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Southern California Gas Company - 1998 Earnings Verification

Introduction and Executive Summary

Executive Summary

ECONorthwest was retained by the Office of RatePayer Advocates of the California Public Utility Commission (ORA and CPUC) to audit the Southern California Gas Company’s (SoCalGas) claim for $2.691 million in shareholder incentives for activities and expenditures related to Demand-Side Management (DSM) programs that occurred in 1998
.

The major findings of this review are:

· The files and supporting documentation that were initially provided by SoCalGas were inadequate to support the earnings claim for the Commercial Energy Efficiency Incentives (CEEI) Program.  In July of 1999 a third party, CTG, Inc. (CTG), was hired by SoCalGas to work with ORA’s consultants to review and substantiate SoCalGas’ earnings claim.  SoCalGas and the third party worked closely with ECONorthwest and ECOTOPE to insure that specific verification concerns were thoroughly addressed and appropriately reviewed.  Revisions to the earnings claim were subsequently reviewed and modified by ECONorthwest and ECOTOPE.  SoCalGas has agreed to all ORA recommended modifications, with the exception of a modification to the program level net-to-gross ration (NTGR).  

· The net-to-gross ratio of 1.0 used in the utility’s May E-table filing for the CEEI program was deemed unreasonable.  ECONorthwest and ECOTOPE have recommended that a net-to-gross ratio (NTGR) of 0.75 be used to calculate earnings for the CEEI program.

· The engineering review performed by ECOTOPE and CTG resulted in significant changes to SoCalGas’ claimed energy savings.  Verified gross load impacts for the Energy Edge program amounted to approximately 80 and 29 percent of claimed kilowatt hours (kWh) and therm savings respectively.  Modifications to SoCalGas’ earnings claims resulted in a $1.280 million reduction in shareholder earnings including the effects of the reduction in the NTGR, from $2.691 million to $1.411 million, for the first year earning claim.

· Incremental measure costs were based on utility estimates.  These estimates were deemed reasonable.  In cases where the verification effort revealed that claimed measures were not installed, incremental measure costs were reduced accordingly.  Incentive payments were verified and no adjustments were required.   

· The mechanisms and calculations used to prepare the E-tables for the Energy Edge program are satisfactory, although ECONorthwest and ECOTOPE raised several concerns regarding the set-up of the E-tables.  Specific problems stem from the accounting of kWh and therm savings presented in the May filing of the E-3 tables for the Commercial Energy Efficiency Program.

Introduction

The verification effort performed by ECONorthwest and ECOTOPE focused on SoCalGas’ Energy Edge program—a Commercial Energy Efficiency Incentives (CEEI) program.  This program accounted for $2.670 million in claimed shareholder incentives, or 99 percent of SoCalGas’ total first year earnings claim.  In accordance with D.93-12-043, adopted by agreement in the Test Year 1994 General Rate Case and updated in D.94-10-059, SoCalGas’ CEEI programs are subject to shared savings treatment.  As such, shareholder incentives are based on 30 percent of program net benefits, i.e., the Performance Earnings Basis (PEB).

Description of the Energy Edge Program

The Energy Edge program is a participant funded energy efficiency program, where the utility shares the cost of an energy efficiency design report with the customer.  Unlike most other shared savings programs, rebates (or incentives) are not paid to the customer based on the installation of energy efficient technologies.  Instead, the Energy Edge program is intended to induce customers to install energy efficient technologies by subsidizing the costs of site specific energy efficiency design reports. The design report provides the customer with an engineering and cost effectiveness analysis of their current system and suggests energy efficient alternatives. Typically, retrofits result in electric energy savings from lighting and HVAC control system upgrades or from fuel switching from electric to gas measures.  The utility had no involvement beyond the design report. 

The Energy Edge program design is unique among other shared savings programs in California in that the utility pays no incentives for the installation of a measure. The program design is centered around minimal utility involvement and costs to achieve the utility’s energy savings goals. This creates a situation where the utility’s tie to the customer does not extend beyond the design report.  An important benefit from this type of program centers around the fact that the customer’s knowledge of the cost effectiveness of certain measures and design setups induces the adoption of energy efficient technologies instead of incentive payments from the utility, thus reducing the utility’s costs of delivering the energy savings. 

Documentation

ECONorthwest and ECOTOPE requested all files associated with the Energy Edge program.  No sampling was performed because only 11 projects were included in this earnings claim and files for all 11 projects were reviewed. In response to this request, SoCalGas supplied the energy efficiency design reports and other relevant documentation for all files, as well as supporting documentation for calculations and methodologies used to produce the estimates reported in their DSM earnings application.  The documentation provided by SoCalGas included copies of:

· the energy audit and design reports;

· issued incentive checks, complete with an itemized check stub and check requisition form;

· spreadsheets used to calculate measure costs and the 1996 XENERGY Measure Cost Study which provided many of the cost assumptions (no direct accounting of measures costs was availabe due to the program design); and

· other miscellaneous documentation used to calculate program earnings.

As stated earlier, the documentation provided by SoCalGas was inadequate to support an earnings claim.  In almost every case, there was insufficient evidence to verify that the measures associated with SoCalGas’ claim had ever been installed.  SoCalGas’ staff worked closely with ORA’s consultants to generate additional supporting documentation and site specific verification reports for each of the sites in the earnings claim.   

Verification Procedures

ECONorthwest and ECOTOPE followed standard verification practices in its audit of SoCalGas’ shareholder incentives and provided specification for a third party verification. The basic steps of the audit included:

· verification of the accuracy of program performance and cost data through detailed inspection of the program tracking systems and application files provided by SoCalGas staff;

· verification of shareholder incentive calculations through the review of parameters and calculations used in the E-tables;

· verification of the aggregate estimate of measure costs reported in the E-tables by assessing and reviewing measure cost estimates for consistency with relevant Table C Protocols; and

· review of administrative cost allocation.

ECONorthwest and ECOTOPE’s verification effort consisted of reviewing, at some level, all project files associated with SoCalGas’ first year earnings claim for the Energy Edge program. In cases where assumptions and estimates were used instead of actual customer data, ECONorthwest and ECOTOPE assessed the reasonableness of those components and reviewed their incorporation into site and program level calculations.  

ECONorthwest and ECOTOPE staff verified all entries in the E-table feeder sheets, paying special attention to ensure consistence with documentation found in project files and those verified by ECOTOPE and CTG (the utilities verification consultant for the Energy Edge project).  Specifically, attention was focused on energy savings, incremental measure costs, and the customer incentives. These variables were visually inspected, cross-checked against supporting documentation, and recalculated using verified parameters and the appropriate algorithm(s).

File Level Review of the Energy Edge Program

ECONorthwest's review procedures for verification of the Energy Edge program focused on the following areas:

· Identify the claimed performance measures in the summary spreadsheets for the applications of each measure associated with SoCalGas’ first earnings claim for the Energy Edge program.  Potential performance measures include measure counts, annual energy savings (kWh and therms), incentives, measure costs, and incremental measure costs.  The purpose of this step is to verify that the application data matches that used to calculate earnings.

· Locate the documentation in the files provided by SoCalGas to check claimed performance measures.  

· Compare claimed performance to verified performance and determine the direction of impact on the earnings claim of verified changes.

· Document the ease or difficulty in verifying claims and make recommendations to assist future verification efforts. A significant amount of effort was spent talking with SoCalGas staff in an effort to try to understand how the Energy Edge program operates and how earnings calculations were performed.

Engineering Review of the Energy Edge Program

An engineering review of each project in the Energy Edge program was conducted by ECOTOPE and CTG.  ECOTOPE worked with the third party consultants to design a thorough verification plan.  Site visits were conducted by both ECOTOPE and CTG to insure that claimed measures were actually installed and meetings were held between ECOTOPE and CTG to insure that all verification concerns were being covered.  

The third party consultants and ECOTOPE focused on a specific set of proposed measures for each of the eleven projects.  Much of the verification effort was spent determining if, in fact, the claimed measures were actually installed.  The engineering calculations and parameters were also reviewed for each project with particular attention on the assumed base case for savings calculations.  This was of particular concern in sites where substantial changes were made in control systems as a result of the program.  The savings from the control systems were reviewed for both engineering effectiveness and the likely change from the previous control strategies.  Unfortunately previous conditions were not well documented and the verification effort focused on evaluating the comments and records of the customers.   

Verification Results

In reviewing the Energy Edge program, it became apparent that the actual system under which the Energy Edge program operates, is different than that presented in the 10-1-96 Advice Filing.  In the Advice Filing, it is estimated that the total impact of the program would be approximately 1,000 therms and 120,000 kWh per year.  The files being reviewed in this AEAP represent approximately 90,000 therm and 20,000,000 kWh of energy savings per year.  Similarly, the earnings being claimed by SoCalGas for this program are approximately 70 times greater than those estimated in the Advice Filing. Other significant variations between the Advice Filing and the actual implementation of  the Energy Edge program have to do with the scope of the program.  Namely, the advice filing indicates that the utility would be involved with bid evaluation, vender selection, project management, financing arrangements, and construction installation management, yet none of these activities were observed in this earnings claim. 

Because SoCalGas’ involvement did not extend beyond the design report, little was known about the actual level of customer installations and upgrades and much of the documentation generally required to support an earnings claim was never provided by the customer.  The only piece of documentation indicating some level of adoption was a letter sent to the customer that asked for an estimate of the total percent completed of the projects represented in the utility sponsored design reports.

One consequence of this is that the utility had to rely on estimates and unsubstantiated assumptions to calculate earnings.  The only detailed documentation initially provided in support of this earnings claim was the design reports that included the energy savings and costs estimates which were used in the program earnings calculations.  As a result, ORA’s consultants insisted that the utility verify that installations had actually occurred and that the energy savings estimates were calculated under the correct assumptions.  ORA’s consultants worked closely with SoCalGas and the third party consultants to insure that the scope of the verification was thorough and complete.  ECOTOPE accompanied the third party consultants on some site visits and reviewed energy savings calculations procedures to verify that all significant ORA concerns were met.  The results of this effort indicate that the program was moderately successful, with approximately 80 percent of the claimed kWh savings actually being verified.

File Review Results

ECONorthwest’s file review of the Energy Edge program revealed that the values used to calculate earnings generally match those found in the supporting documentation. A direct verification of the E-table feeder sheet values was performed because of the relatively small number of measures and sites involved in this earnings claim.  Incentive costs were verified as correct in all cases.  The use of cost estimates made verification of the incremental measure cost component of the earnings claim more cumbersome and less reliable.  Given that customers’ receipts and invoices for program costs were not collected, direct estimates of the incremental measure costs seems appropriate. SoCalGas’ use of estimates appears to be reasonable and complete for all sites in the sample.  Some adjustments were made after on-site verifications were performed to deduct cost components associated with measures that were never installed and, thus, could not be included in the energy savings claim.  These adjustments had the effect of reducing the aggregate program level incremental measure costs by approximately 9.0 percent. 

Table 1:   Review of Incentive Costs and Incremental Measure Costs Adjustments for the Energy Edge Program
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Engineering Review Results

The engineering review conducted by ECOTOPE and the third party resulted in adjustments to the kWh and therm savings at 9 of the 11 sites included in the earnings claim. The impact of the third party verification and ECOTOPE’s review indicate that no savings could be claimed at one of the 11 sites (Project ID SCG-EE-102) and, hence, all entries for that site were zeroed out.  The overall impact of this on the program’s reported savings and cost components was minor.   This one adjustment represents the only adjustment to the originally reported incentives cost calculations. 

The measures reviewed in this earnings claim include lighting and lighting controls, traffic signals, chillers, EMS, pool covers, motors, AC units and economizers. At the measure level, the most significant adjustments were made to EMS and motor measures which had a kWh verification ratios (verified kWh savings/claimed kWh savings) of approximately 51 and 37 percent respectively. EMS measures represented approximately 32 percent of the claimed kWh savings for the program while motors accounted for less than 1 percent of the programs claimed kWh savings.  The overall savings adjustments for the entire program amounted to approximately 80 and 29 percent for kWh and therms, respectively.  SoCalGas and ORA agreed to all adjustments and SoCalGas has subsequently agreed to re-file its earnings claim as recommended by ORA’s consultants. 

Table 2: Review of kWh and Therms Energy Savings Adjustments for the Energy Edge Program
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Verification Ratios  

In order to adjust the earnings in the E-tables, verification ratios were calculated for individual performance measure at each of the eleven sites.  The verification ratio is the ratio of the verified savings for each measure at the site to the claimed savings for the measure being studied at the site.  Because every measure class at every site was inspected, no significance testing was performed, and every verification ratio was applied to the original earnings claim.  The verification ratios used to adjust the earnings claim can be found at the end of this Verification Report.

Program Design and Net-To-Gross Implications

One of the primary concerns raised when reviewing the Energy Edge program centers around the question, “Are these installations a result of the utility’s efforts, or are substantive equipment changes the result of typical market forces that the utility plays no role in?”  This question is typically studied in the net savings analysis, performed in the load impact study conducted for the second earnings claim. However, the Protocols identify the 1998 program year for this utility as a skip year, thus, no load impact analysis is required for the second earnings claim. 

As with other utility programs, one can reasonably assume that the adoption of some of the measures claimed here was contingent on economic and social forces that were independent of the Energy Edge program.  The design reports and other documentation reviewed in this verification indicate that many energy efficient measures were already being considered prior to the utility’s involvement. This indicates that one would expect to find a net-to-gross ratio
  (NTGR) that is significantly less than 1.0.

The net-to-gross of 1.0 provided in the E-3 table in the utility’s AEAP filing for the CEEI program is neither justifiable nor credible. Given that the utility is not required to perform a study to assess the net-to-gross for this program next year, ECONorthwest and ECOTOPE recommends that an adjustment should be made at this point.  Rather than making an adjustment based on  ad hoc judgement, ECONorthwest and ECOTOPE recommends that a NTGR of 0.75 be applied to the CEEI program based on Table C-9 of the Protocols dealing with “Miscellaneous Efficiency Program Activities.”  This table provides an approved default for the NTGR which is appropriate for this program and the measures installed.

Administrative Cost Verification

Administrative costs for the CEEI program were not claimed in this year’s E-table filings. One reasonable explanation for this stems from the fact all significant administrative costs associated with the Energy Edge program occurred in 1996 and 1997 and were allocated to programs and program years that were the subject of a first earnings claim in past AEAPs. Because administrative costs have already been accounted for in previous AEAPs it would be inappropriate and would result in double counting to include administrative costs in this year’s first earnings claim.   

E-Table Adjustments

SoCalGas’ E-tables have been constructed in such a way that adjustments were made directly to measure level savings at each of the 11 sites reviewed.  The following table represents a summary of the verification ratios used to adjust the E-tables.  SoCalGas has agreed to all ORA recommended adjustments, with the exception of the program level NTGR, and has indicated that it will submit revised E-tables.

Table 3:  Verification Ratios for the Southern California Gas Company’s Energy Edge Program
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� The earnings claim being reviewed here, deals with 1998 utility activities to fulfill commitments made to customers as the result of pre-1998 energy efficiency programs.  All programs being reviewed in this report have been administered with pre-1998 funds and are being claimed under the pre-1998 performance mechanisms.  


� The Protocols define the net-to-gross ratio is defined as “A factor representing net program load impacts divided by gross program load impacts to convert them into net program load impacts.  This factor is also sometimes used to convert gross measure costs to net measure costs.”  (Appendix A of the “Protocols and Procedures for the Verification of Costs, Benefits, and Shareholder Earnings from Demand-Side Management Programs,” Revised March 1998)
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