
Electricity Conservation Incentive Mechanism

The penalty and reward mechanism implemented in Docket No. UE-060266 replaced the penalty-only mechanism originally established by the 2001 general rate case Settlement Terms for Conservation (Exhibit F to Settlement Stipulation in Docket Nos. UE-011570 and UG-011571).  A penalty-only mechanism (up to $750,000 annually), also established in the 2001 general rate case, was still in effect for the natural gas savings goal; in 2009, PSE exceeded that goal.

2009 was the third year of the penalty/reward incentive mechanism implemented to incent PSE to achieve increased energy conservation.  That incentive/penalty mechanism is detailed in PSE’s Electric Tariff G - Rate Schedule 121, Electricity Conservation Incentive Mechanism.  

The penalty/reward under the electricity conservation incentive mechanism is based on the conservation results filed in this Annual Report and compared to the baseline savings goal of 278,000 Megawatt hours (31.7 aMW). This goal was set through a collaborative process with the Conservation Resource Advisory Group (CRAG) and the Washington Utilities and Transportation Commission (WUTC). Please note that the baseline savings goal and actual savings are not to include the Single-Family Fuel Conversion Program.

The penalty/reward mechanism consists of two parts - the first based on actual savings (excluding Fuel Conversion: 305,565 MWh or 34.9 aMW) compared to the baseline savings goal. The second based on comparison of PSE’s avoided cost ($108 per MWh) for acquiring generation resources versus the overall actual Total Resource Cost (TRC) of the portfolio of the conservation programs ($45 per MWh) that offset the need to acquire those generating resources.  

PSE met the three required criteria for reward eligibility in 2009:   

1) At least 75 percent of the savings goals by Residential and Commercial/Industrial sector were achieved.  Actual savings versus goal results were, Residential: 105 percent and Commercial/Industrial: 116 percent.

2) The weighted average measure life of the total program portfolio is greater than the minimum life of nine (9) years.  Actual weighted average measure life is 11 years.
3) PSE's portfolio of programs, in aggregate, are cost-effective from both the Utility Cost and Total Resource Cost (TRC) perspective - benefit/cost ratio is greater than one (1).  Actual Utility Cost B/C ratio is 3.8 and Total Resource Cost B/C ratio is 2.5.
As indicated in the detailed incentive calculator, included at the conclusion of this report as Exhibit 2, the total reward is $4,385,101 ($3,331,300 based on MWh savings plus $1,053,801 based on TRC shared savings).  Incentive calculation work papers will be included as a part of the 2010 Schedule 120 Electric Conservation Rider filing.  The Schedule 120 filing will include 75 percent of the total reward amount—indicated at the bottom of the Exhibit 2, page C—with the remaining 25 percent collected in 2011, subject to CRAG and WUTC review.  
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