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ADMINISTRATIVE LAW JUDGE’S RULING
REGARDING PAY-FOR-MEASURED
SAVINGS PILOT WORKSHOP REPORT

On December 1, 2000 the draft workshop report on the pay-for-measured savings pilot project (“Workshop Report”) was filed at the Commission, and comments on the draft report were filed on December 15, 2000.  Some workshop participants request clarification and guidance on certain issues before the utilities’ submit their proposed pilot programs.
  I believe that such clarification should be given at this time, in order to move to the pilot design and implementation phase as expeditiously as possible.

Flexibility on Measure Installation

Workshop participants are divided as to whether the pilot should afford contractors any flexibility with regard to the types or amount of measures installed in homes under the pilot.  Some participants argue that the D.00-07-020 does not say to change the mix of measures currently provided in the program or to change any variables other than the method of payment.  Therefore, they conclude that no flexibility should be afforded.  Others contend that contractors should have the ability to add incremental measures or amounts of measures (e.g., ceiling insulation) into the program to save more energy.

I believe that allowing some flexibility in the type and amounts of measures installed under the pilot is consistent with the intent of D.00-07-020, based on the discussion in the decision language. The Commission described the pay-for-measured savings approach in terms of pre-specifying expected savings achieved in the home, not a pre-specified set of measure types or installation levels:

“Instead of basing the price upon measures installed, under this approach contractors would be paid based on measured energy savings achieved in the home.  More specifically, the utility would pre-specify the expected bill savings per home, and contractors would agree to achieve those savings at a fixed price per unit of savings, based on measured performance.“  (D.00-07-020, mimeo. p. 98.)

In describing why this approach should be tested on a pilot scale, the Commission also emphasized that the achievement of savings for low-income customers should be a major goal of program implementation, rather than the number and type of measures installed:

“We find considerable appeal in the concept of paying contractors based on bill savings, rather than solely on the number and type of measures installed in each home.  As discussed above, focusing on measure installations as verified by inspections is really a proxy for a major goal of the Commission and Legislature for this program: meaningful bill savings for the low-income customer.  It is reasonable to initiate a pilot to implement and test an approach that directly measures the achievement of this goal.”  (Ibid. p. 99.)

Finally, I note the Commission’s response to concerns regarding the pay-for-measured savings approach anticipated some flexibility in the manner in which the contractors achieve bill savings:

“With regard to the issue of less-profitable measures not being installed, we are not convinced that this is a problem per se, if the pilot requires certain measures to be installed (e.g., the measures listed under Pub. Util. Code §2790(b)(1)) and/or additional measures are installed that produce measurable bill savings.  This issue should be further discussed and considered in the development of the pilot design.”  (Id. Emphasis added.)

In sum, the Commission’s direction in D.00-07-020 does not limit the pilot to only changing the method of payment to contractors.  The utilities and interested parties should continue to work towards the development of a meaningful pay-for-measured performance pilot that provides some flexibility to the contractor in determining the type and amounts of measures to install in order to achieve meaningful savings to the low-income customer.  I understand that there are concerns over how to ensure that any “new measures” are subject to appropriate installation standards and safeguards.  These concerns have merit, and should be carefully considered and addressed in proposals to provide some flexibility to contractors for the purpose of this pilot.

Measured Savings

The workshop report also reflects some disagreement on how savings under the pilot program should be defined and measured for the purpose of calculating payments to contractors.  In terms of the definition of savings, some parties contend that the language in D.00-07-020 requires that savings on the customers’ bills must be tracked, while others suggest that kWh/therms saved, not bill savings per say, should be measured.

I believe that the decision allows for kWh/therms saved in the home to be the parameter of measurement, since bill savings are predicated on energy savings.  This is recognized in the Commission’s statement that:  “The goal should be to enhance our ability to directly demonstrate bill savings for low-income customers through energy usage reductions.”  (D.00-07-020, mimeo. p. 99.  Emphasis added.)  Therefore, if parties believe that it is more manageable to focus measurement on kWh/therms saved in the home, as a result of the pilot, then I do not believe the Commission’s decision precludes that approach.  As pointed out in the workshop report, there are a lot of factors that may not reduce the overall bill to the customer (e.g., increasing gas and electric prices), but the bill is still lower than it otherwise would have been because of reduced usage.

With regard to the measurement of savings, I do not believe that a payment approach based only on deemed savings is consistent with the intent of the pilot, as some workshop participants propose.  The quid pro quo for allowing contractors some flexibility in achieving savings (rather than focusing on measure installation) is to really measure the results, e.g., via post-installation billing analysis.  As indicated in the decision, we have already adopted measurement protocols along these lines (“ex post” protocols) in the Annual Earnings Assessment Proceeding (AEAP).  At the same time, the decision recognizes that extended withholding of payment for installed measures (as we have done under our AEAP ex post measurement protocols) may affect the financial viability of participating contractors.

With this guidance in mind, I think that a combination of up-front payments based on deemed savings, with a true-up process based on ex post measurement seems reasonable.  The workshop report only discusses the concept of evaluating savings using billing analysis after the pilot is completed.
  Today’s ruling is not intended to preclude consideration of other ex post measurement approaches to determining, post-installation, what the LIEE program saves in energy usage under the pilot.

Workshop participants note that the pilot needs to somehow recognize or accommodate for the fact that some LIEE measures may increase consumption usage, such as the repair or replacement of non-working equipment in the home. Some adjustments to contractor payments may need to be made for these types of measures.

With the above clarifications and guidance in mind, the utilities should work expeditiously in developing the pay-for-measured savings pilot for consideration by the Commission.

Dated December 22, 2000, at San Francisco, California.



/s/  ANGELA K. MINKIN for



Meg Gottstein

Administrative Law Judge
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Parties should notify the Process Office, Public Utilities Commission, 505 Van Ness Avenue, Room 2000, San Francisco, CA  94102, of any change of address to insure that they continue to receive documents.  You must indicate the proceeding number on the service list on which your name appears.

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *

The Commission’s policy is to schedule hearings (meetings, workshops, etc.) in locations that are accessible to people with disabilities.  To verify that a particular location is accessible, call:  Calendar Clerk (415) 703-1203.

If specialized accommodations for the disabled are needed, e.g., sign language interpreters, those making the arrangements must call the Public Advisor at (415) 703‑2074, TTY 1-866-836-7825 or (415) 703-5282 at least three working days in advance of the event.

�  See for example, Workshop Report, p. 32-33.


� Workshop Report, p. 18.
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