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CASE BACKGROUND

on November 1, 1995, in Order No. P5C-95-1343-5-EG, the
Commission voted to initiate a management review to address the
following questions, among others:

i.
by

Whether the implementation of conservation programs
the electric and gas utilities, particularly for

commercial/industrial (C/I) customers, has complied with
the Commission’s policy of fuel neutrality.

2,
gas

Whether the conservation programs of the electric and
utilities, particularly for C/1 customers, have

resulted in the increased usage of electricity and
natural gas.

In September 1996, the Division of Research and Regulatory
Review (RRR) published its “Review of Commercial/Industrial Demand-
Side Management Programs of Six Florida Utilities.” This report in
part analyzed the C/I Demand-Side Management (DSM) programs of the
four largest investor-owned electric utilities (IOUs), and the two
largest gas distribution utilities. The report also examined the
effect of C/I DSM programs on the competitive relationship between
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the electric and gas industries. One of the conclusions from the
study is that the promotion, advertising, and operation of C/I DSM
programs play significant roles in the competition between the
electric and natural gas utilities examined. It was concluded that
Florida Power and Light Company (FPL) takes an aggressive stance
that counters the gas industry’'s marketing of newly developed
natural gas appliances. Some of FPL’s advertising was determined
not to be fuel neutral. Examples are included in Attachment A.
The costs for these two advertisements were paid by customers
through FPL's conservation cost recovery clause. The RRR report
does not show similarly aggressive use of DSM against natural gas
by other utilities. The fact that electricity and natural gas
compete for certain customer end-uses is apparent.

In staff’'s opinion, it is unrealistic to expect DSM
programs to have no effect on the competitive balance, or
to expect such programs would not be used as marketing
tools....However, the customers targeted by
commercial/industrial DSM programs are frequently wel)-
informed energy consumers who are capable of evaluating
the claims made by competing energy providers. Many of
these customers rely upon the expertise of an on-staff
facilities engineer or outside energy services company to
control energy-related costs, and are less likely to be
confused or misled by an energy providers proposal.

*Review of Commercial/Industrial Demand-Side Management
Programs of Six Florida Utilities”, page 7v.

In November 1996, in Docket No. 960002-EG, the Energy
Conservation Cost Recovery (ECCR) docket, discovery responses were
received from the four largest electric I0Us with the then current
estimates of DSM program cost effectiveness. The responses showed
that at that time, the cost effectiveness of many programs,
particularly those of FPL and Gulf Power had fallen below 1.0 for
the Rate Impact Measure (RIM) test. FPL has subsequently filed for
modification of seven programs with marginally cost-effective RIM
ratios, and termination of two programs that were less than 1.0
RIM.

In January 1997, the Commission considered approval of two FPL
research projects and FPL's Buildsmart program. Staff recommended
that if the Commission approved the petitions, FPL should allocate
the costs to the rate class(es) to which the research projects and
program were targeted. This position was taken as a result of the
findings of the RRR report and the declining RIM cost-effectiveness
of many DSM programs, particularly those of FPL and Gulf. Program
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costs that are recovered through the ECCR should not be used as
marketing tools or to position a utility for competition in a
retail access environment. The incentive to use DSM and the
associated cost recovery for these purposes is lessened by
allocating program costs to the customer class that is eligible to
participate in the program. Allocating cost recovery of programs
to rate classes with "at-risk®" customers reduces the incentive for
utilities to use DSM for competitive purposes because docing so
raises the rates of the "at-risk" customers. The Commission did
not approve staff’s recommendation, but directed staff to open a
docket to further investigate these issues.

DISCUSSION OF ISSUES
ISSUR 1: Should this docket be closed?

RECOMMENDATION: Yes. Greater monitoring of utility DSM program
claimed kW and kWh savings and various avoided cost assumptions,
and greater monitoring by staff of DSM program cost-effectiveness
ratios should be more effective than allocating DSM costse to rate
classes. [FUTRELL]

: On May 7, 1997 a workshop was held to develop and
discuss issues, and possible solutions of the competitive uses of
DSM programs. At the workshop, staff reiterated the findings of
the RRR report, and the cost-effectiveness ratios of DSM programs
as filed in November 1996. Staff also presented its idea of
allocating DSM program cost to those rate classes eligible to
participate for programs with a RIM ratio of greater than 1.0 but
less than 1.2. The parties questioned whether what was perceived
by staff to be a problem, that is the competitive use of DSM
programs funded through the ECCR clause, was in fact a problem.
Concern was also expressed that establishing a threshold for
general cost recovery through the ECCR (greater than 1.2) would
become the de facto threshold for all programs proposed by the
utilities. Participants were requested to file comments on their
positions and to respond to questions posed by staff.

The responses were generally in opposition to staff’s
proposal. Specifically, parties questioned the linkage of the
unavoidable competitive effect of DSM programs and changing cost
allocation as a means of addressing the effect. Parties did
acknowledge that DSM program cost-effectiveness can be better
aspured through greater monitoring.
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A rule has been proposed by staff which would limit the
ability of a utility to mention a competing energy source in DSM
program advertising. This has been one of the concerns of staff,
as evidenced by Attachment A. Staff intends to monitor DSM
programs more frequently, particularly with respect kW and kWh
claimed savings, various avoided cost assumptions and resulting
cost-effectiveness ratios. As part of the review of new programs
and program modifications, additional emphasis will be placed on
the utility’s efforts to quantify the projected kilowatt and
kilowatt-hour savings from the program. These efforts will help to
insure that all the ratepayers whn " v ‘- ¢ - _.llective DSM
programs receive the benefit they pay for. DSM programs must meet
or exceed the projected savings of each program. Given these
activities, and based on the parties’ comments at workshop as wcll
as the written comments, further action in this docket is not
advisable and it is recommended the Commission close this docket.

Rule 25-17.0021, Florida Administrative Code, requires the
Commission to set numeric DSM goals at least conce every five years
for each utility subject to Chapter 366.82(1), Florida Statutes
(the Florida Energy Efficiency and Conservation Act). The
Commission last established goals for the four largest electric
I0Us in October 1994 by Order No. PSC-94-1313-FOF-EG. Staff
intends to open goal setting dockets before the end of 1997 to
insure goals can be set by the October 1999 deadline. Many issues
relating to the use of DSM for competitive purposes could be
considered in goal setting proceedings.
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Attachment A

.Paqe 1 of 2

OTHER ENERGY SOURCES MAY CLAIM
THAT THEY .ARE SAVING YOU MONEY, BUT
ARE THEY REALLY COMPARING?
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