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I.
Introduction

A. Summary

In this Decision the Department approves the Companies’ proposed 2004 budgets and programs and approves $1,210,580 in costs related to the severance of CL&P C&LM employees.  The Department will issue an RFP to conduct an audit of the CL&M programs.  The Department evaluates the major findings of the Office of Consumer Counsel report, Review of Connecticut’s Conservation and Load Management Administrator Performance, Plans and Incentives.  Based on this evaluation, the Department directs the Companies to make modifications in their performance incentive mechanism, the process of setting program goals and conducting program evaluations, and joint program delivery.  The Department will not authorize supplemental payments for reliability‑based load response participation for summer 2004.

B. Current Proceeding

In accordance with §§ 16-11, 16‑245m of the General Statutes of Connecticut (Conn. Gen. Stat.), the Department considered the Companies’ 2004 proposed performance indicators and management incentive metrics; the Office of Consumer Counsel (OCC) report, Review of Connecticut’s Conservation and Load Management Administrator Performance, Plans and Incentives (OCC Report) dated October 31, 2003; and other program issues.  

Pursuant to a Notice of Hearing dated March 15, 2004, the Department held public hearings on this matter on April 12 and 26, 2004.  Technical meetings pertaining to issues in this docket were held on April 20 and May 7, 2004.  A Draft Decision was issued on Jul7 1, 2004.  Written Exceptions were filed by CL&P, Environment Northeast, OCC, UI, and the Connecticut Business and Industry Association (CBIA).  Oral Arguments were held on July 27, 2004.

The Department recognized the following as participants to this proceeding:  The Connecticut Light and Power Company, P.O. Box 270, Hartford, Connecticut 06141‑0270; The United Illuminating Company, 157 Church Street, P.O. Box 1564, New Haven, CT  06506-0901; the Office of Consumer Counsel, Ten Franklin Square, New Britain, Connecticut 06051; The Resource Link, P.O. Box 339, Litchfield, CT  06759; Northeast Energy Efficiency Council, Inc., M151 Merrimac Street, Boston, MA  02114; and Center for Advanced Technology, 111 Founders Plaza, Suite 1002, East Hartford, CT  06108; Environment Northeast, 15 High Street, Chester, CT  06412; The Institute for Sustainable Energy, 83 Windham Street, Willimantic, CT  06226; WJM  & Associates, Inc., P.O. Box 997, Georgetown, CT  06829-0997; Southwest Area Commerce And Industry Association, 1 Landmark Square, Stamford, CT  06901; Connecticut Conference of Municipalities, 900 Chapel St. 9th Floor, New Haven, CT  06510-2807; ISO New England, One Sullivan Road, Holyoke, MA  01040-2841; CHW, LLC, 82 Second Hill Road, P.O. Box 2166, New Milford, CT  06776; Powerlight, Northeast Region, P.O. Box 354, Crosswicks, NJ  08515.  

II. DEPARTMENT ANALYSIS

C. 2004 Budget


In a letter dated April 21, 2004, the Companies submitted a revised budget for 2004 (April Budget).  The Companies state that their intention in filing this budget was to advise the ECMB and the Department of the approximate amount of the funds that would be available in 2004 as the result of carryover and the finalization of rate reduction bonds (RRB).  The proposed budget totals approximately $89.9 million, an increase of approximately $40 million from the original 2004 budget of $49.9 million.  The Companies state:

The intent of this budget in January was to advise the EMCB and the Department of the amount, general amount of carryover funds that we saw that were coming available in 2004, and our expectation at that time would be that the securitization bond issues would have occurred around that timetable . . . . one of the reasons that we submitted this budget at this time was to try to keep this process as seamless as it can be.  So when securitization is done, the $4 million a month cap is no longer holding us back, that we don't ‑ we eliminate any other barriers to preventing us from starting and stop ‑ or requiring us to start and stop programs.  So we wanted to have this budget approved also as a backup, realizing that we're going to get into more detail on an 18-month or two-year budget cycle for this, but to at least approve in principle – this is somewhat of a rolling budget ‑ so when we get into later this year and funds are ‑ programs are going like hot cakes, that we don't slow down and shut down programs, that we have an option to spend some of these dollars in programs that are really taking off, using this same type of parity that we’ve developed here.  Tr. 4/26/04, pp. 784‑786.


The Companies also indicate that they would prefer to revisit the budget with the ECMB once the RRBs are issued and submit a more detailed budget, one that is more exact than the April Budget.  Tr. 4/26/04, p. 788.  The Department has included the April Budget as Appendix 2 and has revised the layout to show the subtotal for major categories below each group of costs.  The Department notes that Appendix 2 compares the combined budgets for each program.

The April Budget reflects an increase of approximately 80% above the original 2004 budget, reflecting an allocation of carryover funds to a variety of programs.  In general, the Companies seek approval of increased spending within approved programs to allow programs to operate uninterrupted and to avoid ongoing requests for Department review/approval of program spending.

The Department’s goal is to allow C&LM programs to operate continuously and without the need for constant intervention.  Further, as stated in past C&LM Decisions, the Department seeks to provide the Companies with the flexibility necessary to shift program dollars as necessary to react to market conditions or new program initiatives, in order to achieve savings cost‑effectively.  Therefore, the Department agrees that the Companies should be allowed to assign unallocated funds within approved programs.

Year 2003 was tumultuous for customers, vendors and program administrators because C&LM programs were effectively halted.  In light of the proposed increases for 2004, the Department is concerned that by significantly increasing spending for the remainder of the current period programs may experience a ‘roller‑coaster’ effect through 2005.  The Department seeks to avoid such patterns and directs the Companies to take steps to that effect.  The Department therefore anticipates that there will be carryover funds available for 2005.
The budget reflects $6 million that the Companies had set aside for RRB issuance costs.  In a letter dated June 18, 2004, submitted in Docket No. 03‑09‑08, Application of The Connecticut Light and Power Company and The United Illuminating Company for a Financing Order, the Office of the Treasurer submitted an Issuance Advice Letter to the Department.  The Issuance Advice Letter contains a summary of the results of the bond issuance that was required to allow the C&LM programs to continue to operate.  The Issuance Advice Letter states that the cost of issuance was funded through issuance proceeds.  Therefore, the $6 million set‑aside is available for C&LM programs and must be allocated.


In addition, the April Budget does not indicate the increased expenditures for the Appliance Retirement programs approved in the February 4, 2004, Decision in this proceeding.  Therefore, the budget must be amended to reflect the approved budget for these initiatives.  Audit costs will be capped at $150,000 subject to the results of the Department’s RFP process to engage the auditor.  Further, the Department is concerned with the increases that are budgeted for Administrative & Planning items, notably Planning & Evaluation, Information Technology, ECMB and Audit costs.


Based on the foregoing, the Department will allow the Companies to allocate carryover funds as proposed but will require the Companies to submit final revisions to the April Budget to reflect the items noted above and to explain the need for the increases within the Administrative categories.  The Companies shall use the layout in Appendix 2 but shall show each Company’s program budget as submitted in the April Budget.  The approved budget increases program spending, therefore, the Department will require that the goals increase proportionately.

The budget approved herein is for the remainder of 2004.  The Department anticipates that the budget submitted as part of the 2005 C&LM plan will reflect expected 2005 C&LM revenues and an estimate of any carryover funds from 2004.  The 2004 budget is the final reconciliation resulting from legislative securitization of the C&LM fund, and the CL&M budget process should resume a “normal” budget cycle in 2005.

D. OCC Consultant Report

1.
Introduction and Summary

As indicated in the Notice of Hearing dated November 20, 2003, the Department is considering in Phase 2 of this docket the OCC Report.  The OCC, in response to the Department’s decision in Docket No. 03-01-01, engaged Optimal Energy, Inc. (Optimal), Vermont Energy Investment Corporation (VEIC) and PAH Associates (Collectively, OCC Consultant) to examine the past and planned performance of the current program administrators in achieving C&LM policy objectives under the current performance incentive mechanism and to recommend changes as appropriate.  The OCC Report provides an independent response to the DPUC request for the ECMB and the Companies to “review, re-assess and revise performance incentives” for administrators of Connecticut’s C&LM investment portfolio.  DPUC Decision in Docket 03-01-01, May 28, 2003, p. 1.  The OCC Consultant reviewed a variety of materials, including past Department C&LM decisions, the 2004 C&LM Plan, program evaluations other relevant documents, as well as conducting interviews with C&LM contractors and vendors.  

The OCC Report compares past and planned performance of Connecticut’s C&LM programs in key residential and commercial markets with that of programs in Massachusetts, New Jersey, New York and Vermont.  The OCC Report concludes that while information among the statewide comparison is somewhat uneven, Connecticut utilities have performed favorably, based on several objective measurements, such as expenditures per kilowatt-hour (kWh) saved and energy savings as a share of retail sector sales.  However, in some cases, such as residential new construction, Connecticut’s program administrators have not succeeded as well as their counterparts in nearby states.  The OCC Consultant suggested that they would give Connecticut C&LM administrators, “overall, an A minus on their work, at the overall electricity savings level” and “would award a B plus/A minus in the residential end and an A minus in the commercial/industrial end.”  Tr. 4/12/04 p. 504.

The OCC Report recommends a program budget allocation that it believes would yield the greatest electricity savings and economic value from the $100 million available to fund Connecticut’s C&LM investment portfolio for 2004 and 2005, consistent with the Report’s recommended policy priorities.  The OCC Report recommends a reprioritization of several budget items, specifically, substantial increases in Residential Heating and Cooling, Residential Audits/Loans, Commercial New Construction, and commercial and industrial (C&I) Retrofit/Energy Opportunities.  OCC Report, p. 11.  The OCC Consultant recommends substantial cuts or total elimination in several program areas.

Cross-program recommendations include joint delivery of uniform program designs statewide and implementation of a regular savings verification process.  In the residential sector, the OCC Consultant recommends greater coordination with other state and regional new construction initiatives, and refined eligibility requirements and redesigned incentives for the heating, ventilating and air-conditioning (HVAC) program.  In the C&I sector, the OCC Consultant recommends elevated minimum lighting efficiency requirements and consolidation of the multiple programs serving overlapping markets.  The Reports also proposes key modifications of program goals and the performance incentive mechanism.  Id., pp. 9‑10; pp. 57‑69. 

The OCC Consultant concludes that the primary objective of Connecticut’s C&LM investment portfolio should be to maximize the yield of both electricity savings and economic value, consistent with direction in the Department’s latest decision.  The OCC Report recommends that the DPUC recognize total net resource benefits, not just electric benefits, as the true indicator of economic efficiency and thus gains to Connecticut’s economy.  The OCC Report recommends the systematic incorporation of non-electric savings into planning and program design, which maximizes overall economic benefits to Connecticut ratepayers.  Non-electric savings should be incorporated as a marketing and decision‑making tool to maximize overall energy savings; however, programs must be determined to be cost-effective using the electric test.  Id., pp. 14-17; Tr. 4/12/04, p. 505, 514 and 520.  

2.
Total Resource Test

The OCC Consultant believes that the Department should adopt the Total Resource Test (TRT) as the primary test for determining whether a C&LM program should receive regulatory support.  The OCC Consultant recommends that the Electric System test should be used as the secondary test, providing a measure of ratepayer equity.  The OCC Consultant also recommends that the Department should continue to use the Electric System Test to address equity issues regarding funding of nonelectric saving measures or projects.  The OCC Consultant urges the Department to require that C&LM programs provide a cost‑effective level of electric cost savings to each major customer sector, and to encourage them to maximize the net economic value from all major types of resource savings from C&LM investments: electricity, natural gas, oil, and water. Id., p. 16; Tr. 4/12/04, pp. 505, 514 and 520.  In addition to conveying the true economic value of C&LM investments, the OCC Consultant views the TRT as an important marketing device to increase customer participation.  Including savings from all fuels shortens the payback for many C&LM projects, thereby rendering the investments more cost-effective from the customer’s perspective.  Tr. 4/21/04, p. 517.


The Companies concur that conveying TRT has value as a marketing tool to increase customer interest and participation.  The Companies indicate that they provide information on total resource benefits when presenting C&LM projects to customers for projects that have meaningful non‑electric benefits.  The Companies recognize the value of marketing TRT in some programs; however, they recommend that they continue to use the Electric System Test as the primary test for program planning and evaluation.  They believe that the TRT should not be the basis for cost/benefit tests.  Tr. 4/26/04, p. 730.  CL&P points out that it uses the TRT in marketing some of its programs to customers, such as the Residential New Construction Energy Star Homes program, the TumbleWash clothes washer initiative and the low income program.  Id., p. 732.  UI suggested that non‑electric (safety) benefits were critical in the success of the recently concluded torchiere turn‑in events.  Id., p. 735.  CL&P emphasized that in SWCT, the primary goal of the C&LM fund should be to maximize kWh and kW savings, not total resource savings.  CL&P Brief, p. 5 

The Department supports the Electric System Test as the primary test and the basis for screening programs to determine if they are cost-effective, and thus for deciding if a program should receive regulatory support.  The Department also recognizes the value of TRT in measuring the total economic benefit of C&LM programs, and will include TRT as a component of the Companies’ performance goals, as described below.  Including TRT as a component of the Companies’ performance goals provides appropriate incentives for the Companies’ efforts in providing programs that have significant non-electric benefits.  Examples of these programs are Low‑Income programs, PRIME audits for industrial customers, and Residential New Construction.  With reduced C&LM budgets in the coming years, the Department believes that actively marketing non-electric benefits is a way of leveraging scarce C&LM dollars by emphasizing the cost-effectiveness of projects when non-electric benefits are included.  The Companies correctly point out that the primary goal in SWCT is kWh and peak kW reduction.  The C&LM fund has been an important tool in the effort to improve reliability in SWCT.  As explained below, the goal of reducing kW in SWCT will also be included as a component of the performance matrix.  
While the Companies testified they were in support of marketing TR benefits, their testimony was unclear whether TR benefits are marketed comprehensively to customers in all programs and for all projects that have meaningful non-electric savings.  The Companies testified that, for C&I projects, TR benefits are highly specific to a particular project.  Although the Department recognizes that that TR benefits will vary among projects, the Department expects that the Companies will market these benefits on a comprehensive basis.  The Department will require the Companies to demonstrate how TR benefits are marketed by Company employees and/or vendors for each program that has substantial non-electric savings.  As discussed below, the Companies will also be required to monitor and track non‑electric savings.

3.
Performance Mechanism and Incentives

(a)
OCC Performance Incentive Mechanism

The OCC Consultant states that the purpose of a performance incentive is to encourage the best possible achievements by portfolio administrators in the pursuit of Connecticut’s C&LM policy objectives.  This goal should apply to the incentive awards for individual program performance as well as collectively to the total incentive award.  The OCC Consultant states further that an effective incentive mechanism should produce performance indicators that are observable, measurable, verifiable, clearly aligned with policy objectives, and that do not create perverse incentives for administrators to act in ways contrary to policy objectives.  OCC Report, pp. 11-13.

For maximum effectiveness, the performance incentive mechanism should combine incentive awards for superior performance with penalties for failure to meet minimum performance requirements.  In addition, the incentives should reward results above performance goals to encourage exceptionally strong performance, up to a maximum award.  Conversely, administrators should be able to earn partial awards below performance goals so they will continue striving for success as long as the outcome falls above specified minimum thresholds.  Minimum performance requirements also reinforce performance incentives by reducing the incentive award for failure to meet minimum standards for administrator performance in other critical areas.  Id.

According to the OCC Consultant, the current incentive mechanism should be changed in order to motivate the best possible performance from CL&P and UI.  The OCC Consultant finds that current goals do not represent a “stretch” from the previous years’ accomplishments.  Further, the OCC Consultant states that under the current design, the performance incentive may be draining too many resources from the limited funds available for program expenditures.  Id.

The OCC Consultant finds that the current mechanism does not align with State policy objectives and has piecemeal incentives that unduly reward individual outcomes.  As previously stated, the OCC Consultant recommends that the performance incentive include total net resource benefits as the true indicator of economic efficiency and thus gains to Connecticut’s economy.  The OCC Consultant also finds that the shortcomings in the performance mechanism have resulted in a tendency toward micro‑management of the fund administrators by the Department.  The OCC Consultant concludes that a redesigned performance incentive mechanism will address these problems.  Specifically, the OCC Consultant recommends the following:

1. that a revamped performance mechanism be designed to encourage maximum economic and electricity yield from the portfolio, particularly where savings are needed most to avert reliability problems in southwestern Connecticut;

2. that the mechanism apply to CL&P and UI together, so that their individual rewards depend on how well they perform jointly in their shared tasks;

3. that the mechanism and goals apply over at least a two year period to allow administrators greater flexibility;

4. that the Department set aside $4.5 million for potential performance awards for superior management of the $100 million two‑year investment portfolio;

5. that individual performance incentives be established so that administrators can earn extra incentives for exceptionally strong performance on individual goals, or conversely, earn partial incentives for performance below an established goal but above a minimum threshold.  Id., p. 10.

The Department discusses these recommendations below.

(b)
Potential Incentive Dollars

Under the current design, the OCC Consultant concludes that at its upper end of 8%, the performance incentive could drain too many resources from the limited funds available for program expenditures.  OCC Report, p. 4.  The OCC Consultant recommends decreasing the total potential performance incentive from the level that is currently available to the Companies.  Based on its experience, the OCC Consultant recommends a performance incentive of approximately four and one half percent of the total budget.  The OCC Consultant states that its recommended performance level is based on its assessment of the difficulty of the task of operating C&LM programs as well as the risk/reward available to the Companies in running these programs.  In support of its position, the OCC Consultant states that the ratepayers provide all the funds used for C&LM activities and as a result, there is little or no risk to the program administrators since all costs are fully reimbursed.  Tr. 4/12/04, pp. 595‑597.

CL&P maintains that the potential performance incentive recommended by the OCC Consultant is lower than that which is currently available and would be spread over two years.  CL&P believes that the incentive should be maintained at its current level and that the incentive should be reconciled annually.  Id. Tr. 4/26/04, p. 728.
UI states that the Companies execute their conservation programs with “a creative entrepreneurial spirit” and in so doing achieve significant savings.  UI states further that:

if we weren’t a regulated company and we were doing this as an entrepreneurial business, we would be hard‑pressed to entertain somebody to . . . provide that kind of service with that kind of performance (energy savings) with a margin as small as that (provided in the current structure).  Tr. 4/26/04, pp. 727‑729.

UI maintains that its current incentive mechanism has produced excellent results and therefore it urges the Department to maintain the current structure.  UI Brief, p. 1.

The structure of the current incentive mechanism is straightforward; the Companies set a goal and if they meet or exceed it, they earn a performance incentive payment based on a percentage of program expenditures.  The following table shows the performance percentage and the pretax incentive available under the current Performance Incentive.  As the table shows, at present the Companies can earn a maximum of eight percent of their C&LM expenditures if they exceed the goals for these programs by 30%.
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130 and above

8%

Source of Data:

Decision dated May 28, 2003

In Docket No. 03-01-01, p.12.


As established by Conn. Gen. Stat. 16‑245m, the C&LM fund provides the Companies with a guaranteed multi‑million dollar revenue stream that is dedicated to the administration of C&LM programs.  These revenues cover all costs associated with these programs.  An example of the limited risk associated with the fund is evidenced by § 16‑245m(a).  This statute was enacted to provide the Companies with the assurance that their C&LM expenditures would be recovered through the Competitive Transition Assessment while the issue of Legislative action regarding the fund was pending in 2003.  Another example regarding risk is discussed in this Decision.  During 2003 CL&P needed to reduce its C&LM staffing levels as a result of the then pending reductions to C&LM funding.  The C&LM fund absorbed all costs associated with CL&P’s personnel reductions, holding CL&P harmless for these costs.  Further, C&LM programs are designed to provide direct customer benefits through reduced energy costs.  In many cases the total incremental cost of the efficient measure is borne by the fund.  The C&LM fund allows the Companies to market these programs to their customers as utility‑sponsored initiatives at ratepayer expense.  Therefore, in addition to the no‑risk nature of operating the programs, the Companies enjoy the benefit of improving customer goodwill through the marketing budget for these programs, at no cost to the utility.

The Department has considered the issues raised by the OCC Consultant regarding the risk/reward that accompanies the C&LM fund.  The Department concludes that there is little or no risk to the revenues from the Companies’ regulated activities associated with the operation of C&LM programs and that the Companies benefit from the operation of these programs.  While this may appear to support a reduction to the potential incentive, in light of the ‘report card’ that the Companies have achieved regarding their C&LM performance, this course of action is unwarranted.  The Department cannot overlook the fact that the C&LM programs have received national recognition and have achieved significant savings.  It would be inappropriate to ‘reward’ the Companies for past performance by reducing the potential level of the incentive.  The Department finds that current incentive structure has proven successful in motivating the Companies to achieve savings.  As a result, the Department will maintain the maximum potential incentive at the current level of 8%.  The maximum potential will be based on the Department approved budget, not program expenditures.  The Department’s intention is to establish a fixed dollar amount as the target incentive.  However, if the budgets change, the overall incentive must be adjusted accordingly, and savings goals must be adjusted proportionately.  As discussed below, the process for setting goals and targets must be addressed.

The Department recognizes that any incentive mechanism is subject to gaming.  The ECMB should consider other methods for determining the goals upon which the incentive is paid, such as the cost per kW or kWh saved, to encourage more cost‑effective use of the C&LM fund.

(c)
Joint Delivery

The OCC Consultant affirms that Connecticut’s C&LM program designs are among the best in North America.  However, the OCC Consultant believes that there are opportunities for improving the current approach to C&LM marketing and business development because the current programs do not share consistent statewide designs and lack transparency in the markets they seek to influence.  The OCC Consultant states further that consistent statewide design would improve portfolio performance by deploying program services (financial, marketing, delivery) according to the organization and operation of efficiency markets.  Because utility boundaries are irrelevant to new construction, appliance purchases, and equipment replacement markets, any geographic variation in program design within a particular market will introduce a potential barrier to participation.  The OCC Consultant states that since overcoming and eradicating market barriers is the very purpose of C&LM program investment, it follows that administrators of Connecticut’s C&LM program should immediately move to standardize all programs aimed at statewide markets.  The Consultant notes that although a limited number of programs may require geographic variation in program designs (e.g., targeted investment in SWCT) such programs should be carefully packaged as “bonuses” that appeal to all market participants.  Ultimately, greater statewide consistency should enable administrators to raise electricity savings and economic value by increasing market participation and by reducing administrative costs.  OCC Report, pp. 50‑52.

The OCC Consultant asserts that strengthening the market orientation and customer focus of various program services should improve effectiveness and lower costs.  Marketing efforts should be consolidated and better coordinated among programs to improve overall cohesion of services within statewide markets and between related markets (e.g., equipment replacement vs. new construction).  Ideally, the programs themselves should be invisible to customers and other market participants.  Id.

The OCC Consultant indicates that they interviewed market actors, and that some of those interviewed stated:

“the multiplicity of programs unduly complicated and confused customers and trade allies, particularly in the C&I sector.  Some of those interviewed commented that program procedures drive up their own administrative costs to participate in C&I programs.  Such higher costs create barriers to participation, which defeats the very purpose of C&LM programs.  OCC Report, p. 51.

The OCC Consultant also states that the Companies could also increase the electricity and economic yield from the C&LM portfolio if they can find ways to leverage the resources of other market participants.  Administrators need motivation to take maximum advantage of opportunities to cooperate with regional and national market transformation efforts, including Northeast Energy Efficiency Partnerships and the EPA Energy Star® label.  The OCC Consultant believes that these objectives are better achieved through a joint performance mechanism.  OCC Report, p. 51.

The OCC Consultant states that while UI and CL&P have been directed to operate their C&LM programs jointly, each Company’s performance incentive is based on their individual performance.  The Consultant states that UI and CL&P should be held jointly responsible for the performance of C&LM programs and that this standard is a critical element of the proposed Performance Incentive Mechanism.  OCC Report, p. 51; Tr. 4/12/04, p. 602.

The Companies indicate that they are continuing to look at ways to deliver their programs jointly and as an example are working toward a single toll free number that customers can use to access all C&LM‑related information.  The Companies maintain, pursuant to the Department’s directives, they have made significant strides toward the joint operation of C&LM programs.  However, the Companies continue to believe that there is value in having different approaches to program design and implementation.  The Companies also state that there may be a tendency to overvalue the single entity concept.  Further, the Companies maintain that there is value in maintaining separate corporate identities for some programs because the customers served by each utility have unique needs.  Tr. 4/26/04, pp. 709, 772‑781.

In 1998, the Department required UI to participate in a joint conservation program with CL&P, the SmartLiving Catalog, citing the benefits of a combined effort.  See Decision dated April 8, 1998, in Docket No. 97‑10‑01, DPUC Review of The United Illuminating Company’s 1998 Conservation and Load Management Program and Budget, pp. 6‑10.  In 1999, the Department approved the continuation of UI’s participation in the SmartLiving catalog program.  See Decision dated June 30, 1999, in Docket No. 98‑10‑05, DPUC Review of The United Illuminating Company’s 1999 Conservation and Load Management Programs, p. 4; Decision dated June 30, 1999, in Docket No. 98‑11‑02, DPUC Review of The Connecticut Light and Power Company’s 1999 Conservation and Load Management Programs, p. 10.  In 2000, the Department continued the movement toward joint C&LM initiatives.  See Decision dated May 10, 2000, in Docket No. 99‑09‑30, DPUC Review of the Connecticut Light and Power Company’s Conservation and Load Management Programs for 2000, Decision, pp. 4‑6.  In that Decision the Department stated:

Over the past few years the approach to implementing conservation has shifted from stand‑alone, utility‑by‑utility initiatives, to coordinated regional and national ones.  As a result of this trend the Department believes it is appropriate to increase the number of joint programs at this time.  However, all in‑state programs should be identical.  In addition to the customer‑related benefits noted above, identical programs would simplify review by the Board and the Department and would ease implementation by customers, contractors and energy service companies (ESCOs). . . Based on the foregoing, the Department will require that CL&P develop identical residential and small commercial and industrial programs in conjunction with UI for 2001.  Decision, p. 6.

Since 1999, the Department has required that CL&P and UI move toward the joint operation of C&LM programs.  Since that time the Companies have created many joint initiatives, have consolidated separate C&LM filings into a single annual plan and have developed a joint cost/benefit analysis.  Although the Companies operate many identical programs, the Companies continue to maintain that there is a need to retain separate identities for at least some of these programs.

In its Decision dated May 10, 2000, in Docket No. 99‑03‑30, p. 5, the Department discussed CL&P’s concerns as they relate to the creation of joint C&LM marketing materials and campaigns.  Despite CL&P’s concerns, in keeping with the movement toward joint program operation, the Department directed CL&P to move toward additional joint marketing strategies.  The Department stated that although achieving consensus on program promotion, content and incentives may require an increased effort initially, that the long‑term benefits of a statewide approach to promoting energy efficiency will likely outweigh any additional upfront work and cost.  The Department believes that the programs that have been operated and marketed jointly since that time have shown benefits to Connecticut’s ratepayers and that the furtherance of the Department’s policy of seamless program implementation is appropriate.

C&LM programs are tools for administrators.  They provide rules for deploying services, and vehicles for tracking results in different markets.  Customers should see a seamless web of services that fit naturally with, and overcome barriers to, the efficiency transactions they are involved with in the marketplace.  Establishing separate identities for the individual programs in the marketplace may introduces unnecessary confusion in the minds of consumers and other participants in efficiency transactions, including vendors, contractors, architects, engineers and other trade allies.  Based on the foregoing, the Department will direct the Companies to continue to move toward seamless operation of C&LM programs. 


Generally, the Department believes that programs serving C&I customers should be marketed statewide under the same name for both Companies. This will create greater consistency between programs, as recommended by the OCC Consultant. Tr. 4/12/04, p. 553. This has already occurred for the Small Business Energy Advantage and the C&I RFP programs.

In the case of C&I new construction programs, CL&P and UI have designated their programs as Energy Conscious Construction and Energy Blueprint, respectively.  These programs were named several years ago, and customers are familiar with the names of these programs.  It is appropriate for the Companies to retain these separate program names.

In the case of C&I retrofit programs, UI markets its programs to customers as “Energy Opportunities” yet maintains subprograms for administrative purposes.  CL&P markets its C&I retrofit programs to customers under several program names.  The Department believes that CL&P should adopt Energy Opportunities as an  "umbrella" program name for its C&I retrofit programs.  The Department believes that this approach would simplify CL&P’s marketing efforts, reduce customer confusion, facilitate the development of joint marketing materials, create the opportunity for more joint marketing efforts, and create a more seamless statewide approach to C&I retrofit program delivery.  In recommending that CL&P adopt Energy Opportunities as an overall program name, the Department is not advocating that CL&P eliminate C&LM services targeted to specific customer groups nor is it suggesting that CL&P eliminate existing C&I programs. The identity of these separate programs should remain as "sub-programs" for the purposes of administration, program measurement, budget purposes and vendor relations.  The Department believes that maintaining separate program names for marketing purposes does not provide the customer with meaningful information and the evidence in this proceeding suggests that many separate program names may be confusing to customers.
 Id., pp. 553-555.  The Department will not order CL&P to adopt the Energy Opportunities name, but will direct the Company to review this recommendation in consultation with the ECMB.  The 2005 C&LM filing will reflect the findings of the ECMB.

In a separate but related issue, the Department directs CL&P, in consultation with the ECMB, to evaluate the benefits of consolidating the administration of some of the Company's C&I programs. There may be an administrative benefit to consolidating the Custom Services and Express Services programs as well as the C&I Operations and Maintenance (O&M) Services and O&M RFP programs. The Department will seek the advice of the Company and the ECMB on this matter.

Finally, the Department believes that one of the barriers to conservation is the customer’s inability to access program information (technologies, rebates, product availability, etc) on a timely basis.  To reduce this barrier the Department believes that customers need a single ‘clearing house‑type’ phone number, where they can get answers to any conservation or energy‑related question, or be directed to the appropriate resource for information.  Therefore, the Department will direct the Companies to establish a single, statewide, toll free phone number that can be used by all customers to access information about all conservation programs and energy efficiency‑related matters.  The Department’s intention for establishing this number is to provide customers with a “live body” during business hours, someone that can promptly direct inquiries about these matters.  The toll free number must be operational by January 1, 2005.

(d)
Modified/Joint Performance Mechanism


The OCC Consultant recommends that the performance mechanism apply to CL&P and UI together, so that their individual rewards depend on how well they perform jointly in their shared tasks.  The OCC Consultant provided a proposed performance matrix.  See Appendix 1 and OCC Report Tables 27, 32 and 35.  The OCC Consultant states that a joint incentive mechanism will create additional efficiencies between the Companies as they strive for a common goal and believes that the proposed matrix will provide the Companies with the flexibility necessary to maximize the amount of incentive that the Companies can earn.  Under the proposed performance matrix, the Companies would need to achieve activity milestones as well as energy and demand savings to earn incentive payments.  Tr. 4/12/04, pp. 600‑610; OCC Report, pp. 3‑5, and 77‑90.

CL&P states that in many respects the incentive that has been proposed by the OCC Consultant is similar to the current mechanism.  CL&P maintains that the major difference between the current and proposed models is that, in addition to the goals that are based on electric benefits, the OCC Consultant relies on the Total Resource Test to determine the success of the programs. CL&P also states that while the current incentive mechanism has operated well, it is open to looking at this issue going forward.  Tr. 4/26/04, pp. 711 and 729.

In its Written Exceptions CL&P states that “tinkering with what has been an effective administration of C&LM programs only creates greater risk given the untested proposals put forth in the Draft Decision.”  CL&P Written Exceptions, p. 1.  Further, CL&P argues that there is no evidence in the record to support altering the current process for program administration.  Id., p. 4.

UI indicates that whatever incentive structure is chosen that it must avoid the opportunity for gaming and should not provide perverse incentives.  As an example, UI cites the current incentive structure and the fact the incentive is calculated as a percentage of actual expenditures.  Under this approach, the Companies achieve fewer incentive dollars when they reach a goal at less than the budgeted amount.  This presents a perverse incentive and may result in unnecessary expenditures in order to provide a higher incentive payment.  Tr. 4/26/04, p. 725.  UI notes that while this has not occurred, and its programs are generally oversubscribed, that these types of opportunities should be eliminated.  Tr. 4/26/04, pp. 725‑727.

In its Written Exceptions UI states that working toward joint incentives could produce the opposite of the Department’s intended result.  UI cites examples of how this might occur and indicates that the new mechanism could encourage additional perverse behavior.  UI requests that the Department not require a joint performance mechanism but instead direct the Companies to work with the ECMB to explore ways to improve the efficiency and effectiveness of the programs.  UI Written Exceptions, p. 4.


As noted by the Companies, the current incentive system provides a perverse incentive because the level of the incentive payment is tied to program expenditures.  Although the Companies state that they have not manipulated the incentive in the past, the Department believes that the structure should be changed to avoid any potential for such gaming.  The Department notes that it has expressed concern regarding the potential to game the incentive mechanism in the past.  Docket No. 03‑01‑01, Decision dated May 28, 2003, DPUC Review of The Connecticut Light and Power Company’s and The United Illuminating Company’s Conservation and Load Management Programs and Budgets for Year 2003 and 2004, pp. 16‑18.  Therefore, based on the foregoing, the Department concludes that the overall budget will provide the basis for establishing the total incentive.  Further, it is unreasonable to continue to calculate the performance incentive based on the level of program spending.

The Department recognizes the excellence in the program delivery by the Companies under the current incentive structure.  However, the Department believes that the OCC Report demonstrates the merits of fine tuning the incentive mechanism.  Importantly, broadening the measures by which the Companies earn incentives would lessen the need for the Department to micromanage the Companies’ operations and goals for specific programs.  It should reduce the number of Department orders in decisions to obtain specific program goals and savings targets and allow the Companies greater flexibility in program administration.  Including other program performance measures in addition to kWh saved in the incentive mechanism provides a more precise quantitative target for supplementary goals, such as targeting SWCT or including all fuel savings in low-income housing retrofits.  Providing a multidimensional incentive structure offers more precise targets and better opportunity for the Companies to maximize their incentive earnings.  However, the Department believes that the majority of the incentive should remain tied to kWh and kW savings.  The Department expects that the development of a multidimensional incentive structure will further streamline annual filings, hearing time, and compliance filings.
The OCC Consultant has recommended a template for a performance matrix.  OCC Report, pp. 80, 85 and 90.  The Department has included the proposed matrix as Appendix 1.  The Department believes that the use of this type of performance mechanism is appropriate, but should be applied to each Company on a stand-alone rather than a pooled basis, as discussed below.  Therefore, the Department will require that the Companies adopt this format.  The Department believes that performance incentives should emphasize total kWh savings, but agrees that cross-sector performance incentives that consider peak kW reduction in SWCT and TR benefits should also be included.  The OCC Report provides a useful template for specific program performance indicators in the residential and C&I programs. Id.

Based on the foregoing, the Department will direct the Companies to adopt the OCC Consultant’s matrix as a guide to developing specific cross‑sector performance incentives.  Further, the Companies must work with the ECMB to modify the template and performance indicators within the residential and C&I programs to create a final matrix for Connecticut.  The final matrix should reflect aggressive goals while allowing sufficient flexibility in program administration to allow the Companies to earn an incentive.  The final matrix will be implemented for 2006.

The OCC Consultant recommends a two‑year incentive structure.  OCC Report, p. 16.  CL&P testified in support of an annual incentive true up that provides greater program accountability and ease in accounting.  Tr. 4/26/04, p. 729.  The Department supports continuation of the annual incentive return, and annual filing and decision cycle as the most effective means to set goals, and measure and evaluate programs.

The Department has considered the OCC Consultant’s recommendations as well as the position of the Companies regarding the operation of a joint performance mechanism.  The current system has proven successful in incenting the Companies to work together to develop and deliver high quality, cost‑effective C&LM programs.  The Department believes that a critical component to this success has been the motivation for each Company to work toward its own best interest.  The Department finds that it is inappropriate to create the potential to dilute that motivation at this time.  Therefore, the Department will maintain a performance incentive structure that allows each Company to work toward its respective incentive.

The OCC Consultant’s recommendation regarding the joint operation of C&LM programs is consistent with the Department’s long‑term goal for these programs, i.e., to eliminate all inefficiencies that result from duplication of effort or from the development of dissimilar program elements, such as marketing strategies and materials.  Since 2000, the Companies have worked closely to create identical program delivery.  As a result of this effort, many programs share common elements.  However, while it appears unlikely that every program will be seamless, the Department believes that most should be.  Therefore, the Department will direct the Companies to work with the ECMB to continue to explore ways to improve the efficiency and effectiveness of all programs.  This effort must consider ways to create joint, seamless, implementation where appropriate.  The Department is aware that the Companies have begun to provide an overview of various C&LM programs at the ECMB meetings.  These presentations provide an opportunity for the ECMB to view each program and its related marketing materials in pursuit of this goal.

(e)
Goals and Targets

The OCC Consultant expressed concern regarding the setting of goals and recommends changes to the performance mechanism to address these concerns.  For instance, the OCC Consultant recommends that instead of setting goals at the program or sector level that they be established at the portfolio level in order to provide program administrators with greater flexibility in achieving them.  The OCC Consultant maintains that it is important to do a significant amount of work on the front end of the process to assure that budgets and goals are aligned and to assure that goals are properly set.  The OCC Consultant states:

This is one of the reasons we worked so hard on the budget part of this report, to see where we recommend the money go, and that tells you what you have to work with, and usually it is a matter of assessing achievable market penetration with the program designs that you can use, knowing the costs you have and the kind of response you have gotten, and setting the goals at a stretch . . . you try and set a goal that is hard to reach, but not so hard that it is unattainable because . . . if the goal is seen as impossible to meet, then it defeats its purpose (and) will be ignored.  So you want to pick something that is a stretch, and put a zone around it so that failing to meet exactly the goal isn’t failure.  Tr. 4/12/04, pp. 607‑609.

The OCC Consultant recommends that the Companies should have input into setting the goals but that the ECMB or the non‑utility stakeholders should present the final recommendation for Department approval.  Id.

The Companies described the goal‑setting process as a highly technical, iterative, and time‑intensive process.  Primarily, goal-setting efforts are conducted between the Companies and the ECMB Consultant.  In setting goals, the Companies and the ECMB consultant also rely on technical baseline assumptions and other findings contained in the third party monitoring and evaluations of the Companies’ programs.  The ECMB does not take an active role in the goal‑setting process because of its detailed and time-consuming nature, which has become nearly a yearlong process.  ECMB members become more directly involved in budget allocation decisions.  UI states that the goal‑setting process for this year’s plan “was much more stringent and had much more consultant review than possibly some of the other programs in the past.”  As suggested by UI, providing explanatory text in the annual plans to support annual program goals is another way to assure greater transparency.  Tr. 4/26/04, pp. 749‑758.

The most critical component of any performance mechanism is the goal.  If the goal (i.e., 100%) is easy to achieve then it is easy for the Companies to earn 5% under the current structure.  If the goal is difficult to achieve, it follows that it is more difficult to achieve an incentive at a target of 100%.  In the past, the Department has expressed concern regarding the level at which goals were set.  Docket No. 03‑01‑01, Decision dated May 28, 2003, pp. 12‑16.  In addition to setting goals, the analysis in that the Decision revealed the ease with which the current performance incentive could be manipulated to increase savings to meet the goals.  In turn, increased savings can result in an increase to the incentive that is earned.  As discussed above, the Department believes that the adoption of the OCC Consultant performance matrix will reduce the potential for gaming the incentive.

The goal‑setting process must be subject to a far more rigorous oversight than is currently provided.  There needs to be greater transparency in, and increased understanding of, the goal‑setting process for annual programs to assure that the standards for earning an incentive are set at a level that challenges the Companies to be as efficient as possible in program delivery.  The Department believes that an important step in this process is for the Companies and the ECMB technical consultants to educate ECMB members and the Department in the technical aspects of developing annual program goals.  The Department will direct the Companies and ECMB technical consultants to lead a technical meeting for this purpose.  Each year, prior to the filing of the annual C&LM plan, the Companies and the ECMB technical consultants shall conduct one or more technical meetings to provide a detailed explanation of how the annual goals for each program or matrix component were set.

In the Decision dated May 28, 2003, in Docket No. 03‑01‑01, the Department established standard filing requirements for the annual C&LM plans.  Decision, pp. 10 and 11.  As part of the standard filing requirements the Companies are required to describe the goals for each program and explain how each was established.  In the 2004 filing, the Companies included this information.  In light of the increased focus on goals, the Department anticipates that the standard filing requirement will provide a more comprehensive explanation of how each goal is set.  The Companies should provide references to the Technical Reference Manual, monitoring and evaluation reports and other technical references, as appropriate.  These references are described below.


The Department briefly explored the concept of targeting the average annual consumption or the peak demand for the residential class as a goal within the C&LM programs.  The OCC Consultant commented that while this type of goal might prove problematic within the commercial and industrial classes that it can be an appropriate standard for measuring success among residential customers.  The OCC Consultant views this metric as a long‑term indicator of success and cautions that this should only measure electric savings.  Tr. 4/12/04, p. 614.


The success of residential C&LM programs is measured through demand or energy savings or the success in transforming markets.  While these efforts ultimately help to limit the growth in residential demand and consumption, there is little or no emphasis placed on targeting the average annual consumption or the ever-increasing peak demand for this class as a goal within the C&LM programs.  The Department believes that this issue should be explored in greater detail and plans to do so during the proceeding that will consider the 2005 C&LM budget.

4.
Tracking, Monitoring and Verification

The OCC Consultant argued forcefully for greater accountability and independence from the Companies in the process of tracking, monitoring, and verification of performance claims.  The OCC Consultant made three key recommendations in this area.  The recommendations are:

1. the Companies should develop and implement an independently accessible data tracking system for program results;

2. the Companies should develop a technical reference manual (TRM);

3. the Department should establish an annual process for systematic verification of the Companies’ performance claims.


With regard to its first recommendation, the OCC Consultant maintains that an effective tracking system should record the magnitudes and costs of the electricity and other resources provided by C&LM activities.  The OCC Consultant recommends that the State of Connecticut should have access to and ultimate control over tracking system records and that a tracking system should be part of the Companies’ standard filing requirements.  The OCC Consultant indicated that it was not familiar with the Companies’ tracking system, but suggested that the Efficiency Vermont tracking system, FasTrack, was an effective tool.  OCC Report, pp. 52-53; Late Filed Exhibit No. 2, Efficiency Vermont Year 2003 Preliminary Annual Report and Annual Energy Savings Claim, April 1, 2004, Supplemental Workpapers.


The Department notes that the OCC Consultant did not do a comprehensive study of the Companies’ tracking systems and relatively little hearing time was spent investigating this issue.  The Department is aware that the Companies track their electric and non-electric savings, but do not submit them comprehensively as part of their annual filings.  The record in this docket is inconclusive whether the Companies’ tracking systems operate jointly, and whether they are effectively identical. 

The Department recommends that the ECMB evaluate the Companies’ tracking systems further to assure that the Companies are conducting a comprehensive tracking analysis, and whether they are operating a consistent, joint tracking methodology.  The Department directs the Companies to work with the ECMB to develop comprehensive presentation of tracking data for each C&LM program as part of their annual filings, beginning in 2006, using the Efficiency Vermont Annual Report and Annual Energy Savings Claim as a template.  Rather than using county data, the Companies should present their data geographically as SWCT and non-SWCT.  The Department expects that the ECMB will recommend a process by which the tracking system will be developed and maintained to meet the OCC Consultant’s standard in which the Department has ultimate control over tracking system records.


Secondly, the OCC Consultant recommends that the Companies develop a TRM:  a detailed, comprehensive documentation of all claimed resource costs and savings corresponding to individual C&LM technologies.  Such a TRM would be updated as technology, baselines, and measured savings change over the years.  All tracking entries of C&LM projects are ultimately traceable and cross-referenced to the TRM.   This document has been developed and used by Efficiency Vermont, which administers the C&LM fund in that state.  OCC Report, p. 53; Late Filed Exhibit No. 2, Efficiency Vermont Technical Reference Manual, User’s Manual, December 31, 2002.

CL&P testified that the Companies have worked together over the past several years to develop common assumptions regarding measured savings for all types of energy efficiency devices and projects; however, these technical assumptions are not compiled in a TRM.  CL&P and UI indicated that they could compile these technical assumptions into a joint manual similar to the Vermont TRM.  Tr. 4/26/04, pp. 770-771.  The Companies’ testimony suggests that the work involved in developing a TRM would be compiling and organizing technical data that is already on hand, rather than the additional work of data collection and technical research.  Id.

The Department believes that the development of a TRM would provide value to the oversight process by providing an empirical link to the goal-setting and verification processes.  The Department will require the Companies to develop a joint TRM, to be submitted in the 2006 filing.  The Companies shall use the Efficiency Vermont model as the template for organizing the document. 


In its Written Exceptions, CBIA expressed concern about the possible increased administrative expenses involved in developing a comprehensive annual filing of tracking data and a TRM.  The evidence in this proceeding suggests that the development of these databases and documents would be a formalization of processes already undertaken by the Companies.  The Department wants these documents to be informative and comprehensive yet seeks a process that is manageable by the Companies.  The Department would like to be apprised whether these endeavors will require inordinate staff resources or costly consultant fees.  

Thirdly, the OCC Consultant expressed concern about the lack of independence in the verification process, and recommends that the Companies “should not be permitted a role in the decision-making process because of their obvious conflict of interest.”  OCC Report, p. 53.  The OCC Consultant lauded the decision by the Department to initiate an independent financial audit of the C&LM activities.  The OCC Consultant further recommends the establishment of a regular process for verifying the savings that are claimed by the Companies.  The OCC Consultant believes that an annually submitted standard tracking system and the TRM will be instrumental in facilitating the verification process.

Over the past 12 years, the Companies have performed more than 180 evaluations.  As part of their verification process, the Companies select third party consultants to conduct program evaluations to monitor program results.  These evaluations include impact, process and baseline evaluations and market assessments. The Companies have budgeted approximately $1.5 million for third party planning and evaluation in 2004.  These evaluations include five joint CL&P/UI evaluations, three CL&P evaluations, and three regional evaluations.  C&LM 2004 Plan, Table A-1, p. 9; pp. 282-284.  

The Department recognizes the comprehensiveness and the due diligence of the Companies to obtain third party program evaluations and to modify programs on the basis of the reports’ findings and recommendations.  However, we would like to see greater independence in the RFP selection process of third party evaluators.
  The Department recommends that the ECMB develop a process that assures independence from the Companies in the selection of third party evaluators and the content of the evaluation reports.  This should include an RFP selection committee comprised of ECMB/Department staff, selection committee receipt and review of draft reports, and any other recommendations that will assure independence from the Companies.  In its Written Exceptions, Environment Northeast recommended that the Companies continue to conduct the actual administration of the RFP issuance, contract management and other administrative aspects of the selection of third party evaluators.  ENE Written Exceptions, p. 2.  The Department agrees that the administrative tasks in this process should remain with the Companies.  Second, the Companies are directed to send evaluation reports to the Department upon their completion.  The Department also believes there is value to reporting the major findings to the ECMB as the reports are completed.  Third, the Companies shall integrate and reference the evaluation results into the annual goal‑setting, annual tracking documentation, and TRM, as appropriate.  Overall, the Department would like to see greater transparency and integration of the third party program evaluations into the ECMB oversight process as the ECMB and the Companies look toward the submittal of the 2006 filing.  The Department welcomes additional suggestions from the ECMB to achieve this objective.

The Department believes that the submittal of detailed tracking data and a TRM, along with the recommended process changes to third party evaluations will make the goal-setting process more transparent and provide a seamless database of goal-setting, actual savings and program achievements.  The Department is hopeful that, given the comprehensive nature of the data collection and evaluation work that are already part of the practices of the Companies, this effort will involve integrating and clarifying existing practices.  

E. General Awareness Regarding the Conservation Fund


Recent actions by the Legislature placed the C&LM programs at risk of being shut down.  Despite the potential to eliminate these programs, there was limited movement among the general public to maintain the fund or the programs it supports.  The Department believes that this was due in part to the fact that many customers are unaware of the conservation fund and its value to the state.  The Department also believes that customers may not connect the Conservation Fund to the many separate C&LM programs that are promoted by UI and CL&P.

C&LM programs provide significant benefits to UI and CL&P ratepayers, yet there is limited emphasis placed on promoting the conservation fund.  The Department believes that there is a value in raising the general awareness about the conservation fund among all customers and that the ECMB should pursue a strategy to accomplish this goal.  The Department recognizes that establishing a separate marketing budget to achieve this result would divert resources from other program activities.  However, the Department believes that cost‑effective actions can be taken at this time.  Simple steps, such as the use of a conservation fund logo and a shift in program promotional language can begin this process.  For example, instead of promoting conservation programs as utility‑sponsored events, these initiatives should instead be marketed as “sponsored by the Conservation Fund and operated for the benefit of ratepayers by CL&P or UI” or similar language.  This would preserve the link to CL&P and UI while introducing the concept of the conservation fund to customers.  In addition, over time, other marketing dollars should be diverted to a general awareness effort regarding the fund.  Ideally, the logo could be Connecticut‑specific but related to other conservation fund logos that may be in use throughout New England.

Based on the foregoing, the Department will direct CL&P and UI to work with the ECMB to develop and implement a Conservation Fund logo for use on all C&LM marketing material.  The Department requests that the ECMB also develop a protocol for the use and placement of the Conservation Fund logo.  In addition, the ECMB should consider how best to deliver the message that these programs are sponsored by the Conservation Fund, within the current marketing budget of these programs.  A Conservation Fund logo must be in place during 2005 and must be used in all marketing and promotional material by 2006.

F. Load Management/Load Response

1.
OCC Consultant Recommendations

The OCC consultant recommends that load management be funded out of rates, rather than through the C&LM fund.  Report, p. 535; Tr. 4/12/04, p. 536.  The Department shall continue to finance load management programs from the C&LM fund, which was established for load management as well as conservation purposes.

2.
Load Response Supplemental Payments

In the Phase 1 Decision in this Docket, the Department withheld approval of the 2004 C&LM Plan proposed $20 ‑ $40/kW supplemental payments to participants in the ISO-NE Load Response Program, pending the results of the ISO-NE Request for Proposals (RFP) for reliability resources in Southwest Connecticut (SWCT).  2004 C&LM Plan, p. 244; Decision, p. 20.  Given bidders’ robust response of the ISO-NE RFP, the Department deems unnecessary the use of C&LM funds to finance supplemental reliability payments for summer 2004.
  

In Phase 1 of this docket, there was considerable discussion of modifications to the Companies’ proposed supplemental payments to potentially mitigate price spikes and high congestion costs in SWCT.  Response to Interrogatory EL-35; Tr. 12/15/03, p. 80;. Late File Exhibit No. 2; Tr. 12/29/03, pp. 395-414.  In Phase 2 of this docket, the Department convened a technical meeting April 20, 2004, with the Companies, ISO-NE, and members of ECMB to discuss straw proposals for supplemental incentives for participants in the ISO‑NE Price Response Program in SWCT for summer 2004.  At this time, the Department will not order supplemental Price Response payments for the ISO‑NE Price Response program in SWCT in summer 2004; instead, the Department supports geographically targeted peak‑load‑reducing C&LM projects in SWCT.  In a letter dated May 19, 2004, the Department indicated that it will initiate meetings with ISO‑NE, the Companies, Department staff, and interested persons to investigate whether modifications can be made to the ISO-NE demand response program to mitigate high LMP and high FMCC charges in SWCT for 2005.  These meetings will include discussions of proposals to encourage participation in the Companies’ or ISO‑NE load response programs.

G. Audit of the C&LM Fund

Pursuant to the Decision dated May 28, 2003, in Docket No. 03‑01‑01, DPUC Review of The Connecticut Light and Power Company’s and The United Illuminating Company’s Conservation and Load Management Programs and Budgets for Year 2003 and 2004, the Department required that an independent audit of the conservation and load management fund be conducted.  Decision, p. 6.  The Department will issue an RFP to have the audit commence in the fourth quarter of 2004.  The scope of the audit will include a review of program operations, financial internal controls, a survey of vendors, and compliance with ECMB and Department directives.  As noted above, audit costs will be capped at $150,000 subject to the results of the Department’s RFP process to engage the auditor.

H. Employee Severance Costs

In June of 2003, in response to pending legislation that threatened to reduce or eliminate C&LM funding, CL&P took steps to reduce its C&LM‑related costs.  These cost cutting efforts included reducing CL&P’s C&LM staff.  CL&P states that its parent, Northeast Utilities (NU), attempted to mitigate the impact of these terminations by hiring C&LM employees into other areas within NU.  CL&P states that it incurred $1,210,580 in costs related to the severance of C&LM employees and that these payments were made pursuant to the NU system Severance Pay Plan agreement.  Response to Interrogatory EL‑1.

CL&P states that the use of C&LM funds for severance payments is justified because these employees were dedicated to C&LM activities.  Further, CL&P states that the Department directed CL&P to proceed with extreme caution with regard to incurring C&LM‑related costs beyond June 30, 2003, the time at which legislative action regarding the C&LM fund was pending.  Therefore, CL&P states that it was complying with the Department’s order when it incurred these severance costs.  Id.

In June of 2003, there was tremendous uncertainty regarding the continued funding of C&LM activities.  In light of these uncertainties, the Department directed CL&P to exercise caution regarding spending on C&LM activities.  Decision dated May 28, 2003, in Docket No. 03‑01‑01, p. 2.  CL&P took steps to contain C&LM costs, targeting the operation of C&LM programs as well as its C&LM‑related payroll expense.  Based on a review of this matter the Department finds that CL&P acted appropriately in taking the actions it did to curtail C&LM spending.  Further, the Department finds that it is reasonable to fund the severance costs associated with C&LM employees with funds from the C&LM budget.  Therefore, the Department approves $1,210,580 in costs related to the severance of C&LM employees.

IV.
conclusions and orders

A. Conclusion

The Department approves the proposed 2004 budgets, subject to the discussion herein, and makes minor 2004 program modifications.  The Department also approves $1,210,580 in costs related to the severance of CL&P C&LM employees.  Commencing in the fourth quarter of 2004, the Department will issue an RFP to conduct an audit of the C&LM programs.

The Department has evaluated the major findings of the Office of Consumer Counsel report, Review of Connecticut’s Conservation and Load Management Administrator Performance, Plans and Incentives.  Based on this evaluation, the Department directs the Companies to work with the ECMB to modify the performance incentive mechanism; to continue to work toward joint program delivery; and the process of setting program goals, tracking program performance and conducting program evaluations.

In this decision, the Department has set broad policy objectives and has made recommendations to the ECMB to work with the Companies to develop key processes that will improve performance incentives, goal setting, tracking and evaluation of programs.  We believe that these goals will set a challenging and worthwhile agenda for the coming year.  The Department expresses its appreciation for the diligent efforts of the ECMB in its advisory capacity, and looks forward to benefiting from the creative efforts of the ECMB in moving key policy goals forward.  For the tracking purposes in this Decision, the Department has designated its requests for ECMB recommendations as “Orders.”

The Department will not authorize supplemental payments for reliability based load response participation.  Instead this Decision establishes a collaborative process by which the Department, Companies, ISO-NE, and ECMB will investigate whether modifications can be made to the ISO-NE demand response program to mitigate high LMP and high FMCC charges in SWCT and to develop policy options for 2005.  

B.
Orders

1. On or before September 1, 2004, the Companies shall submit information to the Department, demonstrating how TR benefits are marketed comprehensively by Company employees and/or vendors for each program that has substantial non-electric savings.  The Companies shall market total resource benefits to customers for those programs and projects and projects that have substantial non-electric benefits.  

2.  CL&P, in consultation with the ECMB, shall evaluate the marketing its C&I retrofit programs under the name of Energy Opportunities.  The 2005 C&LM filing will reflect these findings.      

3. In the 2005 C&LM filing, CL&P, in consultation with the EMCB, shall evaluate the benefits and make recommendations pertaining to consolidating the administration of some of the Company’s C&I programs.

4. For the 2006 C&LM filing, the Companies shall adopt the OCC Consultant’s matrix as a guide to developing specific cross‑sector performance incentives as well as the targets and milestone events within the residential and C&I programs as discussed herein.

5. For the 2006 C&LM filing, the Companies shall, in consultation with the ECMB, develop a joint tracking analysis report for each C&LM program.

6. For the 2006 C&LM filing, the Companies shall, in consultation with the ECMB, develop a joint TRM.

7. For the 2005 C&LM filing, the Department recommends that the ECMB develop a process that assures independence from the Companies in the selection and content of third party program evaluations. 

8. Effective with the date of this Decision, the Companies are directed to send third party evaluation reports to the Department at the time of their completion.

9. For the 2006 C&LM filing, the Companies shall integrate and reference third party evaluation results into the annual goal-setting, annual tracking documentation and TRM, as appropriate.

10. On or before January 1, 2005, the Companies shall implement a joint toll‑free phone number as discussed herein.

11. On or before April 1, 2005, as discussed herein, the Companies, in consultation with the ECMB, shall implement a Conservation Fund logo.  The logo shall be used in all C&LM marketing material beginning in 2006.

12. On or before August 18, 2004, the Companies shall submit a final budget for 2004 as discussed herein.

Appendix 1
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Performance Indicator

Type

Target

Period

Incentive 

Weight

Verification

1

MWh

Annual incremental net MWh savings

PR

450,459

2004-05 

cumulative

20.00%

Annual 

Process

2

Peak kW

Cumulative summer peak demand savings in SWCT

PR

76

2004-05 

cumulative

20.00%

Annual 

Process

3

NRB

Present worth of lifetime net benefits (total resource benefits from 

electric, fossil and water savings minus total resource costs).

PR

$343,249,895

2004-05 

cumulative

25.00%

Annual 

Process

The following requires the Companies to meet 3 out of 4 Cross-Sector Activity Milestones (See Note 4)

4

Reporting & 

Verification

Develop a Technical Reference Manual documenting prescriptive 

measures and characterizations, with procedures for updating as 

appropriate.

ACT

April 1, 2004

5

Reporting & 

Verification

Establish an annual process for independnet review and verification of 

administrator performance claims, particularly for Pl 1 through 3.

ACT

Jan. 1, 2004

6

Evaluation

Prepare and submit for Department approval a 3-year evaluation plan 

specifying tasks and schedule for market assessment, market share 

tracking and program evaluation.

ACT

Jan. 1, 2004

5%

DPUC

7

Tracking & 

Reporting

Develop and launch an integrated, independently accessible electronic 

data tracking system for program results.

ACT

Jan. 1, 2005

Total Weight

70%

Note 1

To achieve any award for completion of C&I activity milestones, a minimum of 4 milestones must be completed.  Each award is valued at $37,500.

Achieving 4 results in an award of $150,000.  Completion of 5 results in an award of $         

Completion of all 6 results in an award of $225,000.         
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Program

Indicator

Type

Target

Period

Incentive 

Weight

Verification

1

SBEA Customers

Installion of 'X' no. of customers.  See note 1.

PR

750

2004-05 

Cumulative

2.50%

Annual Process

2

SBEA 

Comprehensiveness

Capture percentage of SBEA annual kWh impacts from non-standard 

measures.  See notes 1 & 2.

PR

9.0%

2004-05 

Cumulative

2.50%

Annual Process

3

Cool Savings

Capture percentage of kWh impacts among New Construction, Custom 

Services and Energy Opportunities Programs from cooling measures.  

See note 1. 

PR

13.0%

2004-05 

Cumulative

3.75%

Annual Process

4

Medium-Sized Customers

Capture percentage of projects among the Custom Services, Express and 

Energy Opportunities Programs from customers with average summer 

peak demand of less than 350 kW.  See Note 1.

PR

40.0%

2004-05 

Cumulative

3.75%

Annual Process

The following would require that 4 of 6 Activity Milestones be met and would total 5% of the incentive.

5

HVAC Tune-ups in SBEA

Begin delivering HVAC tune-ups as standard measure in SBEA 

throughout all targeted SWCT areas where program is delivered.

ACT

4 of 6 

Milestones

6

SBEA Incentive Structure 

Improvements

Redesign SBEA positive-cash-flow, on-the-bill financing and cash 

incentive structure and begin implementation.

ACT

4 of 6 

Milestones

May 1, 2003

7

Lighting Minimum 

Efficiency

Substantially increase the minimum watt/sq.ft. lighting efficiency (lower 

numbers-higher efficiency) criteria to qualify for incentive to no worse than 

the IECC 2003 figures and proposed ASHRE 2004 (appox. 20-30% or 

better than ASHRAE 90.1 1999).

ACT

4 of 6 

Milestones

July 1, 2004

8

Non-electric benefits 

approach

Develop and adopt an approach to identify, communicate to customers 

and incorporate in project screening and rebate offers, significant non-

electric benefits from selected customer measures for industrial 

customers.

ACT

4 of 6 

Milestones

March 1, 2004

5.00%

DPUC

9

Incentive review

Complete a review of opportunities for targeted modifications to incentive 

structures and levels in the New Construction, Custom Services, Express 

and Energy Opportunities Programs, by July 1, 2004.  Institute 

appropriate recommendations by January 1, 2005.

ACT

4 of 6 

Milestones

January 1, 2005

10

Consolidate Programs

Expand Custom Services and Express Programs statewide and revamp to 

focus only on lost opportunities in existing buildings.  Expand Energy 

Opportunities to all appropriate targeted SWCT areas (at least 

Norwalk/Stamford) and begin to deliver programs for existing customers 

as a single set of products and services rather than fragmented options.

ACT

4 of 6 

Milestones

Total Weight

17.50%

Note 1

The C&I Program result awards are scaled as follows:  

Below 75% of target the administrators earn no incentive.  At 75% of target the administrators earn 50% of the total incentive.

Administrators earn 115% of the award if they achieve 120% of target or higher.  

The award shall be scaled linearly between 50% and 100% of the incentive amount for performance between 75% and 100% of target,

and between 100% and 115% of the incentive between 100% and 120% of target.

Note 2

Non-standard measures are defined as customized site-specific measures rather than those measures typically offered through the program as standard practice.  They do not include 

lighting fixtures unless a fixture layout is performed.  They do not include HVAC tune-ups or normally offered refrigeration measures (e.g., anti-sweat heater and evaporator controls and economizers).

Note 3

To achieve any awards for completion of C&I activity milestones, a minimum of 4 activities must be completed.  Each award is valued at $37,500.  Achieving 4 results in an award of $150,000.

Completion of 5 results in an award of $187,500.  Completion of all 6 items results in an award of $225,000.


Appendix 1
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Program

Performance Indicator

Type

Target

Period

Incentive 

Weight

Verification

1

Energy Star 

Homes

Market share of completed homes meeting program standards 

(i.e., Energy Star certified with documentation of proper sizing oand 

installation of new central air conditioner.

MI

17.5%

2005

2.50%

Annual 

Process

2

Heating & 

Cooling

Market share of SEER 13 central air conditioners that are properly 

sized and charged.

MI

30%

2005

2.50%

Annual 

Process

3

Energy Star 

Lighting

Retail sales of CFLs

MI

.75 per 

hsehld.

2005

2.50%

Annual 

Process

The following would require that 7 of 10 activity milestones be met and would total 5% of the incentive.

4

All Residential 

Programs

Each residential program has one design that is implemented 

identically across the state (except for targeting to SWCT, which 

will itself be identical across that region).

ACT

April 1, 2004

5

Energy Star 

Lighting

Participate in at least 3 CFL buydowns with manufacturers and/or 

major retailers.

ACT

Oct. 1, 2004

6

Energy Star 

Appliances

Replace consumer rebates for appliances with manufacturer 

and/or retailers incentive offerings.

ACT

June 1, 2004

7

Energy Star 

Homes

Make offers for construction of at least 75% of homes to program 

standards to at least 3 of the 10 largest builders in the state. 

ACT

May 1, 2004

8

Energy Star 

Homes

Complete and begin implementing new protocols for reducing the 

number of field inspections/performance tests of participating 

homes.

ACT

April 1, 2004

5.00%

DPUC

9

Heating & 

Cooling

Train individuals representing at least 100 different HVAC firms in 

the state on use of Manual J and proper equipment sizing.

ACT

May 1, 2004

10

Heating & 

Cooling

Train individuals representing at least 200 different HVAC firms in 

the state on proper use of Manual J and proper equipment sizing.

ACT

Jan. 1, 2005

11

Heating & 

Cooling

Design and launch (i.e., announce to industry and begin training) a 

new duct sealing initiative targeted at existing homes in SWCT.

ACT

July 1, 2004

12

Heating & 

Cooling

Announce offer of new furnace fan rebate to HVAC industry (in 

conjunction with the gas industry if possible).

ACT

July 1, 2004

13

Low Income

Develop new measure installation protocols that ensure all cost-

effective measures are installed in low income homes and train 

CAPs and any other installation contractors on their use.

ACT

June 1, 2004

Total Weight

12.50%
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UI and CL&P C&LM 

Programs

Original 

Budget

Revised 

Budget

$ Increase

% 

Increase

RESIDENTIAL

Residential Retail Lighting

$2,898,368

$5,266,785

$2,368,417

81.72%

Energy Star Appliances

$1,182,368

$2,145,845

$963,477

81.49%

Appliance Retirement (inc. room AC)

$1,065,257

$2,284,293

$1,219,036

114.44%

Customer Initiated Projects

$500,000

$1,000,000

$500,000

100.00%

     Total - Consumer Products

$5,645,993

$10,696,923

$5,050,930

89.46%

     Residential New Construction

$1,173,015

$2,991,432

$1,818,417

155.02%

     Residential Heating & Cooling

$1,816,072

$3,414,036

$1,597,964

87.99%

     Sub Total RESIDENTIAL

$8,635,080

$17,102,391

$8,467,311

98.06%

COMMERCIAL & INDUSTRIAL

New Const./Energy Blueprint

$5,572,152

$10,999,576

$5,427,424

97.40%

Custom Services

$5,650,000

$8,600,000

$2,950,000

52.21%

Express Services

$1,100,000

$1,500,000

$400,000

36.36%

C&I RFP

$4,050,000

$6,722,128

$2,672,128

65.98%

Energy Opportunities

$1,757,126

$3,160,799

$1,403,673

79.88%

O&M

$1,360,220

$2,406,706

$1,046,486

76.94%

Services (BOC, Training)

$0

$0

$0

RFP

$0

$0

$0

Small Business

$3,853,492

$7,022,604

$3,169,112

82.24%

     Sub Total C&I

$23,342,990

$40,411,813

$17,068,823

73.12%

OTHER - EDUCATION

SmartLiving Catalog

$0

$0

$0

SmartLiving Center

$580,839

$758,085

$177,246

30.52%

eeSmarts (K-12 Education)

$448,675

$580,416

$131,741

29.36%

Residentail Audits-Non WRAP

$30,000

$35,000

$5,000

16.67%

Community Based program (SWCT)

$295,168

$345,641

$50,473

17.10%

Contingency from SLC

$420,000

$420,000

$0

0.00%

     Sub Total Education

$1,774,682

$2,139,142

$364,460

20.54%

OTHER - SPECIAL NEEDS

Low Income-En. Care/WRAP/UI Helps

$3,772,217

$6,523,149

$2,750,932

72.93%

Municipal Energy & Schools

$1,404,000

$3,702,500

$2,298,500

163.71%

     Sub Total - Special Needs

$5,176,217

$10,225,649

$5,049,432

97.55%

OTHER PROGRAMS/REQUIREMENTS

Institute for Sustainable Energy (ECSU)

$850,211

$839,035

-$11,176

-1.31%

Energy Conservation Loan Fund

$165,000

$209,250

$44,250

26.82%

Heat Pump Water Heaters

$200,000

$250,000

$50,000

25.00%

Billing System Conv.: On-bill financing

$105,000

$105,000

$0

0.00%

C&LM Loan Defaults

$55,000

$5,000

-$50,000

-90.91%

     Sub Total - Programs/Requirements

$1,375,211

$1,408,285

$33,074

2.41%

OTHER - LOAD MANAGEMENT

ISO Load Response Supp. Payments

$1,071,000

$1,779,756

$708,756

66.18%

ISO Load Response Program Support

$300,000

$400,000

$100,000

33.33%

Demand Reduction

$435,000

$785,000

$350,000

80.46%

Load Reduction kW Incentives

$0

$0

$0

Power Factor

$0

$2,000,000

$2,000,000

Time of Use Program

$0

$0

$0

Wait Until 8:00

$200,000

$475,000

$275,000

137.50%

     Sub Total - Load Management

$2,006,000

$5,439,756

$3,433,756

171.17%

OTHER - RENEWABLES AND RD&D

Renewables Incentives

$200,000

$800,000

$600,000

300.00%

Research Dev. & Dem.

$1,074,000

$1,723,000

$649,000

60.43%

     Sub Total - Renewables & RD&D

$1,274,000

$2,523,000

$1,249,000

98.04%

OTHER - ADMINISTRATIVE & PLANNING

Administration

$853,759

$973,759

$120,000

14.06%

Planning & Evaluation

$1,523,000

$2,581,011

$1,058,011

69.47%

Information Technology

$1,040,167

$1,594,721

$554,554

53.31%

ECMB

$365,000

$471,280

$106,280

29.12%

Audit

$150,000

$230,000

$80,000

53.33%

2003 Performance Management Fee

$0

$608,514

$608,514

2004 Performance Management Fee

$2,354,655

$4,220,005

$1,865,350

79.22%

     Sub Total - Admin. & Planning

$6,286,581

$10,679,290

$4,392,709

69.87%

PROGRAM SUB-TOTALS

     RESIDENTIAL

$8,635,080

$17,102,391

$8,467,311

98.06%

     COMMERCIAL & INDUSTRIAL

$23,342,990

$40,411,813

$17,068,823

73.12%

     OTHER*

$17,892,691

$32,415,122

$14,522,431

81.16%

          TOTAL C&LM BUDGET

$49,870,761

$89,929,326

$40,058,565

80.32%

C&LM Funds to State Gen. Fund 98-4327

$2,400,000

$2,400,000

Securitization Payment

$6,000,000

$0

        TOTAL

$58,270,761

$92,329,326

$34,058,565

58.45%

* OTHER-EDUCATION is primarily allocated to residential programs.
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C. Jacobs
� Substantial cuts are recommended for the SmartLiving Center and the Community Based program.  The OCC Consultant recommends elimination of the Refrigerator Retirement, SmartLiving Catalog, Heat Pump Water Hear, Residential RFP, Residential Renewables, O&M RFP/O&M Services, State Buildings, Municipal program, C&I RFP, and the Load Management programs.  OCC Report, p. 11.


� “One individual indicated that, as a matter of course, he declines to participate in almost all C&I programs due to burdensome procedures.  Another interview subject reported that understanding which program services they are eligible for was the single greatest source of customer anxiety.”  OCC Report, p. 51.


� CL&P makes reference to the ECMB consultant providing oversight in the RFP selection process for a particular evaluation report.  Tr. 4/26/04, p. 764.  The 2004 Annual C&LM Plan, p. 282, states that, “The Companies plan to work with the ECMB consultants to identify specific areas for evaluation,” but does not indicate that the ECMB or its consultant participated in the RFP selection process.


� The resources selected by ISO-NE will provide approximately 125 MW of additional capacity beginning June 1, 2004, and up to 255 MW by the summer of 2007 from demand response resources, including emergency generation, load control, load response, and from conservation resources.





	

	
	


	

	
	



