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Case Background

Sections 366.80 through 366.85, and 403.519, Florida Statutes (F.S.), are known
collectively as the Florida Energy Efficiency and Conservation Act (FEECA). Section
366.82(2), F.S., requires the Commission to adopt appropriate goals designed to increase the
conservation of expensive resources, such as petroleum fuels, to reduce and control the growth
rates of electric consumption and weather-sensitive peak demand. Pursuant to Section
366.82(6), F.S., the Commission must review the conservation goals of each utility subject to
FEECA at least every five years. The seven utilities subject to FEECA are Florida Power &
Light Company (FPL), Progress Energy Florida, Inc. (PEF), Tampa Electric Company (TECO),
Gulf Power Company (Gulf), Florida Public Utilities Company (FPUC), Orlando Utilities
Commission (OUC), and JEA (referred to collectively as the FEECA utilities). DSM goals were
last established for the FEECA utilities in August 2004 (Docket Nos. 040029-EG through
040035-EG). Therefore, new goals must be established by January 2010.

In preparation for the new goals proceeding, the Commission conducted a series of
workshops exploring energy efficiency initiatives and the requirements of the FEECA statutes.
The first workshop, held on November 29, 2007, explored how the Commission could encourage
additional energy efficiency and conservation. A second workshop held on April 25, 2008,
examined how the costs and benefits of utility-sponsored energy efficiency and demand-side
programs should be evaluated.

In 2008, the Legislature amended Section 366.82, F.S. such that when goals are
established, the Commission is required to: (1) evaluate the full technical potential of all
available demand-side and supply-side conservation and efficiency measures, including demand-
side renewable energy systems, (2) establish goals to encourage the development of demand-side
renewable energy systems, and (3) allow efficiency investments across generation, transmission,
and distribution as well as efficiencies within the user base. The Legislature also authorized the
Commission to allow an investor-owned electric utility (IOU)an additional return on equity of up
to 50 basis points for exceeding 20 percent of their annual load-growth through energy efficiency
and conservation measures and may authorize financial penalties for those utilities that fail to
meet their goals. The additional return on equity shall be established by the Commission through
a limited proceeding. Finally, the amendments to Section 366.82, F.S., provided funds for the
Commission to obtain professional consulting services if needed. These statutes are
implemented by existing Rules 25-17.001 through 25-17.0015, Florida Administrative Code
(F.A.C).

The Commission held a third workshop on June 4, 2008, focused on appropriate
methodologies for collecting information for a technical potential study. On June 26, 2008,
seven dockets (080407-EG through 080413-EG) were established and represent the fourth time
that the Commission will set numeric conservation goals for each of the FEECA utilities
companies. On November 3, 2008, the Commission held a fourth workshop on the development
of demand-side and supply-side conservation and efficiency goals, including demand-side
renewable energy systems. The results of the Technical Potential Study, conducted by the
consulting firm ITRON on behalf of the seven FEECA utilities were presented at a fifth
Commission workshop held on December 15, 2008.
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On November 13, 2008, the Commission staff contracted with GDS Associates, Inc.
(GDS) to provide independent technical consulting and expert witness services during the
conservation goal-setting proceeding. GDS is a multi-service engineering and management
consulting firm, headquartered in Marietta, Georgia, with offices in Alabama, Texas, Maine,
New Hampshire, Wisconsin, and Virginia. The firm has a broad array of management, strategic,
and programmatic consulting expertise and specializes in energy, energy efficiency, water and
utility planning issues. GDS was retained to review and critique the overall goals proposed by
each utility, provide expert testimony and recommendations on alternative goals, where
warranted. As an independent consultant, GDS was neither a separate party nor a representative
of the Staff. As such, they did not file post-hearing position statements or briefs.

By Order No. PSC-08-0816-PCO-EG, issued December 18, 2008, these dockets were
consolidated for purposes of hearing and controlling dates were established. By Order No. PSC-
09-0152-PCO, issued March 12, 2009, the controlling dates were revised, requiring the utilities
to file direct testimony and exhibits on June 1, 2009. FPUC requested, and was granted, an
extension of time to file its direct testimony on June 4, 2009.

The Natural Resources Defense Council and the Southern Alliance for Clean Energy
(NRDC/SACE) were granted leave to intervene by the Commission on January 9, 2009." The
Florida Solar Coalition (FSC) was granted leave to intervene on January 27, 2009.> The
Commission acknowledged the intervention of the Florida Energy and Climate Commission
(FECC) on March 11, 2009.> The Florida Industrial Power Users Group (FIPUG) was granted
leave to intervene on July 15, 2009."

The Commission held an evidentiary hearing on August 10, 11, 12, and 13, 2009. This
recommendation addresses each of the FEECA utilities’ petitions for approval of its numeric
conservation goals. The Commission has jurisdiction over this matter pursuant to Sections
366.80 through 366.82, F.S.

On August 28, 2009, the FECC filed post-hearing comments in the proceeding. While
the FECC took no position on any issues, the FECC concluded in its post-hearing comments that:

The PSC should approve a level of goals for each utility that satisfies the utility’s
resource needs and results in reasonably achievable lower rates for all electric
customers. As called for in the recent legislation, the PSC should also take into
account environmental compliance costs that are almost a certainty over this
goals-planning horizon. In this regard, the FECC supports a reasonably
achievable level of DSM Goals based on measures that pass the E-RIM and
Participants Tests to achieve the least-cost strategy for the general body of
ratepayers.  Additionally, the FECC believes that coupling cost-effective
measures that satisfy E-RIM with solar measures that do not satisfy E-RIM will
increase the customer take rate of solar applications at the lowest possible cost.

' Order No. PSC-09-0027-PCO-EG, issued January 9, 2009 (NRDC/SACE).
2 Order No. PSC-09-0062-PCO-EG, issued January 27, 2009 (FSC).

3 Order No. PSC-09-0150-PCO-EG, issued March 11, 2009 (FECC).

* Order No. PSC-09-0500-PCO-EG, issued July 15, 2009 (FIPUG).
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EXECUTIVE SUMMARY

The benefits and costs of utility energy efficiency programs have been traditionally
analyzed from multiple perspectives. This gives the Commission a complete picture of the
impacts of energy efficiency programs. The three tests the Commission relies upon in its energy
efficiency decision making are: (1) the Participants Test, (2) the Rate Impact Measure Test
(RIM), and (3) the Total Resource Cost Test (TRC). Staff recommends that the Commission
continue to rely on the information from all three tests, at a minimum, in analyzing the cost-
effectiveness of energy efficiency programs. The Commission should not rely on a single test to
the exclusion of the information provided by the other tests.

Recommended Numeric Goals

In establishing goals, the Commission is to consider the benefits and costs of the utilities’
efforts to meet the goals and the implications on all ratepayers, not just those participating in
energy efficiency programs. In reviewing the analyses conducted by the utilities and the
positions of the intervenors, staff has crafted a recommendation that attempts to balance the need
to further encourage energy efficiency with careful consideration of the impact on rates for all
customers. Staff recommends that the Commission reject the numeric energy efficiency goals
proposed by the utilities and intervenors for the reasons described below. Staff recommends that
energy efficiency goals be set at the levels projected in the utilities” 2009 Ten-Year Site Plan
(TYSP) projections. Continuing the momentum of successful programs to contribute energy and
consumption reductions appears to be a sound strategy. Establishing goals at the levels projected
in the Ten-Year Site Plans will also minimize any additional rate impacts to customers. Finally,
goals established at the Ten-Year Site Plan projections provides a rational means of setting goals
above the zero level proposed by OUC, JEA, and FPUC. In aggregate, the demand and energy
savings from Staff’s proposed goals will collectively exceed the goals proposed by the FEECA
utilities and is shown below:

Comparison of Aggregate Goals
® Utilities & Staff
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These goals were included as the cost-effective level of energy efficiency used by the
Commission to grant the need for additional generating facilities, including the nuclear units
needed by FPL and PEF. The utilities should review the results of the analyses of all energy
efficiency measures and determine whether any measures should be incorporated into existing
programs, or whether new programs should be offered to customers.

The Florida Legislature established the Commission with a primary mission to set fair,
just, and reasonable rates for IOUs that are not discriminatory to customers.” Thus, an
overarching concern in the instant dockets is the effect that utility sponsored conservation
programs will have on the rates charged to all customers. Since 1980, the Legislature has also
expressed its strong desire that cost-effective energy efficiency be utilized as a tool in meeting
the growth in customer demand for electricity. Section 366.81, F.S., states “. . . that it is critical
to utilize the most efficient and cost-effective demand-side renewable energy systems and
conservation systems . . . .” In order to meet this policy direction, the Commission has
developed cost-effectiveness tests to analyze energy efficiency programs including their effect
on rates.

Additional Recommended Measures

When customers implement conservation measures on their own, customer bills for
participants can be reduced and costs to non-participating customers can be minimized. The
goals proposed by NRDC/SACE and GDS include such measures which typically have large
energy savings directly benefiting the participating customer. However, in order to avoid “free-
riders,” participating customers should not be subsidized by other ratepayers. Therefore, Staff is
recommending that the IOUs expand their education programs to include measures that were
screened out due to a two-year payback criteria and some measures that pass the TRC Test.
These measures were found to provide immediate savings to customers, indicating that
customers should be willing to implement such measures on their own. Education programs can
be delivered with minimal cross-subsidization by non-participants, yet have the potential to
result in large savings. Although the education programs recommended will not count towards
the Commission-approved goals, educating the public about measures that will reduce the
customers’ energy bills is a good balance between the costs and benefits to customers
participating in the measure as well as the costs and benefits to the general body of ratepayers as
a whole. Such an education program would be consistent with the Legislature’s desire to achieve
additional energy savings while being mindful of the costs imposed on all customers.

Demand-side renewables were not found to be cost-effective in the analyses conducted
by the utilities. Despite these results, staff is recommending that the IOUs develop and offer
pilot programs in order to encourage such resources in response to the additional emphasis the
Legislature placed on demand-side renewables. These programs should complement the Solar
Rebate Program established by the Legislature and implemented by the Florida Energy and
Climate Commission. A utility funded program will help to maintain the momentum of the
Legislature’s efforts and enhance the attractiveness to customers for installation of demand-side
renewables. Keeping in mind the need to minimize the rate impacts to all customers, staff
recommends the cost for these programs be limited to S percent of the utilities’ five year average

% Sections 366.03, .366.04, 366.041, 366.05, and 366.06, F.S.
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for costs recovered through the Energy Conservation Cost Recovery clause (ECCR). The
recommended adder is less than what was proposed by GDS (10 percent of historic ECCR
expenditures) and FSC (1 percent of total annual revenues).

Parties’ Proposed Goals

Staff has concerns with the analyses conducted by the utilities, particularly with respect
to the inconsistent inclusion of costs for unregulated greenhouse gas emissions and the use of
inconsistent cost estimates. Section 366.82(3)(d), F.S., requires the Commission to take into
consideration “the costs imposed by state and federal regulations on the emission of greenhouse
gases.” The regulation of these emissions are currently being debated in Congress and it is
unclear if and when such regulations will be enacted. Finally, greenhouse gas emission
regulations would have consistent cost implications on the utilities, yet in their analyses, the
utilities developed differing cost estimates. FPL, PEF, TECO, and Gulf included a cost estimate
for carbon dioxide, a greenhouse gas, in their analyses. While the cost estimate was intended to
represent the cost of potential national legislation, each utility used a different value which
varied by over 100 percent between utilities. Conversely, OUC, JEA, and FPUC contend that
Section 366.82(3)(d), F.S., does not require an estimate of future greenhouse gas emission costs,
only existing costs imposed by State or Federal law. Because of this wide variation in the
estimation of greenhouse gas effects, staff recommends that the goals proposed by the FEECA
utilities can not be relied upon.

Staff is also concerned with the proposed goals recommended by the intervenors because
they ignored specific requirements of the revised statutes and did not rely on Florida-specific
data. The proposed goals of these parties would also result in a substantial increase in energy
efficiency program costs imposed on all customers, mainly from the inclusion of energy savings
assoclated with free riders in the proposed goals. The resulting programs and incentives to meet
these goals could increase the utilities’ Energy Conservation Cost Recovery clause factor by
more than 700 percent. Also, if these savings were realized, recovery of fixed costs would be
reduced. The resulting energy savings would reduce revenues by an amount greater than 150
basis points as early as 2014. Such an impact on a utility’s earnings could trigger a request for a
base rate increase in the near future. In addition, intervenors recommended goals without regard
to any cost-effectiveness consideration, but merely proposed a percentage of sales as the goal.
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Discussion of Issues

Issue 1: Did the Company provide an adequate assessment of the full technical potential of all
available demand-side and supply-side conservation and efficiency measures, including demand-
side renewable energy systems, pursuant to Section 366.82(3), F.S.?

Recommendation: Yes. The seven FEECA utilities and NRDC/SACE (the Collaborative)
retained the consulting firm ITRON to perform a technical potential study. The ITRON study
identified 58,616 GWhs of annual energy, 14,375 MWs of summer system peak demand, and
8,883 MWs of winter system peak demand as the statewide technical potential of demand-side
conservation and energy efficiency measures for Florida. A supply-side technical potential was
not calculated. (Clemence)

Positions of the Parties:

FPL: Yes. The Collaborative developed a comprehensive list of DSM and demand-side
renewable energy measures to ensure all measures were adequately addressed.
[tron then calculated the technical potential for energy savings and demand
reduction in FPL’s service territory. This process ensured a thorough assessment
of the full technical potential available.

PEF: Yes. Through the work of a collaborative team comprised of the collective
“FEECA utilities,” SACE/NRDC, and Itron, PEF provided an adequate
assessment of the full technical potential pursuant to the Section 366.82(3), F.S.

TECO: Yes. Through the work of a collaborative team comprised of Florida Power and
Light Company, Progress Energy Florida, Inc., Tampa Electric Company, Gulf
Power Company, Florida Public Utilities, Jacksonville Electric Authority,
Orlando Utilities Commission (collectively “FEECA utilities”), SACE/NRDC and
I[tron, Tampa Electric provided an adequate assessment of the full Technical
Potential pursuant to the Section 366.82(3), F.S.

Gulf: Yes. Through the Itron study, Gulf has performed an adequate assessment of the
full technical potential of all available demand-side conservation and energy
measures, including demand-side renewables. An assessment of supply-side
conservation and efficiency measures is more appropriately considered in a
separate proceeding following the conclusion of the goal-setting process.

FPUC: Yes. The study performed by Itron adequately assessed the full technical
potential of all available demand-side and supply-side conservation and efficiency
measures, including demand-side renewable energy systems. The scope of work
and assessment techniques were vetted by the Collaborative. Itron utilized state-
of-the-art models to determine the full technical potential of available measures.

JEA/OUC: Yes. Itron’s study adequately assessed the full technical potential of all available
demand-side and supply-side conservation and efficiency measures, including
demand-side renewable energy systems. The scope of work and assessment
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techniques were vetted by the Collaborative. Itron utilized state-of-the-art models
to determine the full technical potential of available measures.

FECC: FECC has no specific position at this time.
FIPUG: No position.
FSC: No for the five FEECA 10Us; no position with regard to OUC and JEA.

NRDC/SACE: No. The analysis does not comply with Section 366.82(3), F.S. because it fails to
consider “the full technical potential of all available demand-side and supply-side
conservation and efficiency measures.” Florida’s full technical potential for
efficiency measures should be increased by at least 8 percent, from 34 percent to
42 percent statewide.

Staff Analysis:
PARTIES’ ARGUMENTS

FPL contends that the Technical Potential Study employed an iterative process that began
with a list of measures that were provided within its original request for proposal (RFP). (FPL
BR 15) PEF states that the study focuses on measures that will work in Florida, have the greatest
potential impact, and have a realistic possibility for adoption. (PEF BR 8) TECO argues that
using the collaborative process allowed each member to draw upon the collective judgment of
the group, which would insure the ultimate proposals were the product of a rigorous and orderly
process. (TECO BR 7) Gulf asserts that NRDC/SACE were able to submit additional measures
to be considered for analysis in the technical potential. (Gulf BR 8) FPUC argues that the study
provides an adequate assessment of the technical potential. (FPUC BR 3) JEA/OUC argues that
the study used measures and assessment techniques that were fully vetted through the
collaborative process. (JEA/OUC BR 5) The FEECA utilities contend that the study
commissioned by the Collaborative satisfies Section 366.82(3), F.S.

NRDC/SACE argues that the study did not provide an adequate assessment of the
technical potential. NRDC/SACE states that the technical potential does not consider the full
technical potential of all available demand- and supply-side efficiency measures. (NRDC/SACE
BR) FSC argues that ranking measure savings by the use of “stacking” by the Collaborative is
incorrect. (FSC BR 2) FSC also criticizes the study for omitting solar hybrid systems. (FSC BR
3) FIPUG’s brief and the comments filed by the FECC did not specifically address this issue.
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ANALYSIS
Process

For the current goal setting proceeding, the seven FEECA utilities invited NRDC/SACE
to form a Collaborative to conduct an assessment of the technical potential for energy and peak
demand savings from energy efficiency, demand response, and customer-scale renewable energy
in their service territories. (EXH 2)° The Collaborative then developed a request for proposal to
conduct the study. The proposals were evaluated and the ITRON team was selected by the
Collaborative to conduct the Technical Potential Study. (EXH 2)’

Witness Rufo, Director in the Consulting and Analysis Group at ITRON, stated that the
technical potential is a theoretical construct that represents an upper limit of energy efficiency.
Technical potential is what is technically feasible, regardless of cost, customer acceptance, or
normal replacement schedules. (TR 904) The Technical Potential Study was conducted for each
utility and then combined to create a statewide technical potential. (EXH 2)

According to the testimony of witness Rufo, the Collaborative’s first step was to identify
and select the energy efficiency, demand response, and solar photovoltaic (PV) measures to be
analyzed. (TR 903) The energy efficiency measures were developed with the FEECA utilities,
ITRON, and NRDC/SACE, all proposing measures. (TR 903) Once a master list was developed,
ITRON conducted assessments of data availability and measure specific modeling issues. (TR
878) Demand response measures were identified using a combination of literature reviews of
current programs, and discussions within the Collaborative. (TR 903) The PV measures were
identified by explicitly considering six characteristics specific to PV electrical systems. (TR 903)
The six characteristics are: (1) PV material type, (2) energy storage, (3) tracking versus fixed,
(4) array mounting design, (5) host sites, and (6) on- versus off-grid systems. (TR 878-879)

The ITRON assessment of the full technical potential included 257 unique energy
efficiency measures, seven demand response programs, and three unique PV measures. Included
in the energy efficiency list were 61 residential measures, 78 commercial measures, and 118
industrial measures. The demand response list included five residential, and two
commercial/industrial measures. The PV list included one residential (roof top application) and
two commercial measures (one rooftop application and one parking lot application). (TR 879-
880)

Some of the 257 measures, such as Seasonal Energy Efficiency Ratio (SEER) 19 central
air conditioners, hybrid desiccant-direct expansion cooling systems, and heat pump water heaters
are likely to face supply constraints in the near future. (TR 880) The energy efficiency list also
includes some end-use specific renewable measures, e.g., solar water heating and PV-powered
pool pumps. (TR 880) Staff believes that the list studied provided an adequate assessment of the
available energy efficiency measures. While some measures may have obstacles to overcome, it
is appropriate to include them in the technical potential.

S Technical Potential for Electric Energy and Peak Demand Savings in Florida, Final Report, pp. 1-1.
7 Technical Potential for Electric Energy and Peak Demand Savings in Florida, Final Report, pp. 1-1 — 1-2.
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As a point of reference, the ITRON analysis shows that the technical potential of baseline
consumption is 34.1 percent of annual energy, 42.5 percent of summer system peak, and 28.2
percent of winter system peak. The table below shows the results of the Statewide Technical
Potential Report. (EXH 41) Baseline energy is the total electricity sales for the FEECA utilities
in 2007. (EXH 2)*

Sector Annual Energy Summer System Peak Winter System Peak
Base line Technical Base line Technical Base line | Technical
(2007) Potential (2007) Potential (2007) Potential
(GWh) (GWh) (%) MW) (MW) (%) MW) (MW) (%)
Residential 94,745 36,584 | 38.6% 22,263 10,032 45.1% 22,728 6,461 28.4%
Commercial 65,051 19,924 | 30.6% 9,840 4,079 41.5% 7,490 2,206 29.5%
Industrial 11,877 2,108 | 17.7% 1,721 265 12.8% 1,289 217 17.5%
Total 171,672 58,616 | 34.1% 33,825 14,375 42.5% 31,508 8,883 28.2%

Response to Parties

NRDC/SACE witnesses Mosenthal and Wilson testified that the Technical Potential
Study underestimates the potential in several areas. Witness Mosenthal testified that the study
underestimated potential by not including such measures as net-zero electricity buildings and
future advancements in energy efficiency technology. (TR 1319) NRDC/SACE witness Wilson
testified that the potential study left out four end-use sectors: (1) agriculture, (2) transportation,
communication, and utilities, (3) construction, and (4) outdoor/street lighting. Witness Wilson
testified that potential from these sectors is approximately 10 percent of retail sales. (TR 1453-
1454) Witness Wilson agreed that there are issues with data on these end-use sectors, but
disagrees that the technical potential for these areas should have been set at zero. (TR 1454)
NRDC/SACE argues that the technical potential should have included other measures and should
be increased by at least 8 percent, but their goals are not based on their technical potential or the
technical potential proposed by ITRON. Rather, NRDC/SACE recommends a goal of 1 percent
of sales. (TR 1142) Staff believes that the goals proposed by NRDC/SACE are not based on any
Florida-specific study and have not shown how their goals can be achieved.

Staff witness Spellman also testified that the Technical Potential Study underestimated
savings in Florida. (TR 1481) Witness Spellman testified that the study does not include several
energy efficiency measures, underestimates market penetration, and underestimates the kWh
savings from measures. (TR 1497-1498) Witness Spellman also testified to his concern that
measures left off the Technical Potential Study also have an impact on the economic and
achievable potential. (TR 1498) The complete list of measures not included for the residential
sector are: smart strips/phantom load switch, second refrigerator turn-in, light emitting diode
(LED) lighting, programmable thermostats, second freezer turn-in, and tree shading. (TR 1500-
1501) The complete list of commercial measures not included in the study can be found in
hearing Exhibit 93. Witness Rufo testified that the measures identified by witness Spellman
were not included because the savings are included in other measures, have very high levels of
free-ridership, or are naturally occurring. (TR 1025) Witness Spellman did not provide
information to show how the excluded measures would lead to savings in Florida. Staff believes

¥ Technical Potential for Electric Energy and Peak Demand Savings in Florida, Final Report, pp. 3-14.
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the study provided by the Collaborative has done an adequate job of identifying available
conservation measures.

The FSC questioned ITRON on their use of “stacking” in the Technical Potential Study.
(TR 1076) Stacking is a means to understand the interaction between available measures to
make sure that savings are not double counted. (TR 1076) Witness Rufo testified that the use of
“stacking” is an accepted practice to eliminate double counting that could occur if the measures
were not stacked. (TR 1076) Staff believes that the use of “stacking” is useful and justified. It is
a means to ensure that the savings from a program are not counted if they would be offset by the
savings in a different measure.

None of the parties offered any alternatives that were Florida-specific. They only showed
that other states showed greater potential. They were unable to show how savings in other states
could be achieved in Florida. Witness Rufo testified that criticisms of the ITRON data and
modeling methods by NRDC/SACE and the staff witness are either without merit, inaccurate, or
insignificant. (TR 1046) Witness Rufo further testified that the baseline and measure data used
in the Technical Potential Study reflect the best available data given the time and resources
available. (TR 1022)

A supply-side technical potential was not completed. This is discussed is greater detail in
Issue 12.
CONCLUSION

Based on the record, staff believes that the Collaborative has provided an adequate
assessment of the technical potential of all available demand-side and supply-side conservation
and efficiency measures, including demand-side renewable energy systems, pursuant to Section
366.82(3), F.S. The study finds that there are 58,626 GWhs of technical annual energy potential,
14,375 MWs of technical summer system peak, and 8,883 MWs of potential for winter system
peak.

-11 -
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Issue 2: Did the Company provide an adequate assessment of the achievable potential of all
available demand-side and supply-side conservation and efficiency measures, including demand-
side renewable energy systems?

Recommendation: Yes. Each FEECA utility utilized the Technical Potential Study performed

by ITRON to develop a statewide achievable potential for energy efficiency and conservation.
In coordination with ITRON, the FEECA utilities disclosed the necessary information and
analysis required by statute. (Crawford)

Positions:

FPL:

PEF:

TECO:

JEA/OUC:

Yes. FPL performed cost-effectiveness analyses to determine which
conservation, efficiency, and demand-side renewable measures should be
included in the achievable potential analysis and to determine appropriate
incentive levels. Itron then calculated FPL’s achievable potential with its
industry-leading DSM ASSYST model.

Yes. Through a rigorous and comprehensive evaluation process aimed at
providing the highest E-Rate Impact Measure (“E-RIM”)-based cost-effective
level of all available demand-side and supply-side conservation and efficiency
measures, including demand-side renewable energy systems, PEF conducted and
has provided an adequate assessment of DSM achievable potential.

Yes. Through a rigorous and comprehensive evaluation process aimed at
providing the highest Enhanced Rate Impact Measure (“E-RIM”)-based cost-
effective level of all available demand-side and supply-side conservation and
efficiency measures, including demand-side renewable energy systems, Tampa
Electric conducted and has provided an adequate assessment of DSM Achievable
Potential.

Yes. Through the Itron study, Gulf has performed an adequate assessment of the
achievable potential of all available demand-side conservation and efficiency
measures and demand-side renewable energy systems. An assessment of supply-
side conservation and efficiency measures is more appropriately considered in a
separate proceeding following the conclusion of the goal-setting process.

Itron’s study adequately assessed the full achievable potential of all available
demand-side and supply-side conservation and efficiency measures, including
demand-side renewable energy systems. The scope of work and assessment
techniques were vetted by the Collaborative. Itron utilized state-of-the-art models
to determine the full achievable potential of available measures.

Itron’s study adequately assessed the full achievable potential of all available
demand-side and supply-side conservation and efficiency measures, including
demand-side renewable energy systems. The scope of work and assessment
techniques were vetted by the Collaborative. Itron utilized state-of-the-art models
to determine the full achievable potential of available measures.
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FECC: FECC has no specific position at this time.
FIPUG: No position.
FSC: No for the five FEECA 10Us; no position with regard to OUC and JEA.

NRDC/SACE: No. The flaws in the technical analysis were carried forward into the achievable
analysis. The achievable analysis arbitrarily eliminates all measures with a
payback period (excluding incentives) of less than two years and utilities
unreasonably limited success of future programs to levels of success achieved by
utilities in the past.

Staff Analysis:

PARTIES’ ARGUMENTS

Each of the FEECA utilities agreed that an adequate assessment of achievable potential
was provided. The FEECA utilities that addressed the supply-side options likewise agreed that it
was better addressed through a separate proceeding. (FPL BR 17-23, 37; PEF BR 20; TECO BR
32,35; Gulf BR 9-11; FPUC BR 6-8; JEA/OUC BR 8-10, 20)

FSC, in its post-hearing brief, found the assessment insufficient for the five IOUs. FSC
took no position on the municipal utilities, however, due to programs and policies already in
place. FSC’s objection in the case of the IOUs mainly related to problems they had with the
cost-effectiveness testing used in the process, which is addressed in Issues 4 and 8. FSC cited
specific policies in their taking no position on the municipal utilities. (FSC BR 3-6)

NRDC/SACE, in its post-hearing brief, argued that the achievable potential was
insufficient across the board. At the core of its objection was an opposition to the two-year
payback screen discussed at length below. NRDC/SACE also cited opposition to the cost-
effectiveness testing discussed more fully in Issues 4 and 8. (NRDC/SACE BR 16-25)

ANALYSIS

Following the development of the DSM technical potential, discussed in Issue 1, three
steps were used to develop the achievable potential: initial cost-effectiveness screening,
determination of incentive levels, and development of achievable potential for six separate
scenarios. Discussion of each step follows. FPUC, JEA, and OUC did not use this process and
are discussed separately.
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Initial Cost-Effectiveness Screening

During this phase of the process, FPL, PEF, TECO, and Gulf applied three cost-
effectiveness tests to each measure: Enhanced Rate Impact Measure Test (E-RIM), Enhanced
Total Resource Cost Test (E-TRC), and the Participants Test. Each of these tests is discussed in
detail in either Issue 3 (Participants Test) or Issue 4 (E-RIM and E-TRC). During this phase of
the testing, utilities also determined whether measures should be eliminated due to a payback
period of less than two years.

Two-Year Payback
Rule 25-17.0021(3), F.A.C., reads, in part:

Each utility’s projection shall reflect consideration of overlapping measures,
rebound effects, free riders, interactions with building codes and appliance
efficiency standards, and the utility’s latest monitoring and evaluation of
conservation programs and measures. (Emphasis added)

In order to meet the requirements of this section, as part of the measure screening
process, the four generating IOUs removed certain measures from their considered programs
because of participant “payback” periods of less than two years. Savings realized from such
measures exceeded their costs within two years, according to utility analysis. These savings
result from reduced kWh usage and, resultantly, a lower bill. The costs of such measures are
up-front capital costs, where they exist, of installing or beginning the measure. Measures must
both pass the Participants Test and have a payback of two years or less without any incentives to
be removed during this step. The Commission initially recognized a two-year payback period to
address the free-ridership issue following the 1994 DSM goals hearing. By Order No. PSC-94-
1313-FOF-EG,’ the Commission initially approved FPL’s use of the two-year payback period,
and it has been used consistently ever since. (TR 1236-1238)

The free-ridership issue is often confused with that of naturally occuring DSM. While
naturally occurring DSM and free-ridership are related issues, they are not interchangeable
terms. “Naturally occurring” DSM is energy and demand savings measures that will be
implemented by customers during the time period in question regardless of incentives. Naturally
occurring DSM  includes changes from the resuit of building codes, customer purchases,
customer desires for environmentally conscious purchasing regardless of costs, and various other
measures that may or may not be economical for the consumer over the life of the DSM measure.
Naturally occurring DSM would occur with or without utility incentives and is generally
considered to be part of the baseline scenario. For example, customers who purchase compact

® Order No. PSC-94-13 13-FOF-EG, issued October 25, 1994, Docket No. 93-0548-EG, In re: Adoption of Numeric
Conservation Goals and Consideration of National Energy Policy Act Standards (Section 111) by Florida Power and
Light Company; Docket No. 93-0549-EG, In re: Adoption of Numeric Conservation Goals and Consideration of
National Energy Policy Act Standards (Section 111) by Florida Power Corporation; Docket No. 93-0550-EG, In re:
Adoption of Numeric Conservation Goals and Consideration of National Energy Policy Act Standards (Section 111)
by Gulf Power Company; Docket No. 93-0551-EG, In re: Adoption of Numeric Conservation Goals and
Consideration of National Energy Policy Act Standards (Section 111) by Tampa Electric Company.
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florescent light bulbs, or CFLs, whether or not incentives are in place for their purchase, result in
naturally occurring DSM.

Free-riders are customers who receive incentives for measures they would have installed
even without the incentives. Rule 25-17.0021(3), F.A.C., specifically calls for the Commission
to address free-riders during the goal setting process. Using the example stated above, if
customers received a utility incentive to purchase a CFL, they become free-riders. In this
example, the money being spent by the utility on the incentive, which is ultimately paid for by
the customers, is not actually incenting energy efficiency; rather, it is simply rewarding existing
behavior. Because CFLs offer savings to the customer very quickly, in a period under two years,
customers already have an incentive to purchase them, and a further incentive is not the most
effective use of limited customer money for DSM. In order to maximize the cost-effectiveness
of customer money for DSM, the Commission adopted Rule 25-17.0021(3), F.A.C., to minimize
the subsidization of naturally occurring DSM. When utilities provide financial incentives to
naturally occurring DSM, they create free-riders.

The two-year payback period was agreed to by the Collaborative as a means of
addressing the free-ridership issue. (EXH 2, BSP 435) In his testimony, FPL witness Dean
describes the rationale for the two-year period. He notes that estimates of the annual return on
investment required to spur purchase of energy efficiency measures range from approximately 26
percent, which represents a payback period of just under four years, to over 100 percent, which
represents a payback period less than a year. He notes that most studies place the annual return
on investment necessary to incent purchase in the 40 to 60 percent range. A 50 percent figure,
which represents a payback of exactly two years, is squarely in the middle of that range. (TR
1236-1238)

The two-year payback criterion eliminates a substantial amount of energy savings from
demand-side measures. For an illustrative example, the following chart, based on Exhibit 106,
demonstrates the amount of energy savings GDS proposed to be added back to the E-TRC
achievable scenario:

(A) (B) E-TRC + (C) Amount (D) Percent
Maximum 2-year payback | excluded due to | excluded due to

Utility | Achievable E-TRC | measures 2-year screen 2-year screen
(GWh)* (GWh)* (GWh) (B-A) (C/B)

FPL 2177.0 12066.9 9889.9 82.0%

PEF 1584.5 4689.8 3105.3 66.2%

TECO |310.3 1939.9 1629.6 84.0%

Gulf 251.4 1279.9 1028.5 80.4%

FPUC | 138.5 1070.7 932.2 87.1%

JEA 78.8 511.2 432.4 84.6%

oucC 12.9 59.2 46.3 78.2%

Total 4553.4 21617.6 17064.2 78.9%

“(EXH 106, pp. 2-7, EXH 173, p. 1)
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It is important to note that these savings are based on an E-TRC portfolio. The two-year payback
screen tends to focus on kWh savings, which has a greater impact on E-TRC scores than E-RIM
scores. Because many measures with short payback are excluded by an E-RIM screen, due to its
greater emphasis on demand savings than energy savings, the amount excluded from an E-RIM
portfolio would inevitably be significantly lower. Measures with short paybacks tend to have
lower upfront capital costs, be better developed, more widespread, and easier to implement than
measures with long paybacks. These measures with short paybacks often have higher levels of
lost revenues for utilities due to high energy savings (kWh).

Significantly, even though the utilities do not incent measures with a payback period of
less than two years, customers are still free to adopt such measures and realize the resultant
financial savings the measures represent. The two-year screen does not remove the measures
from adoption; it merely means that utilities do not provide incentives for measures that already
provide more savings than they cost within a two-year period. In a sense, the two-year period
means that the measures have an inherent financial incentive. After two years or less, the
measures begin to represent a net savings in cost for the customers. These measures represent a
large potential for energy savings among the ratepayers. In order to allow the greatest number of
customers to benefit from this potential, staff is recommending, in Issue 9, that the FEECA
utilities create a public information campaign intended to promote such measures.

It is also important to note that the adoption of such measures does result in real lost
revenues for the utility. If every customer were to adopt every measure with a two-year payback
on their own, the utility would face a real loss of income. Utilities could initiate a rate case if
this revenue loss is substantial. Further incenting of these measures raises the likelihood of a
revenue loss that could necessitate a rate case, and thus, potentially higher rates for the general
body of ratepayers.

Incentive Levels

The second step in the process for the four generating IOUs was to establish proper
incentive levels. DSM measures needed to pass the Participants Test, as well as the E-RIM or E-
TRC tests. As a result, incentive levels for measures that did not pass the Participants Test
during the initial cost-effectiveness screening (without incentives) were adjusted until the
measures passed. Following this action, E-RIM and E-TRC were re-run using costs that
included the resulting incentive. Some measures that could not pass the Participants Test cost-
effectiveness screening without incentives were removed from the achievable potential at this
stage. Because measures were required to pass the Participants Test as well as E-RIM or E-TRC,
incentives added to measures to allow them to be cost-effective for customers rendered some
measures no longer cost-effective under either the E-RIM or E-TRC tests.

Scenario Analysis

In the third step of the process, the four generating IOUs analyzed measures that passed
cost-effectiveness screening with incentives, in order to develop six scenarios for achievable
potential. The four generating IOUs developed low, mid, and high incentive scenarios for both
E-RIM and E-TRC. From these six scenarios, the generating utilities developed their achievable
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potential. (TR 97-101, 353-361, 504-518, 623-628) This achievable potential formed the basis
of the goals proposed by the utilities in the next step of the overall process.

Other FEECA Utilities

FPUC, OUC, and JEA allowed ITRON to develop the achievable potential for them.
ITRON followed a similar process in developing the achievable potential for the three small
utilities that the generating IOUs did in making their calculations. In each of these three cases,
ITRON found no DSM measures that passed the E-RIM Test. As a result, the achievable
potential for each of these three utilities is zero in all categories. These utilities are all smaller
than the generating IOUs, with fewer customers, and as a result, administrative costs and

program development tend to render measures less cost-effective than they are for the generating
IOUs.

Demand-Side Renewable Energy Systems

The Collaborative analyzed a small range of renewable energy systems in their analysis
of achievable potential. (EXH 2).)% These measures were confined to geothermal heat pumps,
solar water heaters, and small photovoltaic (PV) systems. These renewable energy systems were
subjected to the same range of cost-effectiveness testing as the DSM measures discussed above.
The generating [OUs found that some geothermal heat pumps did pass the cost-effectiveness
tests and were included in the achievable potential. PEF also included some solar thermal
measures in its achievable potential. (EXH 3, BSP 988) No FEECA utility found that Solar PV
measures passed the economic screening and thus should be included in the achie