing unit space heated by electricity.
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These units, combined with growth in commercial and industrial
usage, will offset most of the fuel switching savings resulting in

the very high probability that conserved electricity will be sold
at retail and not at wholesale prices as the company alleges.

. For the past two years the company has operated at
slightly above its authorized rate of return. From information
. supplied by the company, .it appears that the rate of return for
1990 and 1991 on a normalized basis was 10.70 percent and 11.06
percent, respectively, compared with an authorized rate of return
of 10.67 percent for the period. The actual rates of return for
the same periods, respectively, were 12.73 percent and 11.68
percent. The company does not plan to file a rate case until the
end of 1994, apparently satisfied that current rates offer a fair

return.

In order for demand side management to be effective,
there is no question that the program should provide a profitable
course of action for the company to pursue. Conservation prograns
reward the company by allowing it to eliminate any risk in the
construction of new plants -- a goal that the company is very much
desirous of achieving. - Granting the lost margin is a bonanza far
in excess of a reasonable incentive to a company which has a
monopoly franchise.

Perhaps the company would have been awarded its lost
margin in a full hearing. If it had, however, it would have at
least proven that there was lost revenue. The present record
indicates nothing but a mere statement by the company that they
could only sell this power at wholesale prices -- with no proof to
back that assertion. A full and complete hearing on this aspect of
the demand side management program could have cleared the air on
that issue. Instead, the company chose to interweave the different
parts of their demand side management program into an almost
inseparable package allowing the Commission little choice.

This dissent may be viewed as an exercise in futility.
Nonetheless, I hope it may serve as a reminder in ensuing
proceedings that full accountability should be demanded before
consideration of any incentives is allowed. This company has a’
monopoly franchise. With that franchise is the obligation to
serve. A competitive marketplace would not allow the company to
obtain both "new margins" on gas sales and "lost margins"® on
electricity sales. Consideration should be given before any of the
amounts deferred are included in rates to reducing the amounts of
the grants that are allowed to be capitalized if the lost margins
do not materialize, but instead result in excess earnings.

Lastly, I must note that the Commission has embarked on
the establishment of different rate schedules for customers based
on waiver of the requirement for lost margin payments for low
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income recipients. I find this an extraordinary reach for the
Commission without legislative authority and without a standard
guideline that is effected on a statewide basis.

. PARDINI, Commissioner
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Sharon L. Nelson, Chairman
Richard D. Casad, Commissioner
A, }. “Bud” Pardini, Commissioner

STATE OF WASHINGTON |
WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

1300 S. Evergreen Park Dr. S.W., P.O. Box 9022 « Olympia, Washington 98504-9022 * (206) 753-6423 * (S5CAN) 234-6423

May 21, 1992

Mr. Jon E. Eliassen, Vice President &
Chief Financial Officer

The Washington Water Power Company

P. 0. Box 3727

Spokane, Washington 99220

. Subject: Washington Water Power accounting petitions
Docket Numbers UE-920352(P) and UG-920354 (P)

Dear Mr. Eliassen:

The Washington Utilities and Transportation Commission, in its
special open meeting in Spokane on April 30, 1992, authorized the
electric lost margin deferral and the accounting treatments for gas
conservation investment proposed by the company in its filing in
Docket Numbers UE-920352(P) and UG-920354(P), as clarified and/or
modified by the company’s letters dated April 6, 1992, and April
27, 1992 (copies attached). ’

The accounting treatment approved herein will be subject to review
in subsequent rate proceedings. As indicated in the company’s
April 17, 1992 letter, item 6, the authorization contained in this
letter is for booking purposes and does not constitute pre-approval
of recovery of such costs in subsequent rate proceedings. As with
cother adjustments, the company bears the burden of proving the
fairness, Jjustness and reasonableness of these costs in '‘such

proceedings.

The Commission took no action on the petition for a gas and
electric incentive mechanism,. in the form of an additional two
percent return on coriservation investment. The company has agreed
to defer this request to a future date. ‘

This letter summarizes the specific accounting procedures requested
by the company and approved by the Commission.
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Docket Numbers UE-920352(P) and UG-920354 (P)
May 21, 1992
Page 2

“A. Electric Tost Margin Deferral:

1. The company is allowed to record monthly as a debit to Account
186, Miscellaneous bebits, and a credit to Account so08,
Customer Assistance Expenses, all lost margin amounts arising
from its implementation of conservation programs other than
the Fuel Efficiency program, including the amounts that would
otherwise be charged to low income participants in the Fuel

Efficiency program. These amounts are the "“lost margin
amounts®, '
2. The monthly lost margin amounts are to be calculated by

multiplying the -appropriate lost margin rates reflected on
page 1 of Exhibit 3 (that accompanies the company‘’s filing)
and the appropriate demand rates found in the company’s
approved tariff Schedules 11 and 21 by the amounts of KWH and

demand savings previously estimated
determination of electric avoided costs,
for participants in electric conservation

‘and used in the
grant levels, etc,
Schedules 60, 65,

67, and 91, as well as for the low~income participants in

Schedule 90.

3. An allowance for funds used to conserve energy (AFUCE) is
allowed to be accrued monthly on the deferred lost margin
amounts, using the same rate as that approved for other demand
side management (DSM) investments, and to be recorded by

debiting Account 186, Miscellaneous

Deferred Debits, and

crediting Account 432, Allowance For Borrowed Funds Used
During Construction. However, the deferred lost margin should
be considered part of total DsSM investment and, thus, this
AFUCE accrual is subject to the restrictions set forth in the

Commission letter dated .October 18, -1989,

4. Amortization of the lost margin and related AFUCE amounts will

' be accomplished by debiting Account 908 and crediting Account
186, using the same amortization rates as those approved for
the investment in the related conservation programs.

Lost margin amounts associated with

pPrograms, and the AFUCE accrued thereon,

accounting treatment as that allowed to

the company’s Dsx
will receive the same
the company’s actual

‘investment in these programs. On March 14, 1991, the company
was allowed to change its accounting methodology for its
investment in DSM in order to follow the Commission’s approved
methodology as used by Puget Sound Power and Light Company,
prior to the adoption of the Periodic Rate Adjustment
Mechanism. The accounting treatment is consistent with Water
Power’s request contained in its February 7, 1991 Petition and
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as confirmed by the company’s representative at the
Commission’s March 13, 1991 open meeting. This methodology
requires that the Commission set an amortization level during
a rate proceeding, which is to be used as the required level
for annual amortization until the level is reset in a later

proceeding.

5. The Federal income tax effects of deferred lost margin amounts
will be normalized and recorded as debits to Account 410.10,
Provision For Deferred Income Taxes, and as credits to Account
282, Accumulated Deferred Income Taxes - Other Property.

6. Work orders, sub-accounts, and location numbers will be used,
as appropriate, to insure proper identification of the lost
margin amounts.

B. r. ent o as Conservati T ent:

The company will be allowed to account for its investment in gas
conservation similarly to its current accounting applicable to its
electric conservation expenditures, as outlined in the Commission’s
letters dated October 18, 1989, and March 14, 1991. Specifically:

1. The company is allowed to defer all direct, administrative,
and general costs associated with new gas conservation
programs approved by the Commission, and to delay the
amortization of these costs until its next gas general rate
case, The deferred costs will be charged to Account i8s6,
Miscellaneous Deferred Debits.

2. The company is allowed to defer in Account 186 all research,
development, and administrative costs directly associated with
the planning, development, and administration of new gas
conservation programs. However, only those costs leading to
programs subsequently approved by the Commission will be
capitalized as part of the programs’ authorized costs. The
rest shall be written off to expense.

3. The company is allowed to accrue AFUCE on its approved gas
conservation investment not yet included in rates. AFUCE is
calculated menthly, but is only compounded annually. The AFUCE
rate is the company’s most recently approved rate of return
for gas operations, net of the income tax effect of interest.
As . with the accrual of AFUCE on electric conservation
investment, AFUCE will only be accrued when total unamortized
gas conservation investment exceeds the investment included in
the most recent gas rate setting proceeding or other docket as
qetermined by this Commission. currently this base investment
is zero. : '
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4. At the time of the company’s next gas rate case, deferred gas
conservation investment and accrued AFUCE previously recorded
in Account 186, if approved by the Commission, will be
amortized to Account 908, Customer Assistance Expenses, over
the expected lives of the related DSM measures, not to exceed
30 years. The conservation amortization level will be set in
a rate proceeding and the company shall amortize that amount
each year until the amount is reset in a following rate
proceeding.

Any gquestions concerning this letter should be directed to the
attention of Ken Elgin, Assistant Director, Energy Section,
telephone (206)586-4510,

Sincerely,

Ve

Paul curl
Secretary

Attachments
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Agenda Date: Dcc.émber 14, 1994
Jem Number:

Docket: UE-941378 and UE-941377
Company Name; Washington Water Power

Staff; Deborah Stephens, Utilities Rate Research Specialist
Rolsnd Martin, Revepue Requirements Specialist

Recommendation:

Permit the revisions filed in Dotkets UE-941275 and UE-941377 1o become effective January 1,
1995, u¢ filed.

Discussion: ‘ |
|
Purpose: ‘

The purpose of these filings s to revise Washington Water Power’s (WWP/Company) Schedule 90,
the Company'’s demand-side management (DSM) tariffs, and to create a special tariff (Schedule 51)
which Is designed as a separate charge to customers to provide funding for the DSM programs. The
programs in Schedule 90 replace the Company’s existing DSM tariffs, the majority of which are
seheduled to "sunset” at the end of this year. The proposed programs consist of a continuation of
selected existing programs and scveral market transformation efforts. The DSM programs in this
tariff filing are being requested by the Company at a time when it contends to have no impending
short-term need for these resources. The proposed "DSM tariff rider" provides for current expense
treatment-of DSM program expenditires, rather than traditional ratebase/amortization treatment,
therefore lowering the cost of DSM to customers and avoiding. the build-up of a regulatory asset by

the Company.
. i

The proposed programs include three experimental market transformation programs: u Regource
Conservation Manager (RCM) program, a commercial/industrial trade ally program, and a
commiercial/industrial building commissioning progrsm. The RCM program targets improved:
operations and maintenance within public gchools. The salaries of two resource conservation
ruanagers, hired from among existing schuol personne! staff, will be guaranteed with the expectation
that bill savings from reduced energy consumption will mote than offset program costs, based on
similar programs which have been run in Oregon. The trade ally program is designed (0 identify and
implement DSM projects that are cost-effective but have not occurred because of identifiable market
parriers. Theé building commissioning program is a process of assuring that all building facility
systems perform interactively at the highest efficiency level in accordance with the owner’s
operational needs. These market transformation programs are consistent with 2 regional direction of
sequiring the DSM resource st a lower cost to ratepayers. '

Process:

Several discussions pertaining to issues of this filing were held by the Demand-Side Tssues Group
(DIG), which was established in 1992 to discuss the Company’s DSM efforts. Members of the DIG
discussed but did not teach consensus on an appropriate level of DSM. Several members of the DIG
expressed concerns regarding the Company’s resource decigions which have ultimately impacted (he
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level of DSM. 1t is Staff’s understanding that the DIG was never intended to be a forum for

@g: 17 WUTC -~ 588 482 4873
]

determining the Company's resource. needs, Due to a Jack of consensus on the appropriate level of
DSM acquisition, the design end implementation of the programs proposed in this filing were not
discussed within the DIG ptocess. However, following the filing of these tariffs, Staff held a meeting
to discuss the concerns of DIG micmbers related to program design. The Company amended its tariffs

based on that meeting, in order to address the concerns of DIG members who participated in Staff’s

meeting

Staff’s investigation of the Company's funding mechanism proposal iteluded analysis and evaluatioh

from an economic, policy, financial, and revenue requirement standpoint, Based on the results of
Staff’s investigation, concerns were addressed, discussions ensued, negotiations took place, and Staff
and the Company ultimately reached a mutval agreement. It is Stafi’s understanding that other

negotiations between the Company and several DI merabers ocourred but did not result in a

Conside

Staff recognizes that this filing represents a considerable ramp-down of DSM acquisition from Water
Power’s curtent level, In light of its assertion of resource balance, the Company has baged its :

settiement.

rations and Recommendations;

decision 1o offer these programs on the following objectives: the promotion of éncrgy cfficiency, the
desire to maintain resource diversity, the ability to address the timing of résource needs, the Interest
in promoting market transformarion efforts, and the creation of improved customer setvice. Staff
finds these objectives and the proposed DSM prograsmis to be reasonable in the face of a potentially
changing electric industry environment.

Staff believes that both the magnitude of DSM acquisition and the Company’s supply-side resource |

acquisition decisions are determinations that should be Icft to the Company’s management, and should
be examined and evaluated for prudence in a general rate proceeding, Staff takes its guidance most
recently from Comumission orders in Docket UE-930616, Commission Order Dismissing Complaint of
Sesco, Inc., which provides the following: "Thus, the Commission has determined that it will allow
utility management to determine, in the first instancé, what resources it should build or purchase.

The Commission, under current practice, reviéws those decisions in a general rate proceeding.”

The Company views its proposed DSM tariff rider as a measured vesponse to industry changes which,

among other things, does not require a general rate case to implement. However, if approved, the
rider will increase customers' vates by approximately 1.5%. On average, residential customers’ bills
will increase by approximately 81 cents. The lack of an “earnings test” by the Company to support
its proposal caused major concerns 1o Staff. Siaff performed a review of the Company’s most recent
*Commission basiz" results of operations. Based on the results of Staff’s analysis of the Company's
earnings level, Staff concluded that the incremental revenue from the tariff rider 1o fund the DSM
programs falls within a reasonable fange'which may be subjected to litigation, depending on the
_extremity of each pasty’s assuniptions regarding fair cost of capital, capital structure, and cost of

service elements.

With this waditional ratemaking baramcter n mind, Staff considered the following factors and
concluded that a recommendation of the revenue. increase. proposed by Water Power js in the public

interest:

1

&) The revenue increase will not yield additional earnings to the Company, because the funds

generated will be used exciusively for DSM acquiskion,
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b) Granting the rider is consistent with the provisions of RCW 50.28.260 which directs the

" Commission to consider granting the Company protection from a reduction in short-term
earnings that may be a direct result of energy efficlency progtams., :

c) With the rider, the company expenses rather than defers its DSM expendirures which will
avold the build-up of a regulatory asset on the utility's baoks and the complexities
associated with deferred accounting and-AFUCE. . : .

d) The Company has agreed to accelerate the smortization of DSM expenditures currently on
its books, beginning on January 1, 1995, which will lower the cost of this DSM to
ratepayers and simultaneously address the emerging issue of regulatory assets, :

e) Other benefits and considerations as gtated in the Company’s filing, ‘ |

. By recommending that the Commission approve the Company’s proposed DSM tariff rider for a two-
year period, Staff does not make any determinations regarding the future treaiment of expenditures
which are incurred to acquire deinand-side resources in order to mieet resource needs. Nor should
any party construe the Commission’s acceptance of the experimental rider as an indication of any
preference or policy determination fegarding the appropriate method for acquiring conservation or the
associated rate-making treatment of conservation expendifures. -

In conclusion, Staff has considered the concerns of the other interested partics in this proceeding and
believes that Commission policy dictates that resource acquisition be determined by the Company.
Stafl also believes that the proposed tatiff rider offers a reasonable alternative to ratebase treatment of
DSM expenditures. Therefore, Staff believes the proposed revisions are reasonable and recommends
the Commission permit the filings in Dockets UJE-041375 and UB-941377 to become effective January

I, 1995.
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STATE OF WASHINGTON

DEPARTMENT OF COMMUNITY, TRADE AND ECONGM'lC‘DEVE'LO'PMENT

ENERGY POLICY
925 Plum Street SE, Bldg. 4 * P.O. Box 43173 » Olympia, Washington 98504-3173 ¢ (360) 956-2096  FAX (360) 956-2180

September 23, 1998

Carole Washburn

Executive Secretary

Washington Utilities & Transportation Commission
PO Box 47250

Olympia, WA 98504-7250

SUBJECT: Docket No. UE-981126 — Electric Energy Efficiency Programs and Tariff Rider

Dear Ms. Washbumn:

As a stakeholder in Washington Water Power’s (Company) Demand Side Opportunities Group
and as a representative of the Energy Policy Group at the Department of Community, Trade and
Economic Development, I would like to indicate our support for the Company’s current filing
modifying Schedules 90 and 91. I would also like to take this opportunity to share with the
Commission some comments on the Company’s current energy efficiency programs, their
process, and the forward looking nature of their current filing.

The Company currently has a useful mix of programs that they offer their customers. Ibelieve
the opportunity exists to design a modified program mix that more aggressively captures energy
efficiency savings. The Company’s proposals to create the Triple E Board and bring in some
national expertise to assist with this task are strong mdwators that they are prepared to make such
modifications.

Staff at the Company have been consistently responsive to stakeholders’ concerns and requests
throughout the review of their current program mix and development of their current filing.

It reflects well on the Company and its employees that they are presenting a proposal to secure
ongoing finding for energy efficiency and low-income weatherization programs more than a
year before their current programs expire.

m@w "5
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Carole Washbum -
September 23, 1998
Page 2 0f2

This filing displays a much-needed commitment to public purposes at a time of flux in this
industry, CTED has publicly supported a tariff rider type mechanism such as the Company’s
as one way to obtain funds for public purpose programs and we support their use of it in this
filing. I am encouraged that the Company is willing to link the future magnitude of their tariff
rider with a market indicator such as the availability of potential energy efficiency resources.

I look forward to having the Triple E Board and the Company conduct that analysis in the year

2000.

Sincerely, .

Zhdil gy

E]lzabeth C. Klumpp
Energy Policy Specialist

cc:  Thomas Dukich, WWP
Bruce Folsom, WWP
Doug Kilpatrick, UTC

KD\Active\Policy\EK\0SL1rs.doc
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SERVICE DATE
SEP 2 9 2000

BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION
' COMMISSION

WASHINGTON UTILITIES
AND TRANSPORTATION

COMMISSION, DOCKET NO. UE-991606

)

)

)

, )
Complainant, )
)
v. )

) DOCKET NO. UG-991607

)

)

)

)

AVISTA CORPORATION,
THIRD SUPPLEMENTAL

Respondent. '. ORDER

Synopsis: The Commission orders an overall gas rate increase of
$1,672,000, or 2.1 percent.

The Commission orders an overall electric temporary rate decrease of
$3,406,000, or 1.4 percent.

The Commission orders further proceedings to determine any
appropriate power cost adjustments.

The Commission orders a bill credit of $19,869,296 million to reflect the
ratepayers’ portion of gain on sale of the Centralia coal plant facility.
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DOCKET NOS. UE-991606 & UG-991607 ' PAGE 112

3. Electric Tariff Rider

The Company proposes to maintain the level of the electric demand side management
(DSM) tariff rider at 1.54 percent of retail revenues. The Commission finds this
acceptable. However, if the balance in the tariff rider fund is not reduced to a
reasonable level'® by mid-year 2001, the Company must file a rider rate adjustment
that more closely matches its actual DSM program expenditures. If the energy
efficiency program expenditures exceed tariff rider collections in the future, the
Company may not collect interest on the negative balance; the Company must bear
the risk of undercollection of funds through the tariff rider; because the Company, not
its customers, manages the energy efficiency program expenditures.

H. Natural Gas Rate Spread

Commission Staff, Public Counsel, and NWIGU sponsored joint testimony on gas
rate spread, agreeing that any increase in natural gas rates should be spread among
classes (other than schedules 131 and 148) on an equal percentage of margin basis.
All customer classes fall withing a narrow range with respect to revenue versus
average rate of return. Avista agrees with the joint rate spread proposal. Avista Brief,
101. 'We accept the joint proposal.

1. Natural Gas Rate Design

There are two areas of disagreement on natural gas rate design: 1) The level of the
monthly charge, and 2) rate structures for transportation customers.

1. Gas - Monthly Customer Charge

Avista proposes increasing the residential basic monthly charge from $4 to $5 a
month, which would recover the cost of meters, meter reading, billing, and service
lines (i.e., the line that connects a customer’s house to the gas main). The Company
claims this would recover less than 20 percent of gas service costs. Commission Staff
advocates changing the customer charge by the same percentage as the overall

13 Defined by Commission Staff as approximately one to one and one-half months’ revenues
from the tariff rider, or a balance under $450,000.
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January 26, 2009

SENT VIA E-MAIL AND FIRST CLASS MAIL
David Danner

Executive Director

Washington Utilities and Transportation Commission
1300 S. Evergreen Pk. Dr. S.W. '
PO Box 47250

Olympia, WA 98504-7250

Re:  Avista’s Tariff Filing to Increase Electric and Natural Gas DSM Tariff Rider Levels
Docket Nos. UE-082272 and UG-090052

Dear Mr. Danner:

Public Counsel submits this letter in advance of the Commission’s January 29, 2009, Open
Meeting with regard to Avista’s proposals to increase its electric and natural gas demand side
management (DSM) tariff riders. Public Counsel supports the Staff recommendation to allow the
tariffs to take effect, in light of the commitments Avista has agreed to in the attachment to the
replacement cover letter filed by the Company on January 23, 2009.

While Public Counsel strongly supports utility efforts to achieve cost-effective DSM and
commends Avista for its efforts to accomplish this, we are concerned about the large size of the
negative DSM tariff rider balances. Avista’s proposal to nearly double its DSM tariff rider
revenues is driven in large part by the need to devote a substantial amount of the additional
revenues to pay down the negative balances.

Since 2005, the negative DSM tariff rider balances have continued to grow, in both the
Washington electric and natural gas accounts. At the end of 2008, the balance in the Washington
electric DSM tariff rider had reached negative $5.9 million and the Washington natural gas DSM
tariff rider had reached negative $2.79 million according to the Company. In comparison, year-
to-date total DSM tariff rider revenues at the end of 2008 were $9.1 million for electric and $2.9
million for natural gas.

Avista has proposed to increase the rate for Washington residential customers on the electric
tariff rider to $.00317 per kWh, which represents a 70 percent increase from the current rate of
$.00186 per kWh. The proposed natural gas DSM tariff rider rate for Washington residential and
small commercial customers is $.03344 per therm, which represents an 82 percent increase from
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To: David Danner

Re: Docket Nos, UE-082272 and UG-090052
January 26, 2009

Page 2

the current rate of $.01837 per therm. Avista estimates the DSM rider level increases will
generate an additional $6.97 million in Washington electric revenues and $2.41 million in
Washington gas revenues annually, With these increases, Avista’s total annual Washington
DSM revenues are estimated to be $17 million for electric and $5.4 million for natural gas. The
Company estimates that the proposed tariff rider rate increases will eliminate the negative

- balances by the end of 2010, as well as fund estimated future DSM expenditures.

Public Counsel is concerned at the size of the increase to the electric and natural gas tariff riders
and that a significant portion of the increased revenue will go to paying down the negative tariff
rider balances rather than funding current programs. More than 40 percent of the electric rider
increase and almost 60 percent of the gas rider increase will pay down the negative tariff rider
balances over the next two years. We understand that in a given year perfect symmetry will not
always exist between the proposed budget and actual expenditures, but earlier and more regular
review of tariff rider imbalances and appropriate revisions to the rider levels could have
prevented the DSM tariff rider balances from growing quite so large.

In light of our concerns regarding this matter, Public Counsel issued written questions to the
Company and conferred with Avista and Commission Staff to discuss possible steps to improve
the process of monitoring the tariff rider balance. We are hopeful that the commitments Avista
has agreed to will reduce the likelihood of such large negative balances after 2010. Below we
highlight our understanding of these commitments.

1. Annual February 15 Filing. Public Counsel believes an annual date certain filing to revise
the DSM portions of the Schedule 91 and 191 tariff rider mechanisms will provide the
Company an opportunity to make annual adjustments to rider rates as necessary, based on
budget projections for the coming year, and should serve to minimize any potential under or
over collections.

2. Quarterly Tariff Rider Balance Reports. Avista will file quarterly reports on the Schedule '
91 and 191 tariff rider balances with the Commission and the External Energy Efficiency '
Board (Triple E). The reports will track the Company’s progress toward eliminating the
negative balances by year end of 2010.

3. Draft Tariff Revisions and Expenditure Alerts to the Triple E Board. Avista also
commits to share with the Triple E Board draft tariff revisions affecting the Company’s DSM
portfolio at least 30 days prior to filing such a revision with the Commission. In addition,
Avista will send an e-mail alert and action plan to the Triple E if monthly projections indicate
that the Company will spend more than 120 percent or less than 80 percent of its annual
energy efficiency budgets for either Washington or Idaho electric or natural gas DSM. These
commitments are similar to requirements that PSE has in place with its Conservation
Resource Advisory Group. ‘
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Re: Docket Nos, UE-082272 and UG-090052
January 26, 2009

Page 3

In conclusion, Public Counsel strongly supports Avista’s efforts to achieve cost-effective DSM,
and we are hopeful that the commitments agreed to by Avista will reduce the likelihood of such
large negative DSM account balances going forward. We also note that the prudence of Avista’s
2008 DSM expenditures will be reviewed in the rate case Avista filed last week. Lea Daeschel
and Mary Kimball will attend the January 29, 2009 Open Meeting to address this matter for
Public Counsel.

Sincerely,

Simon J. ffitch
Senior Assistant Attorney General

cc: Anne Solwick (E-mail)
Deborah Reynolds (E-mail)
Bruce Folsom (E-mail)
Linda Gervais (E-mail)
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PacifiCorp Relevant Orders

Docket Number

Page

Component

Content

UE-991832

3" Supplemental

Comprehensive Stipulation, Appendix B, pg 5.

22
Order
UE-001457 25 | Order implementing UE-991832 compliance filing.
UE-001457 30 1% Supplemental Removed expiration date.
Order .
UE-051090 33 Order 07 Settlement requiring updated conservation

potential assessment.
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BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION

COMMISSION
WASHINGTON UTILITIES AND )
TRANSPORTATION )
COMMISSION, ) DOCKET NO. UE-991832
)
Complainant, )
)} THIRD SUPPLEMENTAL ORDER
v. }  APPROVING AND ADOPTING
: ) SETTLEMENT AGREEMENTS; REJECTING
PACIFICORP d/b/a PACIFIC ) TARIFF SHEETS; AUTHORIZING AND
POWER & LIGHT, } REQUIRING COMPLIANCE FILING
)
Respondent. )

Nt

..............................

Synopsis: The Commission approves two settlement agreements that establish a
five-year rate plan for PacifiCorp. The approved rate plan provides for rate stability
through gradual increases in generally available rates during the three years following
PacifiCorp’s recent merger with ScottishPower, followed by two years of no general
rate increases. The approved settlement terms require accountability, including a
comprehensive rate review at the end of the rate plan period, and provide for ongoing
processes related to prudence of resource acquisitions, low-income programs, and
conservation measures. The settlement terms extend existing performance standards
for network reliability and customer service, and customer service guarantees,
through the end of the five-year period.

I. SUMMARY

PROCEEDINGS: On November 24, 1999, PacifiCorp d/b/a Pacific Power & Light
("PacifiCorp" or "Company") filed certain tariff revisions designed to effect a general
increase in its rates for electric service. The Company's letter of transmittal indicated
that the cumulative effect of the tariff filing would be to increase annual revenues by
$25.8 million. The Commission, by Order entered December 29, 1999, suspended -
the operation of the tariff revisions pending hearing or hearings concerning such
changes and the justness and reasonableness thereof. The Commission convened
prehearing conferences in this matter in Olympia, Washington, on January 21, 2000,
April 21, 2000, and June 1, 2000, before Administrative Law Judge Dennis J. Moss.
The Commission conducted evidentiary hearings on April 25 and 26, 2000, and June
5, 6, and 7, 2000, before Chairwoman Marilyn Showalter, Commissioner Richard
Hemstad, Commissioner William R. Gillis, and Administrative Law Judge Dennis J.
Moss. Further hearing proceedings were conducted on July 17, 2000, before the
Commissioners and presiding ALJ to consider a proposed comprehensive settlement
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proceeding, the Company, in its sole and complete discretion, may take actions in response to
such Joint Report; provided, however, that such actions will not affect the rates established

pursuant to this Stipulation.

b. Standard. The standards applied by the Commission to measure prudence are
generally as follows:

[W]hat would a reasonable board of directors and company management have
decided given what they know or reasonably should have known to be true at
the time they made a decision. This test applies both to the question of need and
the appropriateness of the expenditures. (Cause No. U-83-54, Fourth
Supplemental Order, p.p. 32-33)

Each of the IQUs bears the burden of demonstrating the prudence of new resource
acquisitions to the Commission. A demonstration of prudence includes a showing
that (1) the selection of each resource was necessary and reasonable, (2) the costs
of acquisition were appropriate based upon what a reasonable board of directors
and company management decided given what they knew or reasonably should
have known to be true at the time the decision was made, and (3) the costs were
regularly evaluated. (Notice of Termination of Notice of Inquiry, Docket No. UE-
940932, April 1998) '

Nothing in this Stipulation prevents any Party from asserting any other consistent and
applicable Commission precedent. The Company will be required to make an affirmative
showing in the direct testimony and exhibits of its next general rate proceeding demonstrating
the prudence of those resources acquired since its previous general rate case (Cause

No. U-86-02) which it proposes to include in rates in such proceeding.

7.  System Benefits Charge

Within fifteen (15) days after a Commission order accepting this Stipulation (or such
later date upon agreement of all Parties), the Company will submit in a separate tariff filing its
proposal for a System Benefits Charge. The proposal will provide for recovery of the
Company’s DSM expenditures in Washington. The filing will address the recovery of
investments in energy efficiency, including low-income weatherization and regional market
transformation, and will not include recovery of the above-market costs of new renewable
resources, which the Company is not precluded from seeking to include within the System
Benefits Charge in a subsequent filing.’ By July 14, 2000 (or such later date upon agreement
of all Parties), the Company will convene interested stakeholders to discuss the specific
characteristics of the System Benefits Charge filing, including but not limited to program

¢ Nothing in this Stipulatjon addresses the recovery by the Company, through the System Benefits Charge or -
otherwise, of the costs associated with its commitment to renewable resources in Appendix A; Section [ILA of
stipulation “(Merger Stipulation) accepted by the Commission in its Fifth Supplemental Order in Docket No. UE-
981627, the PacifiCorp/ScottishPower merger proceeding,
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design, program implementation, initial program allocation among customer classes, and level
of expenditures and savings. The Parties agree that if a System Benefits Charge is approved
. by the Commission to become effective earlier than January 1, 2001, the revenues to be
“collected under such Charge may be deferred for recovery 1o commence with the first rate
change on January 1, 2001. Any deferral balance shall accrue interest at 8.80% until
recovered through the System Benefits Charge.

'8, Service Quality

The Merger Stipulation includes service quality provisions that are effective for 5 years
following the approval of the merger. These provisions include performance standards for
network reliability and customer service, as well as customer service guarantees. The
customer service guarantees, as set forth in Section I.C. of Appendix A to the Merger
Stipulation, shall continue for the duration of the Rate Plan Period. With respect to network
reliability and customer service performance standards,’” the Company shall continue to report
its performance with respect to such standards through the end of the Rate Plan Period.*

9. Regulatory Actidns During Rate Plan Period

The moratorium on general rate filings during the Rate Plan Period does not preclude
the Company from requesting, or the Commission from approving, tariff or rate changes for
the following purposes:

a. Impact of governmental or legislative actions, such as changes in Federal tax
rates or changes in environmental laws or regulations;

b. Tariff filing pursuant to Section 7 of this Stipulation to implement a System
Benefits Charge; :

c. Tariff filing pursuant to Section 14 of this Stipulation to implement low-income
assistance programs;

d. Impact of changes in transmission costs due to implementation of a regional

transmission organization, or RTO, (including action on motion of the
Commission or any Party in the case of a cost decrease);

e. Revenue-neutral filings to implement intra-class cost of service changes or
redesign of intra-class electric rates as necessary to accommodate market
conditions; and

f. Ongoing regulatory activities, such as: New service offerings; pursuing special
contracts tailored to meet individual customer needs; participation in
Commission notices of inquiry, or NOIs, on electric industry issues, including
the opportunity to seek related rule or tariff changes; and tariff changes

’ Sections LA and LB of Appendix A to the Merger Stipulation.

* Any penalty payments required under the Merger Stipulation with respect to network reliability and customer
service performance standards shall be in accordance with the time periods established in the Merger Stipulation.
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Agenda Date: October 25, 2000
Item Number: 2A

Docket: UE-001457
Company Name: PacifiCorp, dba Pacific Power & Light

Staff: Joelle Steward, Policy Research Specialist, Energy
Graciela Etchart, Rate Research Specialist, Energy
Roland Martin, Regulatory Consultant, Energy

Recommendation:

Permit the tariff revisions for Schedules 115, 116 and 125 to become effective October 26, 2000,
and if PacifiCorp agrees to a sunset date of December 31, 2002, permit the tariff revision of
Schedule 191 to become effective January 1, 2001. Also issue an order that 1) authotizes
deferral of DSM expenditures incurred after October 26, 2000, for collection through the System
Benefits Charge, and 2) requires interest accrual on a positive balance at 8.8% and denies request
for interest accrual on a negative balance.

Background: _

The purpose of this filing is to establish a new collection mechanism for PacifiCorp

(“Company”) to fund demand side management (DSM) programs through a System Benefits

Charge (SBC), as well as to introduce two new DSM programs (Schedules 115 and 116) and

make enhancements to an on-going DSM program (Schedule 125, Energy FinAnswer). The
_programs in this filing are expected to achieve annual energy savings of 1.56 aMw.!

The Company originally proposed the SBC in its recent general rate case in Docket UE-991832.
The Stipulation by the parties in that case, which was subsequently approved by the Commission
in the Third Supplemental Order, allowed for the Company to submit in a separate tariff filing its
proposal for a SBC. -

The Stipulation required the Company to convene interested stakeholders to discuss
characteristics of the SBC filing. The first meeting of the interested stakeholders occurred on
July 18, 2000. In attendance were representatives from the Company, Commission Staff, Public
Counsel, NW Energy Coalition, the Energy Project, Industrial Customers of NW Utilities, the
Northwest Energy Efficiency Council, Yakima OIC, Department of Community, Trade and

. Economic Development and Avista. The Company then prepared a draft filing based on the
discussions and recommendations from the stakeholders, which was submitted for all parties’
review and comment. There was a follow-up meeting of the parties on September 19, 2000, to
address stakeholder comments and concerns prior to filing.

! This savings target is slightly greater than the target set in the Company's current resource plan, RRAMP 5, which
was filed in December 1997. RRAMP 5 set a target high of 1.04 aMW for 1998 and 1999 in the Washington service
arca. No target was set beyond 1999 in expectation of a future plan. RRAMP 5 sought to maintain a sufficient
amount of DSM activity that would maintain current programs and help minimize constraints when a ramp-up
would be required.
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It is the Company s intention that this stakeholder group will be convened on an on-going basis
for overall review of the Company's DSM programs. The Company has also agreed to file semi-
annual reports with the Commission on SBC collections, expenditures and on-going program
efforts.

Discussion

There are five components of this filing: the SBC as a funding mechanism, two new programs,
enhancements to the FinAnswer program, and a request for authorization to defer for recovery
through the SBC, energy efficiency expenditures incurred after September 1, 2000.

- Schedule 191, System Benefits Charge

This is a volumetric surcharge on customers® bills that will fund the Company’s DSM efforts on
an on-going basis through a balancing account. This is the same mechanism that Avista and PSE
use to fund their DSM programs. The Company has proposed surcharges that will collect
approximately $2.8 million in 2001. This amounts to 1.6% of expected revenue from residential,
commercial and industrial customers not under a special contract. Public street lighting
customers will be charged an overall rate of 0.07 cents/kWh. The increase on an average
residential customer’s monthly bill will be $1.03.

This SBC will be used to fund the programs included in this filing as well as the Company’s
existing commitments for low-income weatherization (Schedule 114) and the Northwest Energy

_Efficiency Alliance. Given that the Company's proposed programs are only serving commercial
and industrial customers, and collections from residential customers represent 45% of the total
SBC, the Company is including a placeholder of $250,000 to develop, market and implement a
residential program in the first year. The Company anticipates that the annual budget for the
proposed programs and on-going comm1tments needed to achieve the targeted energy savings
will be on the-order of $4.1 million.?

To arrive at this level of spending and customer participation, the Company recognizes that a
ramp up period is appropriate in order to avoid overcollecting. The Commission’s experience
with the other electric utilities attests to this fact. Therefore, the Company is proposing to
establish the SBC at $2.8 million for the first 14 months (October 26, 2000 th’rough

- December 31, 2001) This amount was derived from the program managers' professional

udgment and experience with managing similar programs in Oregon. AdJustments will be made

as more is learned about the true economic potential and customer participation in PacifiCorp’s
Washington sérvice area; although adjustments are not expected to occur more than once a year
and will coincide, to the greatest extent possible, with the current rate,plan changes.

Carrying Charge. Staff believes that the balancing account that will account for funds collected
by the SBC and funds expended on the DSM programs and commitments should accrue interest
at an annual rate of 8.8% on a positive balance, i.e. excess of collections over program
expenditures, The Company has requested that interest accrue on any balance, including a

2T have attached the Company's proposed budget, which was referenced on page 5 of the cover letter but was
inadvertently left out of the filing. ‘ ’
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negative balance. Staff considers this request unacceptable in light of the Commission's recent
finding in the Avista rate case, Docket UE-001606, which states:

If the efficiency program expenditures exceed tariff rider collections in the future, the
Company may not collect interest on the negative balance; the Company must bear the
risk of undercollection of funds through the tariff rider; because the Company, not its
customers, manages the energy efficiency program expenditures. Third Supplemental
Order, page 112.

The Company and other stakeholders are concerned that this finding conveys a signal to the
Company that will result in a less than vigorous pursuit of the conservation potential in the
Company's service area, due to a concern over exceeding their budget and assuming the risk of
undercollection. Staff contends that 1) the risk to the Company is uncertain and minimal, and 2)
the Company has set the budget and its target using its program managers' professional
judgment, therefore, this risk should have been incorporated into that decision-making process.
In no way should this risk undermine the Company's efforts to achieve the savings they have
targeted. Furthermore, the Company always has the ability to seek to adjust the SBC and -
provide compelling arguments in its favor to the Commission. The purpose of this funding
mechanism is to enable the Company timely recovery of its DSM costs, not to build-up a
balance--positive or negative. Requiring the Company to bear the risk of undercollection creates
the proper incentive for the Company to plan and budget their programs properly and to seek
regulatory approval when program expansion, and ensuing increase in ratepayer burden, is
necessary. Thercfore, Staff recommends that the Commission apply its decision in the Avista

~ case and affirm that PacifiCorp may not collect interest on a negative balance.

Sunset Date. Staff is also recommending the establishment of a sunset date for Schedule 191 be
set for December 31, 2002. The intention of the sunset, from Staff's perspective, is to provide
the Commission and the stakeholders an open door to address the Company's efforts as well as to
induce the Company to refile the SBC at a level appropriate to its expenditures and to account
for any outstanding balance. The burden will be on the Company to refile the SBC. -

" New Programs, Schedules 115 and 116—Commercial & Industrial Small Retrofit and
Commercial & Industrial Lighting Retrofit

The Company is offering two new programs in this filing. First, Schedule 115 (C&l Small
Retrofit) provides incentives for adopting energy efficient measures in retrofits, including
lighting, and is applicable to commercial and industrial facilities under 20,000 square feet. The
program provides prescriptive funding for proven technologies, such as programmable
thermostats and light-emitting diode (LED) traffic signals, and slightly higher incentive levels
for emerging technologies to encourage market penetration. The incentive levels for this
program and the new program under Schedule 116, are based on the avoided costs under
PacifiCorp's current resource plan—RRAMP 5. This program was developed to provide a
streamlined offering for the smaller facilities, without some of the more burdensome
requirements of Schedule 125. The Company has determined that a fully ramped up program
under Schedule 115 has the market potential to produce annual savings of 0.25 aMW.
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The other new program, Schedule 116 (C&I Lighting Retrofit), is applicable to commercial and
industrial facilities over 20,000 square feet and provides incentives for lighting retrofits. This
program was developed to provide a streamlined offering to the larger facilities that are only
interested in lighting retrofits. The applicable facilities that wish to adopt more comprehensive
. energy efficiency technologies may receive incentives under Schedule 125. The Company
expects that a fully ramped up program under Schedule 116 has the market potential to produce
annual savings of 0.30 aMW.

The Company has conducted cost-effectiveness analyses of these new programs and has
designed both to be cost-effective under the Total Resource Cost test, the Utility Cost test and
the Participant Cost test. The Company will continue its practice of conducting yearly
evaluations of its programs and requires verification of installation of measures before the
incentive is paid. The Company has also included marketing plans in the work papers for this
filing.

Enhancements to Energy Findnswer, Schedule 125

The Company has operated the Energy FinAnswer program in Washington for many years.
Traditionally, the program has provided attractive financing for commercial and industrial
companies to adopt energy efficient technologies. Financing will continue to remain an option;
however, the current filing adds an incentive payment option that is expected to be more
attractive to customers. The incentive payment level is based on the RRAMP 5 avoided costs.
The Company also makes a few minor administrative changes to the program, which are
described in the cover letter, The Company has determined that a fully ramped up program has
the market potential to produce annual savings of 1.01 aMW. As with Schedules 115 and 116,
the Company has prepared a cost-effectiveness analysis for this enhanced program and finds that
it passes the Total Resource Cost test, the Utility Cost test, and the Participant Cost test.

Deferred Accounting Order

In the cover letter for this filing, the Company requests authorization to defer energy efficiency
expenditures incurred after September 1, 2000, for collection through the SBC. If the
Commission approves the SBC and DSM programs, as recommended, Staff recommends thata .

_deferred accounting order be issued for recovery of DSM expenditures incurred after October 26,
2000, rather than September 1, 2000. The Company is agreeable to this deferral period change.
The deferral allows for synchronization of expenditures with collections on a calendar year basis.
This deferral was provided for in the Stipulation in the rate case, which states:

The Parties agree that if a System Benefits Charge is approved by the Commission to
become effective earlier than January 1, 2001, the revenues to be collected under such
Charge may be deferred for recovery to commence with the first rate change on
January 1, 2001. Any deferral balance shall accrue interest at 8.80% until recovered
through the System Benefits Charge. Stipulation, page 6.
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Recommendation

The Commission should permit the tariff revisions for Schedules 115, 1 16 and 125 to become
effective October 26; 2000, and if PacifiCorp agrees to a sunset date of December 31, 2002,
permit the tariff revision of Schedule 191 to become effective January 1, 2001. Staff also
recommends that the Commission issue an order that 1) authorizes deferral of DSM expenditures
incurred after October 26, 2000, for collection through the System Benefits Charge, and 2)
requires interest accrual on a positive balance at 8.8% and denies request for interest accrual on a

negative balance.

ATTACHMENT
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BEFORE THE WASHINGTON STATE
UTILITIES AND TRANSPORTATION COMMISSION

In the Matter of the Application of

- PACIFICORP d/b/a PACIFIC

POWER & LIGHT COMPANY, DOCKET NO. UE-001457

For Authorization to Defer Energy FIRST SUPPLEMENTAL ORDER

)
)
)
)
)
)
)
)
)
)

Efficiency Expenditures for MODIFYING ACCOUNTING
Collection Through a System ORDER ' :
Benefits Charge.

BACKGROUND

On November 8, 2002, PacifiCorp d/b/a Pacific Power & Light Company,
(PacifiCdrp or Company) filed with the Washington Utilities and Transportation
Commission a tariff change in Docket UE-021480, which requires a modification
to the Accounting Order in Docket UE-001457, which states that “Unless _
otherwise changed by Order, Schedule 191 shall expire on December 31, 2002.”
The tariff change, among other things, removes the December 31, 2002,
termination date of Schedule 191, System Benefits Charge Adjustment (SBC), to
allow for the continuation of the SBC beyond December 31, 2002. As stated in
the Accounting Order, the expiration of the SBC was established to induce the
Company to refile the SBC at a level appropriate to its expenditures and to
account for any outstanding balance. We find that the Company has acted
accordingly and therefore the termination date shall be removed.

FINDINGS AND CONCLUSIONS
(1)  The Washington Utilities and Transportation Commission is an agency of
the State of Washington vested by statute with the authority to regulate

rates, rules, regulations, practices, accounts, securities, and transfers of
public service rules, regulations, practices, accounts, securities, and
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transfers of public service companies, including electric companies. RCW
80.01.040; Chapter 80.04 RCW and Chapter 80.28 RCW.

(2).  PacifiCorp is an electric company and is a public service company subject

to the jurisdiction of the Commission.

(3)  Staff has reviewed the request in Docket UE-021480, including related
workpapers. Staff believes the proposed modification to the Accounting
. Order requested by PacifiCorp is reasonable and should be approved.

(4)  This matter was brought before the Commission at its regularly scheduled
meeting on December 11, 2002.

ORDER

THE COMMISSION ORDERS:

(1)  PacifiCorp d/b/a Pacific Power & Light Company’s request to modify the
Accounting Order in this docket is approved.

(2)  The Order shall in no way affect the authority of this Commission over
rates, services, accounts, evaluations, estimates, or determination of costs
on any matters whatsoever that may come before it, nor shall anything
herein be construed as acquiescence in any estimate or determination of

costs claimed or asserted.

(3)  Nothing in this Order is intended to modify any other provision of the

Accounting Order.
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(4)  The Commission retains jurisdiction over the subject matter and
PacifiCorp d/b/a Pacific Power & Light Company to effectuate the

provisions of this Order.

The Commissioners, having determined this Order to be consistent with the

public interest, directed the Secretary to enter this Order.
DATED at Olympia, Washington, and effective this 11" day of December, 2002.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

CAROLE J. WASHBURN, Secretary
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BEFORE THE WASHINGTON STATE
UTILITIES AND TRANSPORTATION COMMISSION

In the Matter of the Joint Application of ) =
MIDAMERICAN ENERGY HOLDINGS ) Docket No. UE-051090 gg‘:“ QE‘ %’ By
COMPANY AND PACIFICORP DBA ) A
PACIFIC POWER & LIGHT COMPANY ) STIPULATION neg ¢ = 2
) | L 8Ex RS
For an Order Authorizing Proposed ) 2z § T RS
‘Transaction ) 4 &= S_H
) =

: I. PARTIES ,
1. This Stipulation is entered into by and among MidAmerican Energy Holdings

Company (“MEHC”) and PacifiCorp d/b/a Pacific Power & Light Company ( “PacifiCorp”)
~ (Jointly “Applicants”) and Staff of the Washington Utilities and Transportation Commission
(“Staff”),’ the Public Counsel Section of the Office of the Attorney General (“Public
Counsel”), Iﬁdustrial Customers of Northwest Utilities (“ICNU”), and the Energy Project

(together “the Parties” and md1v1dually “Party™) for the purpose of resolving all issues in this

proceeding.

1L, RECITALS

2. On July 15, 2005 Applicants fﬂed a jomt Apphcatlon for an order authorizing a
proposed transaction (“Transaction”) whereby MEHC would acquire all of the outstandmg
common stock of PacifiCorp and PacifiCorp would thereafter become an indirect wholly
owned subsidiary of MEHC. On August 16, 2005, Applicants submitted a revised Application
reﬂectmg the unpact of the enactment of the Energy Policy Act of 2005, inchuding the repeal
of the Public Utlllty Holding Company Act of 1935

- 'In formal proceedmgs, such as this, Staff is an independent party. The three member panel
of Commissioners is not a party to this Stipulation. The Commissioners must review, consider and

- decide whether this Stipulation should be adopted by the Commission.
2 The Revised Application was submmed pursuant to a Motion for Leave to file revised pages.

STIPULATION ~ Page 1
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emmissions rate of PacifiCorp’s coal-fueled generation fleet. MEHC represents
that the investments to which MEHC is committing are expected to result in a
decrease in the SOz emissions rates of more than 50%, a decrease in the NOx
emissions rates of more than 40%, a reduction in the mercury emissions rates of .
almost 40%, and no increase expected in the COz emissions rate.

44) a) MEHC and PacifiCorp commit to conducting a company-defined third-party
market potential study of additional DSM and energy efficiency opportunities
within PacifiCorp’s service arcas. The objective of the study will be to identify
opportunities not yet identified by the company and, if and where possible, to
recommend programs or actions to pursue those opportunities found to be cost-
effective. The study will focus on opportunities for deliverable DSM and
energy efficiency resources rather than technical potentials that may not be
attainable through DSM and energy efficiency efforts. On-site solar and
combined heat and power programs may be considered in the study. During the
three-month period following the close of the transaction, MEHC and
PacifiCorp will consult with DSM advisory groups and other interested parties
to define the proper scope of the study. The findings of the study will be
reported back to DSM advisory groups, commission staffs, and other interested
stakeholders and will be used by the Company in helping to direct ongoing DSM
and energy efficiency efforts. The study will be completed within fifteen
months after the closing on the transaction, and MEHC shareholders will absorb
the first $1 million of the costs of the study.

b) PacifiCorp further commits to meeting its portion of the NWPPC’s energy
efficiency targets for Oregon, Washington and Idaho, as Iong as the targets can
be achieved in a manner deemed cost-effective by the affected states.

¢) In addition, MEHC and PacifiCorp commit that PacifiCorp and MEC will
annually collaborate to identify any incremental programs that might be cost-
effective for PacifiCorp customers. The Commission will be notified of any
additional cost-effective programs that are identified.

45)  MEHC and PacifiCorp commit to continue customer service guarantees and
performance standards as established in each jurisdiction, provided that MEHC
and PacifiCorp reserve the right to request modifications of the guarantees and
standards after March 31, 2008, and the right to request termination (as well as
modification) of one or more guarantees or standards after 2011. The
guarantees and standards will not be eliminated or modified without
Commission approval.

46) MEHC has significant experience in assisting its communities with economic
development efforts. MEHC plans to continue PacifiCorp’s existing economic

APPENDIX A - Page 11
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PSE Relevant Orders:

Docket Number | Page Component Content
UE-920630 1* Supplemental Establishes TRC as cost effectiveness test.
: 36 .
Order Rejects us of UC.
UG-950288 39 Letter Granting accounting petition to establish gas
tracker.
UE-970686 41 Order “Granting accounting petition to establish
electric rider.
UE-970686 47 2" Supplemental | Requiring semi-annual reporting.
Order
UE-011570 & 49 12" Supplemental | Approving and adopting settlement
UG-011571 Order stipulation, Exhibit F — Settlement 6/20/2002.
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SERVICE DATE
SEP 24 1992

BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

WASHINGTON UTILITIES AND
TRANSPORTATION COMMISSION,

Complainant,
v'

PUGET SOUND POWER

DOCKET NO. UE-920630
FIRST SUPPLEMENTAL ORDER

REJECTING TARIFF FILING;

& LIGHT COMPANY. AUTHORIZING REFILING

Respondent.

. . 3 . . . . . . . . L] . .

Vsl Nl St St e tl N St Vs “os? Nm “u?

PROCEEDINGS: On June 1, 1992, Puget Sound Power &
Light Company filed tariff sheets for the Periodic Rate
Adjustment Mechanism (PRAM) covering the 12-month period October
1, 1992, through September 30, 1993. The filings were made
pursuant to the Commission’s order in Docket Nos. UE-901183-T and
UE-901184-P. The tariff filings would increase rates by
$97,369,432, On rebuttal the company revised it{s request to an
increase of $92,244,568.

" The Commission suspended the tariff revisions pending
hearings on the justness and reasonableness of the rates
requested in the filings.

HEARINGS: The Commission held hearings on July 2,
August 4, 5, 26, 27, 28, and September 9, 10, 11, and 18, 1992.
The hearings were held before Chairman Sharon L. Nelson,
Commissioner Richard D. casad, Commissioner A.J. Pardini, and
Adrinistrative Law Judge Lisa A. Anderl of the Office of
Adnministrative Hearings. The Commission gave proper notice to
all interested parties.

APPEARANCES: Puget Sound Power & Light Company (Puget
or company) was represented by James M. Van Nostrand and Steven
C. Marshall, attorneys, Bellevue. The Staff of the Washington
Utilities and Transportation Commission (Commission Staff) was
represented by Donald T. Trotter, Steven W. Smith and Robert D,
Cedarbaum, assistant attorneys general, Olympia. The public was
represented by Charles F. Adams, assistant attorney general,
public counsel section, Seattle. Intervenor Bonneville Power
Administration (BPA) was represented by Susan B. Millar, .
attorney, Portland, Oregon. Intervenor Washington Industrial
Committee for Fair Utility Rates (WICFUR) was represented by
Peter J. Richardson, attorney, Boise, Idaho., Intervenor Building
Owners and Managers Association of Seattle and King County (BOMA)
was represented by Art Butler, attorney, Seattle. Intervenor
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3. Conservat o] effectiven

Public Counsel witness Dr. Glenn Blackmon proposed an
adjustment to disallow the cost of conservation resources which
were in excess of. the company’s avoided cost. Dr. Blackmon
argued that three of the company’s conservation programs were not
cost~effective and that the company calculated cost effectiveness
incorrectly by failing to include customer and BPA contributions
when calculating cost. Dr. Blackmon conceded that his analysis
does not include an assessment of non-enerqgy benefits (aesthetic
improvements, etc.) that customers receive from their :
conservation investment. The Commission Staff agrees with the
company’s use of the utility cost test and its calculation. Both .
the company and Commission Staff argue that the company’s tariff

authorizes use of this test.

' The company’s integrated resource plan and the
testimony gf company witness David Moskovitz in the incentive
pbroceeding® indicated to the Commission that the company would
use the total resource test to determine the proper level of
spending for conservation resources. This test considers the
resources contributed by all sources in determining whether the
cost of conservation is appropriate. The company tariff defines

the cost. effectiveness test as follows:

Cost effective measures and modifications shall be
those that do not cost, including the Company’s .
administrative costs, more per kilowatt hour of energy
savings than the company’s full avoided cost . . .

" By defingtion, cost effective measures are those that do not cost
in total” more than the company’s avoided cost. Only cost
effective measures are authorized by the tariff. In defining how
the cost of cost effective measures and modifications shall be
shared by the customer and the company, the tariff provides that:

The Company will pay the difference between the full
cost of the measures and the Customer’s portion of such
costs, provided that in no case will the Company’s
proportional payment exceed its full avoided costs.

Any costs of measures and modifications in excess of
the full avoided costs shall be paid by the Customer.

The final sentence of the tariff provision regarding payment is
in conflict with the tariff’s cost effectiveness test. It cannot

4pocket UE-910689.

5In Puget’s case, the contribution of the company, its
customers and BPA would have to be considered.

‘ - ‘ Staff Comments Appendix D-37




=

DOCKET NO. UE~920630 ‘ . Page 12

be reconciled with the other provisions and will be treated as
surplusage.

Because of the confusion shared by the company and the.
Comnission Staff regarding the meaning of the tariff, the ‘
Commission will not approve the adjustment proposed by Dr.
Blackmon to disallow $7.5 million dollars of conservation
investment. The Commission will, however, apply this test
prospectively. Unless and until a different measure is approved,
the cost effectiveness of conservation programs should be
calculated on a total resource cost basis, as defined above.®

B, cru and Recove o] e d Revenue

Several issues have arisen in th;s proceeding regarding
booking and recovery of deferred revenues.’ The question of how
the company should book monthly accruals is generally referred to
as the shaping issue. There was also a question about the proper
method of determining the amount to be collected in succeeding
PRAM filings. 1In this regard, the Commission Staff proposed a
12-month estimated true-up, while the company proposed a seven-
month actual true-up. ¥Finally, parties raised the issue of
whether the deferrals should be amortized over a period of vears
or included in a single year as proposed by the company.

1. ghaping

The shaping issue has been argued by the company,
Commission Staff, and Public Counsel. 1In response to bench
request 12, each of these parties indicated that in the long run
each of the shaping methods will produce the same revenue
requirement. Howeger, the parties agreed that shaping does have
real consequences,

‘ 6’.I‘he.compahy should include, as part of any tariff filing for
new conservation programs, a demonstration that the program meets
the total resource cost test. _

7A PRAM proceeding determines’ an annual revenue requirement
based on projections of future loads and costs. As actual results
replace the projections, the company determines an actual revenue
requirement, which is booked as revenue. The difference between
this revenue and the amount billed to the customers for that period
is deferred as either an asset (when the company under collects) or
as a liability (when the company over collects). The deferred
amount is included in the next PRAM for collection or refund.

8Shapingvﬁll affect the timing of recovery, particularly if
a seven-month true-up is adopted. Shaping affects the spread of
revenue requirement between base and resource, thus affecting rate
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STATE OF WASHINGTON
WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

1300 S. Evergreen Park Dr. S.W., P.O. Box 47250 » Olympia, Washington 98504-7250
(206) 753-6423.' (SCAN) 234-6423 » TTY (206) 586-8203

Ref. No.: 6-0599

May 11, 1995

Mr. Ronald J. Amen, Director
Rates and Special Studies
Washington Natural Gas Company
. 815 Mercer Street Dexter 2

P.O. Box 1869

Seattle, Washington 98111

Subject: Washington Natural Gas Company accounting petition Docket UG-950288

Dear Mr. Amen:

The Washington Utilities and Transportation Commission, in its open meeting on May 10, 1995,

authorized the accounting treatment for gas conservation investment agreed to between the

Company, Sta.ﬁ' afid l’ubﬁ“‘Counsel as described:n thie: petmon in Docket UG-QSQ@S
Y . - “1‘% m [ *

qntmg proaedures agreed to by the Company,

-«.

the'speolﬁc acco
Public Counsel and a})proved by Ha'C

1L The Company Wil be allowfed'to'defer all outsxde costs and alli mcremem T e
administrative'costs dlrectiy assodisted with plannmg, developmg, ‘promoting or-
admm]stratmg the programs. i

2. The Company wﬂl be allowed to accrue an-Allowance for Funds USed to Conserve -
Energy (AI‘UCE) Galculated. monthly, without - compounding. The AFUCE rate wnll be
based on the Company s autharized rate of returm net of federal income tax.

Y w7 »“: R TTT T

3. The Company will only be allowed to apply a 2% equnty "kicker" on; those Costs whxch e

the Compaiiy ¢a show are directly associated with providing thé ritastires'to. sepxor A

citizens and lowsincome' partncnpants Only the costs under the Low-Income :

Weathenzatlon leot Program meet thls test.

4. The Company wﬂl be allowed to defer 50% of the demonstrated progra,m; H rm L
times, the tailblock price of the effécted rate schedule as: representative oflost; margms e o ,'
The. Company will book lost margins on pilot programs only: ‘prospective to demonstrated

’
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Mr. Ronald J. Amen
May 11, 1995
Page 2

savings and no AFUCE will accrue on deferred lost margins. The company will bear the
burden of proof of demonstrating therm savings directly associated wnth the programs to
be used in the calculation of fost margms

The Company will suspend the recording of lost margins for these programs at any time
that it earns or exceeds its authorized rate of return based on normalized results of
operation. This demonstration will be predlcated on the Company's most recent semi-
annual report filed with the Commission in accordance with WAC 480-90-031. The
Company will also cease recording lost margins for all program expenditures through the
end of any test period for general ratemaking purposes or three years from each program
tariff sunset date, whichever occurs first.

Tracker Recoveg:

On an annual basis, beginning March 1, 1996, the Company will file an annual tracker to recover
the subsequent calendar year costs associated with the pilot DSM programs. - At the time the
tracker commences, the Company will appropriately charge FERC Account No. 908 "Customer
Assistance Expense" based on actual recoveries and reduce the "Miscellaneous Deferred Debit"
account, where the program charges are deferred. . :

The Company will apportion the annual tariff tracker 85% to firm sales rate schedules and 15%
to interruptible sales rate schedules, respectively. This relationship is teflective of the allocation
of purchased gag for firm and interruptible sales service. The apportionment of DSM costs is
consistentcwith the agreed 'ii[‘ion*mef‘hodmlogy of ‘Hublic Counsel, the Company, and Staff'in the
Petition for Reconsideration ifi Docket UG-940814 that is currently under -consideration by the
Commission: The, {f;spgctlve alIocauon between firm and interruptible customers will'be fiirther
allocated t@ each customer Orl a‘umform vqlumetnc basis within each group.

‘ l - o -
s .. m, }v X ,., n ‘

Any questxons concerning this letter should be directed to-the attentlon of Mlke Parvinen,
telephone (360) 586-0599.

..-,
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) e o, B VA PRI
snlcerely’ . 3 : f h.. : K AN V! ot g v 13'\"(\
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MAY 16 1997

BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

Petition of

PUGET SOUND ENERGY DOCKET NO. UE-970686

For an Order (1) Authorizing Deferral of
Electricity Conservation Expenditures and
(2) Approving a Tariff Rider for Concurrent
Recovery in Electric Rates of Such Deferred
Electricity Conservation Expenditures

ORDER

On April 23, 1997, Puget Sound Energy ("the Company") submitted a petition
requesting an accounting order which:

(1) authorizes the deferral of expenditures incurred after December 31, 1996 in
accordance with the Company’s Schedule 83, Electricity Conservation Service,

and

(2)  approves an electric tariff rider for concurrent recovery in rates of such
deferred electricity conservation expenditures.

The Petition indicated that the mechanism proposed therein would be an interim measure.
According to the Petition, a number of significant issues must be resolved through the
collaborative process, including cost allocation issues, the determination of avoided costs, the
scope of the Company’s role in meeting the goals of the Regional Comprehensive Review,
and the design of a long-term recovery mechanism. The Company intends that adoption of
the recovery mechanism proposed in its filing would not have precedential effect on the
discussion and resolution of these issues in the collaborative process. The Company intends
to submit a filing which addresses these issues no later than August 1998.

This petition concerns the deferral and recovery of expenditures incurréd by the Company
after December 31, 1996 under its electricity conservation programs. Puget has been
authorized to defer expenses associated with its energy conservation programs since 1978,
when the Commission issued its Second Supplemental Order in Cause No. U-78-45. The
relief requested by the Company would extend this authorization. With respect to the rate
recovery of the expenses so deferred, however, the Company proposes a different method.
Rather than amortizing these electric conservation costs in rates over a ten-year period--which
Cause No. U-78-45 permitted the Company to do--the Company proposes to recover them in
rates through an alternative recovery mechanism.,
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The Stipulation we approved in the merger proceeding (Docket No. UE-960195) stated the
following with respect to.electric conservation.expenditures.after December 31, 1996:

Electric conservation expenditures after December 31, 1996
(including those expenditures resulting from PSE’s
commitment to conservation or public purposes funding

under the Comprehensive Regional Review) will be subject

to recovery through an alternative recovery mechanism to be
proposed by PSE in a separate filing subsequent to merger
approval.

(Stipulation, Section IIl.A.4.a, page 8) According to the Company, its April 23 Petition is the
separate filing contemplated by the Stipulation.

It should be noted that the Company’s petition relates to the recovery of costs incurred in
connection only with the electricity conservation programs which PSE offers. Costs incurred
with PSE’s gas conservation programs are subject to the tracker currently in place pursuant to
our order issued in Docket No. UG-950288, where we granted Washington Natural Gas
Company ("WNG")' approval to defer its conservation expenditures and recover them under a

tracker mechanism.

The essential elements which PSE proposes for rate recovery of costs incurred in
connection with electricity conservation services are as follows:

Scope of Expenditures Defined by Tariff. The expenditures authorized for deferral
would be those incurred in accordance with PSE’s Schedule 83, the Electricity
Conservation Service tariff. Contemporaneously with this filing, PSE submitted a
revised Schedule 83 which, along with the accompanying program Schedules 200-203,
205-206 and 250-254, sets forth the conservation programs which PSE proposes to
include within its electricity conservation service. A copy of the proposed

Schedule 83, bearing a proposed effective date of May 24, 1997, was included as

Attachment 1 with the Petition.

Recovery Through an Electric Tariff Rider. Electric conservation expenditures would
be recovered through an electric tariff rider, Schedule 120. This tariff schedule would
impose a surcharge applied to each kWh of electricity sales under each of PSE’s

! Effective February 10, 1997, WNG was merged with Puget Sound Power & Light
Company to form PSE. ’
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electricity sales tariffs.> A copy of the proposed electric tariff rider was included with
the Petition as Attachment 2.

Concurrent Recovery in Rates. The rates set forth in such rider would be calculated to
recover the conservation expenditures which are projected to be incurred for each
program year, subject to true-up during a subsequent twelve-month period based on
actual conservation expenditures during the program years and the actual recoveries
during the relevant recovery period. The initial program year is calendar year 1997,
According fo the Petition, the projected expenditures for electricity conservation
service in accordance with Schedule 83 for calendar year 1997 is $4.49 million. The
proposed rates set forth in the electric tariff rider, Schedule 120, were designed to
recover this amount in rates during the period following the effective date of the tariff

through March 31, 1998.

Subsequent True-Up to Actuals. PSE will submit a filing on or before March 1, 1998
stating the actual amounts spent during calendar year 1997. The variance between
actual expenditures during the program year (calendar year 1997) and expected
revenue collections during the recovery period May 1997 through March 1998),’
would be reflected in an adjustment to the tariff rider, Schedule 120, to be effective
during the twelve month period commencing April 1, 1998,

No Allowance for Funds Used to Conserve Energy. Because the rider would provide
for concurrent recovery of conservation expenditures in rates, no allowance for funds
used to conserve energy, or AFUCE, would be necessary.

Recovery on a Peak Credit Basis for Each Customer Class. The rate set forth in the
tariff rider, Schedule 120, is designed to recover the authorized electric conservation
expenditures on a peak credit basis for each rate class over the recovery period. The
portion allocable to the ARCO special contract load--for which recovery is not
provided--is calculated based on an equal percentage methodology. The Company
included Attachment 3 to the Petition to show how the conservation recovery amount

was calculated,

2 Excluding wholesale sales.

? At the time of the March 1 filing, actual revenue collections through January would be
known. Revenue collections for the remaining two months of the recovery period--February and
March--would be estimated, and subject to true-up at the time of the subsequent adjustment to the

tariff rider,
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The Company’s proposed treatment for deferral and recovery of expenditures incurred
for electricity conservation programs through an electric tariff rider is a reasonable interim
measure. As the Company notes in its Petition, a number of significant issues must be
resolved through before a more permanent electric conservation program and cost recovery
mechanism can be put in place. The Company has committed to making a filing which
addresses these issues no later than August 1998. We look forward to reviewing that filing.
In the interim, the request for deferral and recovery of electricity conservation costs proposed
in the Company’s petition is approved.

FINDINGS
THE COMMISSION FINDS:
1. Puget Sound Energy is engaged in the business of furnishing electric and

gas service within the state of Washington as a public service company, and is subject to
the jurisdiction of this Commission.

2. On April 23, 1997, the Company filed a Petition seeking an order
authorizing the deferral of expenditures incurred after December 31, 1996 in accordance
with the Company’s Schedule 83, Electricity Conservation Service, and approving an
electric tariff rider for recovery in rates of such deferred electricity conservation

expenditures.

3. The proposed treatment for deferral and recovery of expenditures incurred
for electricity conservation programs through an electric tariff rider is a reasonable interim
measure and should be approved.

ORDER
WHEREFORE, THE COMMISSION HEREBY ORDERS:

1. Petitioner Puget Sound Energy is authorized to defer expenditures it
incurred after December 31, 1996 pursuant to Schedule 83--Electricity Conservation

Service.

2. Effective May 24, 1997, PSE shall implement an electric tariff rider,
Schedule 120, for recovery of electricity conservation expenditures. The rate set forth in
such Schedule 120 shall be designed to recover $4.693 million,* on a peak credit basis for
each class, during the period May 24, 1997 through March 31, 1998.

* The revenue requirement associated with $4.49 million in expenditures.
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3. The rate set forth Schedule 120 shall be subject to revision effective
April 1, 1998 to reflect (a) PSE’s projected expenditures under its Schedule 83, Electricity
Conservation Service, for calendar year 1998, and (b) the. variance between actual
expenditures during calendar year 1997 and expected revenue collections for the recovery
period ending as of March 31, 1998. For purposes of this filing such revenue collections
shall be the actual revenue collections through January 1998. Revenue collections for the
remaining two months of the recovery period--February and March 1998--would be
estimated, and subject to true-up at the time of the subsequent adjustment to the tariff
rider.

4. The rate set forth Schedule 120 shall be subject to revision effective April 1
of each year to reflect (a) PSE’s projected expenditures under its Schedule 83, Electricity
Conservation Service, for the then-current calendar year, and (b) the variance between
actual electricity conservation expenditures for the previous calendar year and expected
revenue collections under Schedule 120 during the 12-month recovery period ending
March 31 of the then current year.® Such filing shall be submitted not less than thirty (30)
days prior to the April 1 proposed effective date. '

5. The Commission retains jurisdiction to effectuate the provisions of this
Order.

3 Revenue collections for the last two months of the recovery period--February and
March--would be estimated, and subject to true-up at the time of the subsequent adjustment to the
tariff rider.
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DATED at Olympia, Washington, and effective this 16th day of May, 1997.

‘WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

Staim A Aeler—

SHARON L. NELSON, Chairman

RICHARD HEMSTAD, Commissioner

WA R G‘H{ng, %ommissioner
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MAR 2 9 2000

BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

Petition of ) DOCKET NO. UE-970686
‘ )

PUGET SOUND ENERGY ) SECOND SUPPLEMENTAL
‘ ) ORDER

For an Order (1) Authorizing Deferral of )

Electricity Conservation Expenditures and (2) © ) REQUIRING REPORTING ON
Approving a Tariff Rider for Concurrent ) PROGRAMS FUNDED BY
Recovery in Electric Rates of Such Deferred ) THE TARIFF RIDER
Electricity Conservation Expenditures. ) MECHANISM

..................

On May 16, 1997, Puget Sound Energy’s ("the Company") petition for an
accounting order authorizing the establishment of a tariff rider for concurrent recovery in rates of
deferred electricity conservation expenditures under the Company’s Schedule 83, Electricity
Conservation Service was granted by the Commission.

On March 1, 2000, the Company submitted an Annual Report-of DSM Program
Costs Recovered Through Electric Rider and Gas Tracker Mechanisms in Calendar Year 1999.
This report detailed program delivery, expenditures and energy savings. In 1999, the Company
achieved only 3.5 aMW of their targeted 5 aMW. Some programs achieved savings beyond their
expectations, however, most programs delivered well under the Company’s expectations.

The Commission would like to maintain an up-to-date working knowledge of the
Company’s success in continuing to deliver electricity conservation programs. To this end, the
Commission believes it is useful for the Company to report this progress on at least a semi-
“annual basis. The Company should report semi-annually, within 45 days of the end of the
second and fourth quarters, in order to keep the Commission so informed.

FINDINGS OF FACT

1. Puget Sound Energy, Inc., is engaged in the business of furnishing electric and
gas service within the state of Washington as a public service company, and is subject to the
jurisdiction of this Commission.

2. By order of this Commission in Docket Number UE-970686, the Company was
authorized to establish a tariff rider for concurrent recovery in rates of deferred electricity
conservation expenditures under the Company’s Schedule 83, Electricity Conservation Service.
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3. WAC 480-100-031(8) provides that "Any additional data required by this
Commission in the reporting requirements of electric utilities in annual reports
will only be accomplished after due notice and order of this Commission."

ORDER

THE COMMISSION ORDERS:
1. That Puget Sound Energy is required to submit semi-annual reports on the progress of
electricity conservation programs delivered under Schedule 83, Electricity Conservation

Service, within 45 days of the end of the second and fourth quarters, until such time as
the tariffed services are no longer offered.

2. The Commission retains jurisdiction over the subject matter and Puget Sound Energy to

effect the provisions of this order.

DATED at Olympia, Washington, and effective this ;ﬁ th day of March 2000.

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION
SHOWALTER Chairwoman

@/M%\

RICHARD HEMSTAD, Commissioner

W &/( /@\
WILLIAM R. GILLIS, Commissioner

Staff Comments Appendix D-48



Exhibit F to
Settlement Stipulation

PSE GENERAL RATE CASE
DOCKET NOS. UE-011570 and UG-011571

SETTLEMENT TERMS FOR CONSERVATION

A. Executing Parties

1. The following parties have participated in the Conservation collaborative
in Docket Nos. UE-011570 and UG-011571, and have reached consensus on the terms
of settlement with respect to conservation issues, as set forth in this Agreement: Puget
Sound Energy, Inc. ("PSE" or the "Company"); the Staff of the Washington Utilities and
Transportation Commission; the Public Counsel Section of the Attorney General’s
Office; Intervenor Industrial Customers of Northwest Utilities; Intervenor Northwest
Industrial Gas Users; Intervenor Microsoft Corporation; Joint Intervenors the NW
Energy Coalition and Natural Resources Defense Council ("NWEC/NRDC"), and Joint
Intervenors the Multi-Service Center, Opportunity Council, and Energy Project ("Multi-
Service Center"), (hereinafter referred to collectively as "Executing Parties").

B. . Duration and Future Review

2. This Agreement establishes a conservation program with no sunset date.
If the Commission approves this, then the conservation program developed through this
Agreement shall be reviewed no later than October 2007. At that time any party may
petition the Commission for modifications to the program. If a general rate case
occurs prior to that time, any party may petition the Commission for modifications to
the conservation program as part of the general rate case proceeding.

C. Target for Savings from Tariff Programs

3. The programs funded through PSE’s tariff rider and natural gas tracker
will be designed to achieve all savings that are not independently captured by consumer
acquisition, that are cost-effective to the Company, and economically feasible for
consumers, taking into account incentives provided by PSE.

4, PSE will target the development of programs to achieve at least 15
average megawatts of cost-effective electricity savings through energy efficiency

SETTLEMENT TERMS FOR CONSERVATION -- 1
[0777 1-0084/Ex FF_Conservation.doc] 6/7/02
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programs (at a cost currently estimated at $17-21 million) during a 12-month period,
“beginning no later than September 1, 2002,

5. PSE will target the development of programs to achieve at least 2.1
million therms of natural gas savings through energy efficiency programs (at a cost
currently estimated at $2 million) in a 12-month period beginning no later than
September 1, 2002.

6. In general cach individual energy efficiency program shall be designed to
be cost-effective. PSE will seek Commission approval of these programs in a filing to
be made no later than August 1, 2002.

D. Establishment of a Formal Advisory Committee:

7. PSE shall establish an Advisory Committee that shall address, but not be
limited to, the following issues:

e Review data values and analysis to update the Company’s avoided costs,

¢ Review and recommend modifications to protocol for evaluation and
measurement of savings from PSE energy efficiency programs with
consideration given to data from the Regional Technical Forum,

e Provide guidance to PSE regarding methodology for updating its cost-effective *
conservation resource potential,

» Review the market assessments and the data values used in updating PSE’s
supply curves,

e Review cost-effectiveness inputs and calculations,
e Review needed tariff modifications and/or mid-course program corrections,
s Review appropriateness and plan for marketing efficiency programs,

e Review appropriateness and level of incentives for energy efficiency measures
and services,

e Review issues related to limited income participation in energy efficiency
programs.

8. The Committee shall meet at least twice each year to hear updates, review
program modifications, or consider need for revisions. The Company shall provide
program reports to the Committee and the Commission at least semi-annually. The

SETTLEMENT TERMS FOR CONSERVATION -- 2 617102
[07771-0084/Ex F_Conservation.doc]
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Company shall inform Advisory Committee members if projections indicate that the
Company shall expend more than 120% or less than 80% of its annual conservation

budgets.

9. PSE shall send draft tariff submittals and program changes to Advisory
Committee members at least two months before any proposed effective date. PSE may
seek approval in advance from the Advisory Committee to shorten this review period in
special circumstances.

10.  Committee members may call meetings at any time with sufficient notice
for meeting attendance. PSE shall make arrangements to hold a meeting within 2 weeks
from the date of the request.

11.  Advisory Committee membership shall be established as follows. The
Company shall extend an invitation to serve as an Advisory Committee member to a
representative from at least each of the following organizations: WUTC staff, Attorney
General Office of Public Counsel, NW Energy Coalition, Energy Project, Natural
Resources Defense Council, Northwest Power Planning Council, Industrial Customers
of Northwest Utilities, Northwest Industrial Gas Users, Washington State Department
of Community, Trade and Economic Development Energy Policy Group, and the DOE
Weatherization Assistance Program provider network. Additionally, the Company shall
seek customer representatives from the residential, commercial, industrial, and
institutional sectors to serve on the Advisory Committee. Other interested parties may
attend Advisory Committee meetings as well, but will not be considered Advisory
Committee members,

E. 2002-2003 Market Assessment and Development of Supply Curves

12.  PSE shall complete by May 31, 2003 a market assessment of its
commercial, industrial, and residential sectors in order to update its conservation supply
curves. Completion of this market assessment may be delayed for circumstances
beyond PSE’s control. The outcome of this analysis shall inform adjustments to the
current 12-month savings targets after September 2003. PSE shall update these market
assessments and its supply curves five years after completion of the 2002-2003
analyses.

13.  PSE shall report, no later than August 31, 2003, to the Commission on
proposed changes to its conservation targets and tariff, unless the May 31, 2002 market
assessment is delayed as provided above in paragraph 12.

14.  Electric and gas conservation annual savings targets and budgets will be
periodically adusted as presented below in Tables A-1 and A-2.

SETTLEMENT TERMS FOR CONSERVATION -- 3 6/7/02
{07771-0084/Ex F_Conservation.doc}
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Table A-1 PSE Electric Tariff Rider Savings Targets and Estimated Costs through 2007

Date Savings Target Estimated Budget
9/01/02 thru 20 aMW $22.67 — 28 million
12/31/03 (15 aMW annual target, pro-rated | ($17-21 million annual
for 16 months) budget pro-rated for 16
months)
1/01/04 thru The annual savings target for future | The annual savings
12/31/04 years shall be informed by the target and the need for
conservation supply curves, that all programs to be
PSE is expected to complete by cost-effective shall
5/31/03, and future modifications | drive the future budget.
to the avoided cost analysis for
ratemaking purposes, with review
from the Advisory Committee.
1/1/05 through Same as above, Same as above.
12/31/08
1/1/06 through Same as above, Same as above.
12/31/06 '
1/1/07 through Same as above. Same as above.
12/31/07

Table A-2 PSE Natural Gas Tracker Rider Savings and Estimated Costs through 2007

Date Savings Target Estimated Budget
9/1/02 through 2.8 million therms $2.7 million ($2
12/31/03 (2.1 million therms annual target | million annual budget
pro-rated for 16 months) pro-rated for 16
months)
1/1/04 through The annual savings target for future | The annual savings
12/31/04 years shall be informed by the target and the need for

conservation supply curves, that
PSE is expected to complete by
5/31/03, and future modifications
to the avoided cost analysis for
ratemaking purposes, with review
from the Advisory Committee.

all programs to be
cost-effective shall
drive the future budget.

SETTLEMENT TERMS FOR CONSERVATION -- 4
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1/1/05 through

“Same as above.

Same as above.

12/31/05
1/1/06 through Same as above. Same as above,
12/31/06
1/1/07 through Same as above. Same as above.
12/31/07

F. Avoided Cost Calculation

15,  To determine which energy efficiency programs and measures through
September 2003 are cost-effective, PSE shall rely on the following components and

their stated values to calculate the Company’s avoided cost:

» Use of Aurora to forecast power costs at Mid-Columbia,

» 6.5% benefit for avoiding transmission and distribution line losses,

¢ Transmission benefit of $28.65 per kW-year, unless another value is
determined to be appropriate for ratemaking purposes by the Commission or
by the Advisory Committee, '

e Distribution benefit of $24.95 per kW -year, unless another value is determined
to be appropriate for ratemaking purposes by the Commission or by the
Advisory Committee,

¢ Continued use of 10% environmental adder to the total avoided cost unless a
different methodology for recognizing environmental costs of energy
systems is adopted by the Commission. Two proposals for the Commission
to consider are adopting the Regional Technical Forum’s (RTF) carbon offset
benefit of $15/ton (or 6 mills) or initiating a rulemaking to make its own
determination on the issue of environmental externalities; '

¢ Production capacity costs of $8 per kW -year, or as determined by the
Commission or the Advisory Committee, consistent with that used for other
ratemaking purposes, and

¢ Use of Regional Technical Forum’s end use load factors.

16.  PSE shall develop, in conjunction with its August 2002 filing, avoided
costs for natural gas efficiency programs, with review from the Advisory Committee, by

analyzing similar components of system costs.

SETTLEMENT TERMS FOR CONSERVATION -- 5
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17.  Post September 2003, as a result of analysis for ratemaking purposes,
PSE may modify, after consultation with the Advisory Committee, the Company’s
calculation of avoided cost based upon the following: modification to one or more
component values above, use of a forecasting tool or production cost model other than
Aurora, establishment of load factors that are more specific to PSE’s service territory
than those of the RTF, or other information relevant to the calculation of avoided cost.

18.  PSE shall establish indicators in consultation with the Advisory
Committee that direct the Company and the Advisory Committee to convene to consider
adjusting cost-effectiveness levels for programs or to consider adjusting annual savings
targets. One such indicator may be the following: if market power prices in the Pacific
Northwest vary from the prices forecasted by Aurora (or other forecasting tool that has
replaced Aurora) by 30% for longer than 3 months.

G. Program Evaluation Criteria

19.  PSE and the Advisory Committee shall rely on the following evaluation
strategies to determine energy savings from programs:

e Regional Technical Forum’s “deemed” savings lists for electricity measures, or

¢ Advisory Committee review and adoption of evaluation protocol for energy
efficiency programs.

The Committee may revise this list in the future.

20.  Information-only services shall be assigned no quantifiable energy savings
value without full support of the Advisory Committee. PSE may expend up to 10% of
its budget on information-only programs if its total mix of programs in that sector pass
the cost-effectiveness test (Information-only services refers to those information
services that are not associated with an active incentive program or include no on-site
technical assistance or on-site delivery of school education programs.)

H. Program Design Principles

21. Budget Development: The annual budget for the first twelve months of
the program will be built up from the bottom through the development of a mix of
programs that deliver cost-effective savings in PSE’s service territory. The budget for
electricity and natural gas programs shall reflect implementation of a cost-effective
portfolio of programs targeting acquisition of 15 aMW and 2.1 million therms of
savings for the first year, After the first year, PSE’s conservation targets for both
natural gas and electric efficiency programs will be revised periodically and determined
by the updated conservation supply curves, current avoided cost values, program
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experience, and other relevant factors. These targets will direct development of the mix
of cost-effective programs that will establish the budgets for efficiency programs and
once that mix has been developed, the targets will be determined. The Company will
submit these targets through annual filings for Commission approval.

22.  Qutreach on Programs: PSE shall establish a strategy and proposed
implementation budget for informing participants about program opportunities in the
relevant and strategic market channels for each of PSE’s energy efficiency programs.
For example, PSE will describe how to market its water heater program to plumbers,
water heater retailers, builders, and homeowners. PSE shall share these strategies and
budgets with the Advisory Committee for review and comments.

23.  Incentives: PSE shall offer incentives for cost-effective measures in
order to achieve meaningful program penetration. Incentives may be directed to
consumers, retailers, designers, installers, etc., as appropriate for measures that save
energy. PSE shall work with the Advisory Committee to establish meaningful
penetration levels.

24,  Sector mix: In each year, PSE shall offer a mix of tariff-based programs
that ensures it is serving each customer sector (unless there are no cost-effective
savings opportunities in a sector) including programs targeted to the limited-income
subset of residential customers. Modifications to this commitment may be made with
full Advisory Committee support.

25.  Tariff-rider funds shall only be used on programs and their associated
administrative costs that result in energy savings through energy efficiency investments
or fuel switching. This may include reasonable administration costs for PSE’s net
metering program.

26.  Schedule 449 customers are eligible for self-direction under existing
Schedule 258 and participation in efficiency programs offered by PSE, except as stated
in paragraph 27. Schedule 258 customers who are not on Schedule 449 will be eligible
to participate in other programs offered directly by PSE. Non-449 Schedule 258
customers will share in paying NEEA/market transformation and administration costs
consistent with all other non-449 customers.

27.  Each Schedule 449 customer can self-direct and/or participate in
programs offered directly by PSE up to a total dollar cap equal to the annual efficiency
funding level for that 449 customer minus 17.5% of that amount. The 17.5% represents
payments for market transformation (10%) and for administration (7.5%).
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L. Near-Term Programs

28.  PSE shall hold at least one meeting with its Advisory Committee
members to develop program enhancements, augmentations and additions that can cost-
effectively capture 15 aMW and 2.1 million therms of energy savings during a 12-
month period starting no later than September 1, 2002. Specific program proposals
below will be among those considered in the process. (Some of the residential
programs may be funded from the BPA Conservation and Renewable Discount account.)

¢ Small-scale commercial HVAC enhanced services for rooftop air conditioning
or heat pump units.

¢ New commercial construction program. Program description shall include:
specifications, outreach strategies, projected savings, involvement by market
- players, etc. PSE's program for new commercial construction will achieve
energy savings that are at least 10% above the State's non-residential energy
code.

¢ Energy Star, or better, transformers, on the customer side of the meter, for
commercial and industrial sites.

¢ New residential construction program for gas and electric heated homes.

¢ Compact fluorescent light bulbs: program to target installation of at least 2
compact fluorescent bulbs in at least 50% of PSE residential households.

¢ Compact fluorescent fixtures program,

* Revisions to Commercial and Industrial Retrofit and New Construction
programs (Schedules 250 and 251).

J. Conservation & Renewable Discount

29.  Inaddition to the proposed annual tariff rider goal, PSE shall proceed with
a Conservation and Renewable Discount (C&RD) program, with an expected annual
budget from BPA of approximately $2.8-$3 million, that targets the residential and
small farm sectors for electricity efficiency programs and provides funding for
renewable resource programs. PSE shall work with the Advisory Committee to finalize
program offerings for the near-term by August 2002. PSE shall work with the Advisory
Committee to update the C&RD programs as opportunities or need for modifications
arise.

SETTLEMENT TERMS FOR CONSERVATION -- 8 6/7/02
[07771-0084/Ex F_Conscrvation.doc) :

Staff Comments Appendix D-56



30. PSE shall establish an $800,000 annual set-aside from the C&RD, in
addition to tariff rider investments, for limited-income efficiency programs. Funds may
be used for programs that assist in the construction of low-income housing that exceeds
state energy codes, assist in the purchase of appliances that exceed federal standards,
assist in the purchase of efficient Energy Star CFL fixtures or light bulbs, or may be
distributed to the U.S. Department of Energy Low-Income Weatherization “sub-
grantees” for low-income weatherization per BPA program guidelines. The annual
budget may increase or decrease in future years according to demand.

31.  PSE shall initiate work with the Advisory Committee and renewable
energy stakeholders to design, establish and begin implementation of at least one
renewable energy program including one that supports the local installation of
renewable energy resources. The program(s) will include outreach to customers
describing the costs and benefits of renewable energy systems and net metering. At
least one program shall be implemented by May 2003. The initial 12-month budget for
renewable energy programs will be $250,000. Future budgets may increase or decrease
based on demand.

32.  PSE may offer energy efficiency programs to non-residential customers
using C&RD funds only with full support of the Advisory Committee. PSE shall work
with the Advisory Committee to identify C&RD programs, considering, but not
restricted to, measures that have “deemed measure” eligibility as identified by the RTF.

33.  The C&RD program shall support a program for electrically heated
manufactured homes, built to regional energy efficiency levels, through 2006 unless
there is no regional infrastructure supporting the reasonable implementation of the
program or if the program becomes non cost-effective.

K. Low Income Energy Efficiency

34.  PSE will target low-income energy efficiency program funding at $2.3
million annually. Rider and tracker funded programs will be targeted at $1.2 million
annually with the savings attributed to the Company’s annual savings target; and non-
tracker/rider funded programs will be targeted at $1.1 million. (PSE will make available
$800,000 in C&RD funds and $300,000 in shareholder funds annually for the non-
tracker/rider programs, unless otherwise modified by the Company.)

L. Cost Recovery and Allocation

35.  The Company shall retain existing tracker and rider mechanisms going
forward, subject to the Commission’s Order in Docket No. UB-970686.
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36. The Company shall continue to use the peak credit method of assigning
the costs of its electric conservation programs to each rate schedule with one
exception. The Schedule 449 customers will pay 0.045 cents per kWh toward the cost
of the conservation program. This amount is based on a $20 million dollar annual
budget, and is scalable depending on whether the budget increases or decreases. This
payment is separate from and in.addition to payment for the existing “overhang”
(undercollections from 2001 for conservation program costs) conservation payments
by industrial customers. These payments will continue to be made on the previous
existing terms, including rate spread. (See paragraph 37.)

37.  Recovery of under-collections from 2001 shall be collected based on the
continued allocation of conservation program costs implemented in Docket No. UE-
020263 that went into effect in the spring of 2002.

38.  (Gas conservation program costs will be allocated in a manner consistent
with the gas program in effect in May 2002. No gas conservation program costs shall
be allocated for recovery from natural gas transportation customers. Natural gas
program cost recovery allocations made to natural gas sales customers shall be made
according to the peak credit (i.e., bridge) methodology that underlies Puget’s recovery
for surcharges for itsconservation programs as approved in March 2002 in Docket No.
UG-020264.

M.  Conservation Report Card and Penalty for Not Achieving Annual Target

39.  Achievement of annual targets for savings from cost-effective electricity
conservation programs and from cost-effective natural gas programs, as established in
Section D, shall be subject to a penalty mechanism. PSE shall compute, every two
~ years, the total electricity savings captured through PSE electric efficiency programs
during each two-year time period, and divide this total by two, to determine an average
annual electricity savings achievement for that period. PSE shall compute, every two
years, the total natural gas savings captured through PSE natural gas efficiency programs
during each two-year time period, and divide this total by two, to determine an average
annual natural gas savings achievement for that period. These computations shall
determine whether the Company achieved each of the minimum savings targets, on
average. If the Company achieves its average annual savings goals, as determined with
the Advisory Committee, during a two -year period, then no penalty will be applied for
that two -year period. If the average annual savings targets are not achieved during a two-
year period then a penalty is assessed according to Paragraph 43; the penalty applies
only to each individual year in which that year’s actual annual target is not met.
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40. - Prior to the start date of the penalty period, the Company and Advisory
Committee shall establish one method for assessing and tracking savings during the
penalty period. :

41.  The following circumstance will be considered in assessing savings. In
evaluating the conservation achievement, consideration will be given to large-scale, long
duration efficiency projects where negotiations are in progress between PSE and the
customer. If, in considering these projects, savings are attributed to one year for
penalty assessment purposes, then the quantity of savings credited to the one year shall
be deducted from actual savings in the following year regardless of whether the projects
in question were finalized. A determination of failure or success in meeting the savings
targets shall still be made in this circumstance.

42. The Company may seek mitigation before the Commission of the penalty
for failure to meet the conservation savings target, if the Company can demonstrate that
factors occurred, after the annual targets were established, beyond the Company’s
control that negatively impact customer participation in its programs such as a
significant local economic recession or major natural disaster. The Company may
address factors in its petition, including but not limited to the following: whether the
Company is paying a penalty under the Equity Growth tracker.

43,  The financial penalties for failure to achieve the annual conservation
savings targets are as follows.

» Achieve savings that are 90 to 99% of the goal: $200,000 penalty applies
¢ Achieve savings that are 75% to 89% of the goal: $500,000 penalty applies
e Achieve savings that are less than 75% of the goal: $750,000 penalty applies

44,  The Company shall provide biennial notification in a Conservation Report
Card to its customers regarding the Company’s performance related to its annual savings
targets. The report shall: '

a) Be distributed as a conspicuous stand-alone document accompanying a
customer’s bill or in a separate mailing and also posted to PSE’s website.

b) Be distributed to customers only after adequate consultation with Staff and the
Advisory Committee.

¢) Be distributed no later than 90 days after the filing of the Annual Conservation
report (currently due February 15), beginning in 2006 and every two years
thereafter.
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d) Contain the following information, at a minimum:
1) A brief description of the purpose of the report.

2) A brief description of the benchmarks and an indication of whether the
Company met the benchmarks in each year.

3) Total amount of penalty at risk and the total amount of penalties
imposed for the current reporting period.

The report also may contain reference to PSE’s ongoing energy efficiency programs,
including encouragement for customers to participate in those programs.

45.  The penalty funds shall be used to fund one or more cost-effective energy
efficiency programs for PSE’s customers through a third party vendor. The Company
shall initiate the RFP process within one month of the penalty being levied.

46.  This penalty and reporting mechanism for achieving the Company’s annual
target for cost effective energy efficiency shall become effective for conservation
programs beginning January 1, 2004. Therefore, the first period for which penalties
may be assessed is the January 2004 through December 2005 time period.

N. Line Extension Policies that Promote Energy Efficiency and Fuel Efficiency

47.  PSE may adopt line extension policies that are designed to encourage (and
particularly not discourage) builders, developers, and end-use customers to select a
heating fuel that is most resource efficient and adopt construction practices that exceed
current energy codes.

0. Miscellaneous Provisions

48.  Binding on Parties: The Executing Parties agree to support the terms and
conditions of this Agreement, as described above. The Executing Parties understand
that this Agreement is subject to Commission approval. '

49.  Integrated Terms of Settlement: The Executing Parties have negotiated
this Agreement as an integrated document. Accordingly, the Executing Parties agree to
recommend that the Commission adopt this Agreement in ifs entirety.

50.  Negotiated Agreement: This Agreement represents a fully negotiated
agreement, Each Executing Party has been afforded the opportunity, which it has
exercised, to review the terms of the Agreement. Each Party has been afforded the
opportunity, which it has exercised, to consult with legal counsel of its choice
concerning such terms and their implications. The Agreement shall not be construed for
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or against any Executing Party based on the principle that ambiguities are construed
against the drafter.

51.  Execution: This Agreement may be exccuted by the Executing Parties in
several counterparts, through original and/or facsimile signature, and as executed shall
constitute one agreement,

DATED this 3rd day of June, 2002.

WASHINGTON UTILITIES AND

PUGET SOUND ENERGY, INC. ~ TRANSPORTATION COMMISSION
STAFF
By ( By
Kimberly Harris Robert Cedarbaum
Vice President of Regulatory Shannon Smith
Affairs Assistant Attorneys General

PUBLIC COUNSEL SECTION, OFFICE INDUSTRIAL CUSTOMERS OF
OF THE ATTORNEY GENERAL OF THE NORTHWEST UTILITIES
STATE OF WASHINGTON

By By
Simon ffitch Bradley Van Cleve
Assistant Attorney General Attorney for ICNU
Public Counsel Section Chief
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NW ENERGY COALITION and
NATURAL RESOURCES DEFENSE
COUNCIL

MULTI-SERVICE CENTER,

OPPORTUNITY COUNCIL, ENERGY
PROJECT

By By
Danielle Dixon Ronald L. Roseman
Policy Associate Attorney
MICROSOFT CORPORATION NORTHWEST INDUSTRIAL GAS
USERS
By
Harvard P. Spigal By
Attorney for Microsoft Edward A. Finklea
Corporation Attorney for NWIGU
SEATTLE STEAM
By
Elaine Spencer
Attorney
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Appendix E

DRAFT Charge to the Washington Conservation Collaborative

In recognition of the need for consistent and coordinated energy efficiency and conservation program
development and implementation, the Washington Utilities and Transportation Commission has created
the Washington Conservation Collaborative (WCC) consisting of representatives from all three electric
utilities, interested parties, and staff.

The WCC is to provide a statewide efficient forum to:

Evaluate program implementation methods intended to pursue all achievable cost-effective
electric conservation.

Establish consistent protocols for measuring, evaluating, and verifying energy saved.
Recommend adoption of cost-effective measures and programs including leveraging the work of
the Northwest Power and Conservation Council’s Regional Technical Forum (RTF) and other
well-documented and credible sources.

Advise companies on energy efficiency methods, protocol and measures consistent with the NW
Power & Conservation Council methodology and the Washington Energy Independence Act.

The WCC will initially be formed of the members of each of the three electric companies and interested
parties who are representing organizations and interests located in Washington State.

Within 4 months the WCC will report to the Commission with the following recommendations:

Permanent voting and advisory membership.

Organizational workplan through at least the end of 2012 (What topic areas will be covered and
how will they be executed).

Organizational structure (For example, whether there will be a master facilitator engaged, how
industry experts will be incorporated, whether there is a need for workgroups and how decisions
will be made). :

Recommendations for Commission adoption of statewide cost-effectiveness metrics for electric
conservation.

Recommendations for ongoing funding of the WCC activities.

Recommendations for an independent conservation programaudit function directed by UTC staff.
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Appendix F — Avista’s Target vs. 2009 IRP

From: Powell, Jon [mailto:Jon.Powell@avistacorp.com]
Sent: Tuesday, March 02, 2010 1:06 PM

To: Nightingale, David (UTC)

Cc: Gervais, Linda

Subject: RE: Cross walk from IRP to WA I-937 filing

David:

Here’s a reconciliation of a calculation of Avista’s 2009 electric IRP vs. the 1-937 target derived from the
NPCC 6™ Power Plan (with additions).

There are a lot of moving parts in these calculations, and Lori and | are constantly discovering (and
rediscovering) how difficult it is to develop IRP, 6™ Plan and 1-937 numbers that are truly comparable.
Here’s a short and undoubtedly incomplete list of the distinctions that we have to be careful to watch
for:

e Washington vs. the Washington/Idaho “system”. Per our forecast of firm electric sales, about
61.8% of our electric system is in Washington.

e There are four parts should be included in the calculation of what we are proposing as a 1-937
goal:

o Local impact of electric-efficiency programs.

o Fuel-efficiency (AKA “electric to natural gas conversion”). This is incorporated into
Avista’s IRP as an “electric DSM” program but cannot, by virtue of the definition of
“conservation” in the Northwest Power Act and the 6™ Power Plan.

o The regional impact (within Avista system or Avista Washington jurisdictions) of NEEA
programs. Due to the doubling of funding, the lag in the impact of that funding, the
gradual termination of credit for past CFL programs, the changes in funding share and
the imposition of a new allocation and tracking methodology (currently under
development) it is very difficult to predict 2010-2011 NEEA impact on Avista’s
Washington service territory. Notably NEEA’s accounting does exclude the possibility of
“double-counting” with local programs by excluding from their acquisition claim any
resources incentivized through local programs. '

o Distribution efficiencies can be divided into the impact on the utility side of the meter
(e.g. transformer efficiencies) and the impact on the customer side of the meter
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(primarily due to improved voltage control). These are incorporated into the 6" Power
Plan based largely upon the results of NEEA’s “Distribution Efficiency Initiative” (or DEI).
Avista’s IRP does include distribution efficiencies, but at the time that the calculations
were made there was a great deal of uncertainty over the quantity of cost-effective
distribution efficiency and consequently it was generally not its own line item in the IRP
document.

e We often confuse ourselves with stating 2010 vs. 2011 vs. 2010-2011 time periods.

e In addition to the 2009 electric IRP and the 6™ Plan (with and without modifications to include
fuel-efficiency acquisition) Avista also develops an operational “DSM Business Plan” every year
that is more specific and leads to total budget, FTE, cost-effectiveness etc calculations. We've
also occasionally found references to the 2007 electric IRP can confuse anyone following these
issues (on occasion we need to reference a number out of a previously ‘recognized’ IRP, and the
2007 IRP does contain projections for 2010 and 2011).

Obviously this can all get pretty confusing pretty quickly.

Additionally | do want to note that there is a significant degree of uncertainty that are inherent in some
of the calculations, particularly Avista’s share of NEEA and distribution efficiency (utility and customer
side of the meter) in 2010 and 2011.

With that background (and all of those caveats) out of the way, the reconciliation of the 128,603 mWh
Avista proposed 2010-2011 ‘conservation’ target for I-937 vs. a comparable the 115,228 2010-2011
Avista electric IRP goal is detailed in the attached spreadsheet. I've color-coded, included cell comments
and provided explanations that | hope will be useful.

I’'m generally available at 509-495-4047 if you have any questions (except for Wednesday March 3¢
when | will be in Portland reviewing the progress in developing the NEEA plan for allocating regional
savings that | mentioned above).

Thanks.
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