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d/b/a
AMERENUE

CASE NO. ER-2010-0036

Q. Please state your name and business address.

A. My name is John A. Rogers, and my business address is Missouri Public
Service Commission, P. O. Box 360, Jefferson City, Missouri 65102.

Q. What is your present position at the Missouri Public Service Commission?

A. 1 am a Utility Regulatory Manager in the Energy Department of the Utility
Operations Division.

Q. Are you the same John A. Rogers that contributed to Staff’s Revenue
Requirement Cost of Service Report (Staff Report) filed on December 18, 2009 and to Staff’s
Class Cost of Service Rate Design Report (Staff CCOS Report) filed on Januvary 6, 2010?

A Yes, I am.

Q. Would you please summarize the purpose of your rebuttal testimony?

A. I address certain direct testimony of AmerenUE and intervenor witnesses
relating to the AmerenUE proposed fuel adjustment clause and the demand-side management
(DSM) subject areas. 1 update the Commission regarding AmerenUE’s recent and planned
donations of compact florescent light (CFL) bulbs to food banks and to city governments and
present Staff’s concerns regarding AmerenUE’s plans to include these donations and related

costs in its Residential Lighting and Appliance (L&A) program. The fact that Staff does not
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specifically take issue with a statement of an AmerenUE, Office of Public Counsel, or
intervenor witness should not be construed as an indication of agreement or acceptance by
Staff. My recommendations to the Commission are as follows:

1) Commission should rely upon Staff’s fuel run in determining the seasonal Net
Base Fuel Cost (NBFC) rates to be included in Union Electric Company d/b/a
AmerenUE’s (AmerenUE’s) Fuel Adjustment Clause (FAC) tanff sheets;

2) Commission should generally continue the current regulatory asset treatment
of AmerenUE’s DSM costs until the Commission has established policies and
rules to implement the Missouri Energy Efficiency Investment Act (“MEEIA”
or Section 393.1075 2009 RSMo Cum. Supp.); and

3) Commission should order that the AmerenUE L&A energy efficiency program
expenses remain in the regulatory asset account.

Fuel Adjustment Clause

Q. Have you reviewed the Fuel Adjustment Clause that AmerenUE proposes in

this case, including the changes it proposes to its existing FAC tariff sheets?

A. Yes. 1 reviewed AmerenUE’s proposed FAC tariff sheets presented in the

testimony of AmerenUE witness Lynn M. Barnes.

Q. Did your review cause you any concerns?

A, Yes. I have concerns with the seasonal Net Base Fuel Cost (NBFC) rates

AmerenUE proposes.

Q. What are those concerns?
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A. AmerenUE has relied on a different fuel run for determining the seasonal
NBFC rates for its proposed FAC than it used for determining it revenue requirement and its
seasonal net base fuel cost rates are counterintuitive.

Q. Would you explain what you mean by stating AmerenUE’s proposed seasonal
NBFC rates are counterintuitive?

A. The Summer NBFC rate is lower than the Winter NBFC rate, and this has
never been the case for AmerenUE or any other electric utility in Missouri. In fact,
AmerenUE’s proposed Summer NBFC rate is significantly lower than its proposed Winter
NBFC rate.

Q. Please specify the FAC seasonal NBFC rates proposed by AmerenUE and
FAC seasonal NBFC rates proposed by Staff.

A. Schedule LMB-E3-5 attached to the direct testimony of AmerenUE witness
Lynn M. Barnes contains the following language in the definition of NBFC in the AmerenUE

proposed FAC tariff sheets:

The NBFC rate applicable to June through September calendar months
(“Summer NBFC Rate™) is 1.102 cents per kWh. The NBFC rate
applicable to October through May calendar months (“Winter NBFC
Rate”) is 1.494 cents per kWh.

Schedule JAR-1 of the Staff CCOS Report contains the following language in the

definition of NBFC on Sheet No. 98.11 of the Staff proposed FAC:

The NBFC rate applicable to June through September calendar months
(“Summer NBFC Rate™) is 1.449 cents per kWh. The NBFC rate
applicable to October through May calendar months (“Winter NBFC
Rate™) is 1.275 cents per kWh.
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Q. Please compare the various proposed NBFC rates in your last answer to the
NBFC rates the Commission approved in AmerenUE last general rate case, Case No. ER-
2008-0318.

A. The Summer NBFC Rate approved in Case No. ER-2008-0318 is 1.001 cents
per kWh and the Winter NBFC Rate approved in Case No. ER-2008-0318 is 0.690 cents per
kWh. The following table summarizes the NBFC rates proposed by AmerenUE, the proposed

NBFC rates in the Staff CCOS Report, and the current NBFC rates:

NBFC Rate Comparison
Summer Winter
¢/kWh A% Current ¢/kWh A% Current
AUE Proposed 1.102 10% 1.494 117%
Staff Proposed 1.449 45% 1.275 85%
Current Tariff 1.001 0% 0.690 0%

Q. Has Staff performed an investigation to determine the causes of the significant
differences between AmerenUE’s proposed NBFC rates and the proposed NBFC rates in the

Staff CCOS Report?

A. Yes.

Q. Would you please describe Staff’s investigation and findings?

A. Yes. Staff’s investigation determined that the fuel run AmerenUE used to
estimate NBFC for its proposed FAC is not the same fuel run AmerenUE used to determine
the revenue requirement it sponsors in this case. Further, Staff’s investigation determined that
AmerenUE’s FAC fuel run estimates of monthly off-system sales revenues and volumes are
significantly different from those of Staff. Specifically, Summer (June through September)
off-system sales revenue in AmerenUE’s FAC fuel run is $60 million greater than the

Summer off-system sales revenue in the Staff’s fuel run and Winter (October through May)
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off-system sales revenue in AmerenUE’s FAC fuel run is $60 million less than the Winter off-
system sales revenue in the Staff fuel run.

Staff also created a chart that compares the off-system monthly kWh sales for Staff’s
fuel run, for AmerenUE’s FAC fuel run, and for the fuel run AmerenUE used for its proposed
revenue requirement, each of which were filed in this case. This chart is included below and
illustrates that the off-system monthly kWh sales (OSS) in AmerenUE’s FAC fuel run are

distinctly different from the OSS in AmerenUE’s revenue requirement and from the OSS in

Staff’s fuel run.

*%

*%

Q. What do you conclude and recommend concerning the NBFC rates for this

case?

A I conclude that AmerenUE’s FAC fuel run is not an appropriate fuel run to use
to determine the FAC seasonal NBFC rates in this case. Staff’s fuel run has been revised
since the Staff CCOS Report was filed and will again be revised during true-up. Therefore, 1

recommend the Commission rely upon Staff’s fuel run.

Demand-Side Management Programs Cost Recovery Mechanism

Q. What DSM cost recovery mechanism does AmerenUE propose in this case?

: NP
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A. AmerenUE witness Stephen Kidwell proposes at page 17 of his direct
testimony a DSM cost tracker which would place the full amount of the regulatory asset as of
the truc-up date in base rates plus the average of incremental DSM budgeted amounts for
2010 and 2011. The tracker would accumulate the difference between the amount in rates and
the actual amount spent on DSM programs. At the Company’s next rate case, AmerenUE
would recover (or refund) any amounts in the tracker through a three-year amortization of the
balance, with interest.

Q. Does the DSM cost tracker proposed by AmerenUE include recovery of lost
revenue and/or shareholder incentives?

A. No, it does not. However, Mr. Kidwell in his direct testimony, page 17, lines
1-4, states that the mechanism that would best allow for cost recovery would include an
annual incentive provision based on a percentage of the difference between AmerenUE’s
avoided costs and the costs associated with implementation of demand side measures. Mr.
Kidwell did not propose an incentive mechanism in his testimony stating that AmerenUE
needed additional experience and dialogue with stakeholders. AmerenUE did organize a
number of meetings with parties to the case which were treated as scttlement sessions to
discuss and evaluate alternative methods related to DSM cost recovery, recovery of lost
revenue and shareholder incentives. Although this stakeholder process did not resuilt in a
DSM cost recovery mechanism that the parties could agree to, the process was productive and
represents the first cooperative learning experience in Missouri concerning a comprehensive

understanding of the impact of DSM programs on customers and shareholders of Missouri’s

investor-owned electric utilities,
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The Staff is appreciative of the effort made by AmerenUE, but is concerned that the
fact that AmerenUE and the parties have not been able to fashion a resolution of these matters
may be characterized by some as indication of certain participants not being cooperative or
being overly technical in their approach to areas for which there are now federal and state
direction. Many of the parties, including Staff, dedicated a considerable amount of time and
effort to these discussions. Staff believes that the time and resource constraints, along with
the characterization of these discussions as settlement talks, greatly impacted the ability of the
parties to reach an agreement on a DSM cost recovery mechanism for AmerenUE.

Q. ‘What have been AmerenUE’s actual expenditure levels for its DSM programs
compared to budget?

A. AmerenUE reports that it spent $9.9 million' on its DSM programs in the first
program year (October 1, 2008 through September 30, 2009) as compared to $25.0 million
planned for the first program year in its preferred resource plan filed in its recent Chapter 22
Electric Utility Resource Planning compliance filing in Case No. EO-2007-0409. During the
first three months of the second program year, AmerenUE spent $3.8 million on its DSM
programs compared to $32.1 million for the second program year (12 full months) in its
preferred resource plan.

Q. What do you conclude from your last answer?

A. AmerenUE is still in the process of “ramping up” its DSM programs and is
greatly under-spending its planned budget for DSM. Until AmerenUE can demonstrate that it

has ramped up its DSM programs and has a sustained expense amount, the proposed DSM

'  AmerenUE Demand-Side Resources Performance Summary Report for February 4, 2010 provided by

AmerenUE at February 4, 2010 AmerenUE DSM stakeholder quarterly update meeting. Such AmerenUE DSM

stakeholder quarterly update meetings are required as a result of the Partial Stipulation and Agreement in Case
No. EO-2007-0409.
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cost tracker will likely result in a large over collection of revenue. As a consequence, Staff
does not support the DSM tracker proposed by Mr. Kidwell. I say this in light of my
statements at page 46, lines 34-35, page 47, lines 14-16, and page 45, lines 30-33 of my
section of the Staff Report that there is just not enough information in Mr. Kidwell’s direct
testimony, many details of AmerenUE’s proposal need to be clarified or determined, and
AmerenUE should continue the current regulatory asset treatment of demand-side costs until
the Commission has established policies and rules to implement Senate Bill 376, the Missouri
Energy Efficiency Investment Act.

Q. Other than AmerenUE and Staff, what other parties to this case discuss or
propose DSM cost recovery mechanisms?

A. Missouri Department of Natural Resources (MDNR), National Resource
Defense Council (NRDC), Missouri Industrial Energy Consumers (MIEC), and Missouri
Energy Group (MEG) filed direct testimony concerning DSM cost recovery mechanisms.

Q. Please summarize the positions of MDNR, NRDC, MIEC and MEG with
respect to DSM cost recovery.

A. These parties have expressed a broad range of positions which 1 have
highlighted in Schedule JAR-1.

Q. What is Staff’s reaction to the broad range of positions taken by the parties in
this case?

A, AmerenUE, Staff, MDNR, NRDC, MIEC and MEG have very diverse
positions at this time. Since these positions were filed by the parties following the settlement
sessions on DSM cost recovery mechanisms, this diversity of positions suggests to Staff that

the Commissioners should not think that a settlement is imminent or even remotely possible
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in the near term. Because the direct testimony of NRDC witness Pamela Lesh is the most
comprehensive with regards to different aspects of DSM cost recovery, and in consideration
of Staff's time and resource limitations, I have chosen to respond to the NRDC direct
testimony.

Q. Please summarize the direct testimony of NRDC.

A. In her direct testimony, NRDC witness Pamela Lesh has five recommendations
that she makes to the Commission. I will discuss each of these recommendations and provide
Staff’s comments relative to each recommendation later in my rebuttal testimony. NRDC’s
recommendations are characterized by Ms. Lesh at page 6, lines 13-15 of her direct testimony,
as “the five policy ‘legs’ that we [NRDC] have found best support a utility in meeting its
stated goal of helping its customers achieve all cost-effective energy efficiency through the
most effective means.” She further states at page 6, lines 19-21, that the context of NRDC’s
recommendations is based on “the advent of a decade — 2010 to 2020 — in which America’s
electric utilities must focus, first and foremost, on helping their customers increase their
energy efficiency.”

Q. Does Staff agree that AmerenUE has a stated goal of helping its customers
achieve all cost-effective energy efficiency through the most effective means?

A No. On its website, AmerenUE states “We may not know what the future
holds, or exactly what the energy business will look like tomorrow. But we’re working to
ensure that secure, reliable, sustainable energy will be its foundation. That is our promise to

,!2

you.”” On that same web page AmerenUE includes promoting energy efficiency programs

that save customers money, conserve generating capacity and lessen the urgency to build new

2 http://www.ameren.com/Features/Pages/FuturePlanning.aspx.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Rebuttal Testimony of
John A. Rogers

plants as one of the ways it is “working hard to provide for our customers today while
propelling them — and our company -- forward.”

Q. Does Staff believe that helping its customers achieve all cost-effective energy
efficiency through the most effective means should be a goal of AmerenUE?

A. The Missouri Energy Efficiency Investiment Act (MEEIA) (Section 393.1075.4
2009 RSMo Cum. Supp.) states that “[t]he commission shall permit electric corporations to
implement commission-approved demand-side programs proposed pursuant to this section
with a goal of achieving all cost-effective demand-side savings.” There are a number of other
subsections to Section 393.1075. Staff has not received any direction that achieving all cost-
effective energy efficiency as defined by NRDC’s reading of MEEIA or any federal
legislation is a mandated goal of AmerenUE.

Q. Then are the five policy “legs™ described by Ms. Lesh irrelevant?

A. No, they are relevant. However, since the context or what is required of
AmerenUE and the Commission is different than what NRDC indicates, the importance of the
five recommendations of NRDC must be re-examined.

Q. What is the first recommendation of Ms. Lesh?

A. AmerenUE should adopt goals for the annual reduction of energy of 1.5% by
around 2012 and 2% by 2015.

Q. Do you agree that goals should be set?

A Goals are important. MEEIA states a goal of achieving all cost-effective
demand-side savings. AmerenUE is just completing its demand-side potential study. One of
the objectives of the study is to assess and understand the demand-side potential for its service

territory. If this study shows that the achievable potential is a 3% annual reduction in energy

i0
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but the Commission has set the goal at 1.5%, Staff is concerned that AmerenUE may just stop
at 1.5%. On the other hand, if the study shows that the achievable potential is a 1% annual
reduction in energy and AmerenUE is required to meet a 1.5% reduction, then AmerenUE
would be required to meet a goal that is not cost-effective. The parties and AmerenUE need
time to evaluate the results of AmerenUE’s demand-side potential study to determine what
“all cost-effective demand-side savings” (i.e., energy efficiency and demand-side programs)
means for AmerenUE.
Q. What is the second recommendation of Ms. Lesh?

A Ms. Lesh supports the DSM cost tracker proposed by AmerenUE witness

Stephen Kidwell.

Q. Does Staff agree with this recommendation?

A. For reasons previously discussed in this rebuttal testimony, Staff cannot agree
with the use of the DSM cost tracker proposed by Mr. Kidwell. Ms. Lesh criticizes the
current regulatory asset account recovery mechanism, because it does not include the return
afforded supply-side resources. Staff agrees that the amortized amount should receive a
return and suggested this correction to the regulatory asset account for DSM costs as
presented by Stephen M. Rackers in the Staff Report.

Q. What is the third recommendation of Ms. Lesh?

A Ms. Lesh proposes a Revenue Decoupling Mechanism (RDM).

Q. What is a RDM?

A On page 2 of her paper “Rate Impacts and Key Design Elements of Gas and
Electric Utility Decoupling” which is Attachment 1 to her direct testimony, Ms. Lesh states

that “[d]ecoupling is a regulatory term indicating that, through any one of several means, a

i1
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given energy utility does not derive the portion of its revenues necessary to provide it an
opportunity to recover its fixed costs of service on the basis of its sales of natural gas or
electricity.” And further states that “[o]ne primary means of decoupling, albeit with many
variations, is through a regulatory adjustment mechanism that adjusts rates periodically to
ensure that a utility records as revenue for fixed cost recovery no more and no less than the
amount of revenue authorized for that cost coverage.” (Lesh, Direct Testimony, Attachment
L, p. 2).
Q. Isn’t that what the straight fixed/variable rate design adopted by this
Commission for natural gas utilities is designed to do?
A. Yes. However, decoupling goes further than the straight fixed/variable rate
design. As Ms. Lesh further explains on page 2 of her Attachment 1:
... On some regular basis, the decoupling mechanism provides a rate
adjustment to ensure that customers, in effect, receive refunds or pay

surcharges based on whether the revenues the utility actually receives

from customers were less or greater than the revenues the regulator
authorized. . ..

So in effect, the Commission sets the amount that the utility will receive from its
customers to cover its fixed costs. If revenues collected from the customers are less than this
amount, then the utility will be permitted to recover the additional amount in rates. If
revenues collected from the customers are more than the fixed costs intended to be recovered,
the utility refunds the excess revenues.

Ms. Lesh states at page 25, lines 1-5 of her direct testimony that parties to proceedings
in which RDM is being considered usually raises three concerns regarding RDM:

. That the RDM will cause the utility to lose focus on the need to control
costs

12
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. That the RDM will eliminate or reduce the benefit of regulatory lag

. That the RDM will shift risk to customers

On pages 25 through 28 of her direct testimony, Ms. Lesh discusses these concerns but
concludes that the risk to customers of not implementing RDM is greater than the risk of
implementing it. However, this is not the risk of safe and reliable service at a reasonable rate.

It is the risk of :

. never experiencing what could happen if Missouri aligned the
mnterests of AmerenUE and its customers toward increasing the
efficiency with which those customers use electricity to do work
outweighs the risk that customers could temporarily experience lower
rates because regulatory policy leaves consumption as the driver of at
least a part of the utility’s recovery of fixed costs and (a) intentionally
refuses to recognize the effect of planned energy efficiency in setting
rates; or (b) assumes that, over time, regulatory lag will “benefit”
customers through temporarily lower rates more often that it harms
them through temporarily higher rates. [Lesh, p. 30, Is. 11-18].

Q. What is Staff’s position regarding RDM?

Staff takes the position that a significant policy change such as RDM should be
very carefully examined in an electric industry-wide setting that is not time constrained.
Also, Section 393.1075.5 of MEEIA includes a requirement that “[p]rior to approving a rate
design modification associated with demand-side cost recovery, the commission shall
conclude a docket studying the effects thereof and promulgate an appropnate rule.” While

Staff expects that different parties have different interpretations of this provision, it is Staff’s

‘position that the Commission should conclude a docket studying the effects of RDM before it

adopts it for any of its Missouri jurisdictional electric utilities.
Staff is very cautious about changing the regulatory structure that has apparently

served Missouri retail ratepayers well, as far as ratemaking is concerned.

13
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Granted, the current regulatory structure hasn’t resulted in Missouri Commission
Jjurisdictional electric utilities implementing large energy efficiency programs. But on advice

of counsel, Staff doesn’t believe that there presently is any federal or state mandate for

Missouri Commission jurisdictional electric utilities to achieve all cost-effective demand-side
savings.

Q. What is the fourth recommendation of Ms. Lesh?

A. Ms. Lesh recommends, beginning at page 31, line 11 of her direct testimony,
that the Commission endorse the concept of a performance-based incentive as a necessary
measure to propel Missouri’s energy efficiency savings to much higher levels and that the
parties to this case participate in a collaborative process to develop such an incentive.

Q. What is the fifth recommendation of Ms. Lesh?

A. Beginning at page 35, line 15 of her direct testimony, Ms. Lesh recommends
that the Commission should require that AmerenUE establish an independently-run evaluation
and verification program.

Q. ‘What is Staff’s position with respect to NRDC’s recommendations concerning
(a) performance based incentives and (b) independently-run evaluation and verification of
DSM program results?

A. Performance based incentives can be an important part of a DSM regulatory
framework, but must be considered in the context of all of the provisions of the framework.
DSM cost recovery, fixed cost recovery and sharcholder incentives should seek and result in
maximum overall benefits. The balance that is sought and achieved is all important. Staff

believes that independently-run evaluation and verification should be a required feature of

14
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DSM cost recovery mechanisms, especially when a shareholder incentive is a part of the
mechanism.
Q. As previously noted, Ms. Lesh attached a paper to her testimony as Attachment
1 that summarizes her research into DSM cost recovery. Are you aware of anything at this
time that should be added?
A. Yes. Ms. Lesh may be including in her rebuttal testimony, but I am attaching
as Schedule JAR-2 The Edison Foundation Institute for Electric Efficiency’s Japuary 2010
report titled State Energy Efficiency Regulatory Frameworks. This document highlights the
approach taken in each state and the District of Columbia with respect to DSM cost recovery,
lost revenue recovery, and shareholder incentives. [ am supplying this document without
providing any support as to its accu:racy.- 1 am merely providing this information to the
Commission. 1 have made no attempt to verify any of the information in the report or
determine whether it reflects important nuances that may exist in the individual states.
Q. What do you observe from your review of Schedule JAR-2?
A I can make several generalizations using information from this report.
1) Direct recovery cost of DSM costs is being addressed in three general ways
(rate case, system benefit charge or tariff rider/surcharge) and that the states
are fairly well divided on the preferred approach;
2) Fixed cost recovery is being addressed in two general ways (decoupling and
lost revenue adjustment mechanism) and that at the moment states seem to be
moving to decoupling with eleven states having approved decoupling, eight

states with pending decoupling cases, seven states having approved lost

15
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3

4)

5)

6)

Q.
cost tracker?

A,

revenue adjustment mechanisms and one state with a pending case concerning
lost revenue adjustment mechanism;

Sharcholder performance incentives are a part of the energy efficiency
regulatory framework in twenty states and are pending in six states;

For those states with shareholder performance incentives, there is a wide range
of approaches;

Only two of the eight states bordering Missouri have a mechanism for recovery
of fixed costs (Oklahoma and Kentucky have lost revenue adjustment
mechanisms) and none have approved or have pending review of decoupling
mechanisms; and

Only two of the eight states bordering Missouri have approved shareholder
performance incentives (Oklahoma and Kentucky) and one has a pending case
for shareholder incentives (Kansas).

What is Staff’s recommendation concerning AmerenUE’s request for a DSM

As stated in the Staff Report, Staff proposes that AmerenUE generally

continue the current regulatory asset treatment of DSM costs until the Commission has

established policies and rules to implement the Missouri Energy Investment Act (MEEIA),

Section 393.1075, 2009 RSMo Cum. Supp. Staff does propose one change to the current

treatment. In the Staff Report in the instant case, Stephen M. Rackers states:

In this case the Staff has included in its development of AmerenUE’s
revenue requirement presented here, one tenth of the actual amount
spent by the Company as the annual amortization expense associated
with DSM programs. In addition, the Staff has included the actual

amount spent by the Company on DSM programs in AmerenUE’s rate
base.

16
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In rate base, the unamortized balance is allowed to eamn a return at AmerenUE’s
authorized overall rate of return. In Case No. ER-2008-0318, one-tenth of the balance in the
regulatory asset account for DSM programs that existed as of the true-up cut-off date in that
case, September 30, 2008, was included in expense. The balance of the account, $876,070
was not included in AmerenUE’s rate base. The Company was allowed to accrue interest at
its AFUDC rate on the unamortized balance of DSM program costs in the regulatory asset
account.

Q. Why is Staff making this specific recommendation?

A. The Commission has directed Staff to initiate a series of workshops to
implement MEEJA and the Energy Independence And Security Act of 2007 (“EISA™),
including new PURPA Section 111(d)X17) Rate Design Modifications to Promote Energy
Efficiency Investments Standard. The workshops are scheduled to begin on February 22,
2010. Commission rules for MEEIA and the resulting Missouri DSM regulatory framework
is very important for Missouri’s customers of electric investor-owned and the shareholders of
Missouri’s investor-owned electric utilities and will require careful consideration by all
stakeholders. Staff believes it would be premature for the Commission to move away from its
current DSM regulatory asset account approach to DSM cost recovery until it has engaged in

the process that it has even set for itself to comply with MEEIA and EISA.

Residential Lighting and Appliance Program
Q. Have there been relevant developments respecting AmerenUE’s Residential

Lighting and Appliance Program (L&A Program) that should be addressed by the

Commission, since the Staff Report was filed on December 18, 2009?
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A. Yes. AmerenUE recently publicly announced that it is donating CFL buibs to
various food bank organizations, AmerenUE advised Staff and others at a recent meeting of
its plans for further CFL bulbs donation, and there has been a very recent article in the St.
Louis Post-Dispatch mentioning one of these AmerenUE CFL bulb donations.

Q. Please describe your knowledge of such donations.

A. On January 26, 2010 AmerenUE announced through a Media Release that it is
partnering with Operation Food Search (OFS) to give away 40,000 CFL bulbs to income-
qualified St, Louis Metro arca families to help them save energy in their homes and money on
their electric bills. Schedule JAR-3 is a copy of the Media Release announcing the
AmerenUE partnership with OFS. Further, on February 4, 2010 AmerenUE informed Staff,
the Office of Public Council (OPC) and other participants in its demand-side management
programs (DSM) stakeholder quarterly update meeting in St. Louis, that AmerenUE is
expanding the L&A program to include “social marketing distribution opportunities”
including food banks and American Recovery and Reinvestment Act of 2009 (ARRA)
programs. At this meeting AmerenUE stated that it planned to donate CFL bulbs to the City
of St. Peters in response to the city’s request to purchase discounted CFL bulbs from
AmerenUE. A St. Louis Post-Dispatch article on February 10, 2010 (see Schedule JAR-4)
states that “AmerenUE gave the city an additional 40,000 bulbs,” as part of the City of St.
Peters’ plan to use a $512,000 stimulus grant from the Department of Energy to pay for light
bulbs, a station that will allow residents to switch the air in their tires for hydrogen, energy
efficiency improvements in city buildings and free thermostats for some residents.

Q. How does AmerenUE plan to account for the costs related to the donation of

CFL bulbs to OFS and to the City of St. Peters?
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A, At the February 4, 2010 AmerenUE DSM stakeholder quarterly update
meeting, AmerenUE stated and presented in a PowerPoint presentation that costs related to
the donation of CFL bulbs to OFS and to the City of St. Peters would be included as costs of
the L&A program.

Q. Do you agree that donation of CFL bulbs to charitable organization or to city
governments should be a part of the L&A program?

A, No.

Q Why not?

A. AmerenUE tariff Sheet No. 239 states the purpose of the L&A program as:

The Lighting and Appliance Program is intended to reduce energy use
in residential lighting and appliance products by encouraging selection
of ENERGY STAR qualified products through Market Transformation
efforts.

AmerenUE tariff Sheet No. 237 defines market transformation as:

A strategy that promotes the manufacture and purchase of energy-.
efficient products and services. The goal of this strategy is to induce
lasting structural and behavioral changes in the marketplace, resulting
in increased adoption of energy-efficient technologies.

AmerenUE tariff Sheet Nos. 239 — 241 define ten Program Provisions for the L&A
program including: special promotions, market share incentives, buy-down/mark-down, point
of purchase display materials, ENERGY STAR qualified products labeling, product lists,
sales tools for program partners, listings on the UEfficiency.com website, retailer training and
refresher training, and direct/indirect customer incentives.

Staff notes that donation of CFL bulbs (or ENERGY STAR appliances) is not
included in the Program Provisions of the L&A program. Further, Staff does not believe that

the donation of CFL bulbs should be made a part of the L&A program. The donation of CFL

19



10

11

12

Rebuttal Testimony of
John A. Rogers

bulbs is inconsistent with the concept of partnering with manufactures and retailers in an

effort to transform the market for ENERGY STAR products. The donation of CFL bulbs will

reduce the opportunity program partners will have to sell CFL bulbs through participation in
the L&A Program.

Q. Does Staff believe the L&A Program costs should be included in this case?

A.  No. In its Staff Report, Staff expressed its concern for the prudence and
performance of the L&A program and recommended that the L&A program expenses remain
in the regulatory asset account. AmerenUE’s intention to expand the L&A Program
Provisions to include donations of CFL bulbs further increases the level of concern that Staff

has for the L&A program.

Q. Does that conclude your rebuttal testimony?

A. Yes.
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AmerenUE

Currently, costs for administration, research, design, development, implementation
and evaluation are booked to a regulatory asset and amortized over 10 years,
including interest at the Company’s AFUDC rate (p. 12, lines 16-18).

The current method for AmerenUE to recover its demand side program costs does
not create a level playing field between supply-side and demand-side investments, as
required by SB 376 (2009). The current regulatory asset established in Case No.
ER-2007-0002 is not sufficient to provide timely recovery of expenditures (p. 2,
lines 15-21). In addition, Ameren believes there is no basis for the 10-year
amortization peried (p. 14, lines 27).

After considering the needs for more timely cost recovery and the policy
implications of SB 376 (2009), AmerenUE’s preference is to not continue the
current capitalization and amortization framework (p. 16, lines 16-18).

There may be options to make the capitalization/amortization accounting approach
more viable such as an approach similar to Nevada. Nevada uses the
capitalization/amortization accounting approach, but is vastly different than the
existing Missouri approach as it has cost recovery and incentive components (p. 18,
line 20- p. 19, line 21).

AmerenUE proposes a potential solution for improving the current cost recovery
mechanism, but hopes to discuss many potential mechanisms with other interested
patties (p.3, lines 16-18).

AmerenUE proposes a DSM tracker for DSM cost recovery. Under this tracker, the
full amount of the regulatory asset as of February 28, 2010 would be included in
base rates, plus the average of incremental budgeted amounts for 2010 and 2011,
The tracker would accumulate the difference between the amount in rates and the
actual amount spent on DSM programs. At the Company’s next rate case,
AmerenUE would recover (or refund) any amounts in the tracker through a three
year amortization of the balance, with interest (p. 17, lines 5-12).

AmerenUE needs additional dialogue with stakeholders before they can adopt a
definitive position on how incentive and [ost revenue mechanisms would be
addressed in the proposed tracker (p. 17, lines 15-18).

There are several other tools the Commission might use to level the playing field
between demand-side and supply-side investments, including the capitalization of
investments in demand-side programs, rate design modifications, sharing of the
savings to allow the utility to retain a portion of the net benefits of a program,
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increasing the utility’s ROE on its energy efficiency investments, revenue
decoupling, shortening the amortization period over which demand-side costs are
recovered and adoption of a lost revenue recovery mechanism. These all are worth
further discussion with parties in the case (p. 18, lines 12-19).

221

Direct Testimony of
Pamela Lesh

Natural Resources
Defense Council

The Comrmnission should require that AmerenUE increase its 2009-2011 energy
efficiency goals. AmerenUE plans to help its customers save about 800,000 MWh
over the three years ending in 2011. AmerenUE’s goals are significantly lower
than even the lowest end of the spectrum in the Midwest. AmerenUE should adopt
goals that reach 1.5% by around 2012 and 2% by 2015, which are in line with the
other Midwest states (p. 9, line 7- p. 11, line 14).

The Commission should approve a cost tracker mechanism for AmerenUE to
recover its energy efficiency expenditures. Agrees with AmerenUE that its current
method of recovering energy efficiency costs is inadequate and compares
unfavorably to best practices across the country (p. 11, line 15-p.14, line 13).

The Commission should approve a revenue decoupling mechanism (RDM) for
AmerenUE. A RDM is the only regulatory policy that eliminates a utility’s incentive
to increase sales of electricity, as well as ensure that the savings it helps its
customers achieve do not come at the cost of its bottom line. As of November 2009,
ten states have adopted electric decoupling, with nine more considering the matter.

o A performance-based incentive for energy efficiency savings does not
substitute for decoupling. A performance-based incentive helps align the
utility’s interests with customers by providing the utility an income
opportunity that grows as the customer value produced by the energy
efficiency savings grows. But a performance-based incentive does not
eliminate the utility’s incentive to keep finding other places and ways in
which to increase sales of electricity.

o There are several reasons that *“lost revenue recovery” is not desirable,
such as that the revenue may not actually have been lost and the potential
for contentiousness over the level of savings.

© A rate case approach will not address the effect of energy efficiency on
utility revenues as it is extremely burdensome and likely counter-
productive (p. 14, line 14- p, 31, line 10),

The Commission should approve a performance based incentive for AmerenUE’s
achievements under its energy efficiency programs. AmerenUE states that an
incentive is important, but is not proposing one at this time in preference to further
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dialogue with parties to this case. NRDC supports a performance-based incentive
for AmerenUE as it is one of the key policy supports for strong utility energy
efficiency performance (p. 31, line 11-p. 35, line 14).

¢ The Commission should require that AmerenUE establish an independently-run
evaluation and verification program, The Commission should include the costs of
evaluation and verification in whatever mechanism it adopts to allow AmerenUE to
recover energy efficiency costs going forward (p. 35, line 15-p.37, line 10).

223 Direct Testimony of Missouri Department of ¢  DNR supports removing disincentives for electric utilities to invest in DSM

Adam Bickford Natural Resources programs so that these programs are, at least, revenue neutral (p. 4, lines 5-12),

* DNR encourages the Commission to allow expensing of DSM program costs and
shareholder incentives to utilities for exemplary performance of DSM programs,
which they believe is consistent with SB 376 (2009) (p. 4, line 12- p. 5, line 2).

* DNR wants to see more details regarding the DSM tracker proposed by Ameren and
how it relates to program costs, energy savings and rate impacts (p. 5, line 4-8).

» The following recommendations would be applicable only if a substantial energy
savings goal is adopted. (See Laura Wolfe’s direct testimony for DNR
recommendations on establishing an energy savings goal.) (1) DNR recommends
considerations of a performance incentive system that would award a utility 5
percent of net benefits when it realizes 75 percent of its proposed savings goal. 2)
DNR also recommends consideration of a maximum performance levet of 150
percent or more of a DSM savings goal. Using these two points as goals, DNR
proposes a continucus award structure that provides a 1 percent incentive for each 5
percent of performance towards a utility’s DSM savings goal. Under this structure,
utilities achieving the maximum performance level (i.e. at 150 percent or more of
the savings goal), performance awards up to 20 percent should be considered.
Performance levels of 100 to 125 percent should have awards in the range of 10 to
15 percent of savings (p. 9, lines 1-20).

224 Direct Testimony of Missouri Department of *  Encourages AmerenUE to increase the levels of savings consistent with other states

Laura Wolfe Natural Resources and consistent with what is learned from their own DSM potential study to be
completed by AmerenUE by the end of the year 2009 (p. 3, line 18-p.4., line 2 and p.
9, line 9-p. 11, line 18).

*  Advises AmerenUE to set an aggressive, achievable goal of energy savings, This
cen then be used to measure the success of the portfolio of energy efficiency
programs that AmerenUE has implemented and will implement (p.7, lines 8-1 1)

» _ The energy savings goal detailed in Steve Kidwell’s testimony for the first three
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program years of its DSM portfolio is 800,000 MWh cumulatively. DNR believes
the goal is achievable, but may not be a reasonable long range energy savings goal.
DNR believes that electric utilities with established DSM programs in Missouri
should set much higher targets for energy savings than this and DNR believes that
SB 376 (3009) supports a more aggressive approach to energy efficiency for electric
utitities (p. 7, line 8- p. 9, line 8).

» DNR recommends that in addition to being informed by its potential study,
AmerenUE should model DSM measures that can achieve 1% and 2% of annual
energy savings in its next IRP (p. 11, line 18-p.12, line 2),

225 Direct Testimony of Missouri Industrial e  As a general proposition, believes it is reasonable for AmerenUE to have an

Maurice Brubaker Energy Consumers opportunity to eam the same rate of return on both supply-side and demand-side
resources. Demand-side resources should be required to meet the same kinds of
tests that supply-side resources have to meet to be included in rate base. Among
other things, this would mean that the costs were determined to have been prudently
incurred and the assets are used and useful (p. 9, line 4-12).

Ten years is an appropriate amortization period (p.9, line 13-p. 13, line 15).

s  The idea of treating demand-side and supply-side resources comparable extends not
only to allowing the utility to eam the same rate of return on the asset, but also
extends to the recovery period. The costs of supply-side resources are recovered
over their estimated useful life through a provision for depreciation. In the case of
demand-side resources, the equivalent asset is a “regulatory asset,” and the recovery
is by means of an amortization, Thus, depreciation of supply-side resources and
amortization of demand-side resources are equivalent concepts that accomplish the
same purpose (p. 9, line 17-p. 10, line 14).

¢ Does not support the DSM tracker as proposed by AmerenUE. Reaching forward to
inchide in rate base budgeted amounts for expenditures in 2010 and 2011 that have
not been made and which have not created a useful asset, may not be legally
permissible. In addition, given the lack of clarity of the explanation of the proposal,
the Commission should not give any consideration to this proposal (p. 14, line 1-16).

« SB 376 (2009) also includes an “opt-out™ provision which allows certain customers
not to participate in utility-offered demand-side measures (Section 393.1124.7-10,
RSMo). As part of this proceeding, it would be necessary to identify the doilar
amounts associated with these programs and determine a credit (for each rate
schedule under which eligible customers could be served) that would apply to
customers who have elected to opt-out of utility offered programs (p. 15, line 11-p.
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16, line 22).
228 Direct Testimony of Missouri Energy Group AmerenUE’s allowed energy efficiency costs should be collected from customers
Billie Sue Laconte via a surcharge that is based on the amount of energy efficiency costs spent on each
rate class and recognizes that certain customers are exempt (p. 2, lines 2-4),
233 Staff Report Revenue MG PSC Staff Staff has concems about the prudence and performance of the Residential Lighting
Requirement Cost of and Appliance Program (L&A) and recommends that the cost of the L&A be left in
Service the regulatory asset and not included in AmerenUE’s cost of service for setting rates

in this case (p, 43, lines 10-19).

Staff has begun discussions with stakeholders regarding the intent of SB 376 (2009)
and plans to develop policies and rules. The Staff recommends that AmerenUE
continue the current regulatory asset treatment of demand-side costs until the
Commission has established policies and rules to implement SB 376 (2009) (p. 45,
lings 27-33).

Many details of the DSM tracker proposed by AmerenUE need to be clarified or
determined. Determination of whether a program is cost-effective and efficiency
savings have been achieved cannot be made until after the program has both been
implemented and evaluated post implementation (p. 46, line 34-p.47, line 19).
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pending and budgets for utility-

administered electric efficiency

programs continue to grow, due
in part to the evolution of state policies
that atlow utilities to pursue efficiency
as a sustainable business. This latest
review by IEE staff summarizes
ongoing and the most recent
policies that promote program cost
recovery, lost revenue recovery, and

Contenis performance incentive mechanisms
for electric utilities on a state-by-
state basis.

Framework
mma; 2 * The District of Columbia is the

latest addition to a growing list
of lurisdictions that have adopted
revenue decoupling for the electric
sector (state summary & map, p.5).
ldaho, Massachusetts, Minnesota,
Oregon, Wisconsin and Vermont
have aiso approved decoupling
measures in the past two years.
Delaware, Hawaii, Michigan, New
Hampshire, New |ersey and New
Mexico are considering some
form of decoupling. Lost revenue
adjustment mechanisms were
recently approved in  Ohio,
Oklahoma, North Carolina, and
South Carolina as part of larger
cost  recovery  mechanisms.
Utah also recently entered the

Lost Revenue Recovery
Mechanisms/Revenuye
Decoupling 5

Performance Incentives 1

G

Flecrre Pihaeney

@ ~ State Energy Efficiency
Reqgulatory Frameworks

discussion by passing a law
that encourages utilities and
the Commission to investigate
decoupling mechanisms.

Twenty one states currently
have incentives in place, with
another seven states pending (p.
11Y. Colorado, Hawaii, Kentucky,
Michigan, Chic, Oklahoma,
North Carolina, Texas, South
Carclina, Washington, and
Wisconsin have approved new
incentive mechanisms in the
last two years; ldaho, indiana,
Kansas, Montana, New Mexico,
North Carolina, New York, and
Utah are each considering some
form of performance incentive
for efficiency.

Duke Energy's "virtual power
ptant” maodel, which combines
cost  recovery, lost revenue
recovery and incentives into an
avoided cost charge. has recently
been approved in North Carolina
and adecision hasbeen promised
soan in South Carolina. The Ghio
Commission approved the VPP
program in 2008, Duke bhas
praposed similar mechanisms in
Indiana and Kentucky.
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ol o
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of
Columbia
Fiorida
Georgia

Hawaii

idaho

iHinois

indiana
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Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire

Yes
Yes

Yes

Yes

Yes

Yes

Yes
Yes

Yes

Yes
Yes
Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes
Yes

Yes

Yey

Yes
Yes
Yes
Yes

Yes

Yas

Yes
Yes

State Regulatory Framework Summary Tabie

Yes

Yes
Pending

Yes

Pending
Yes

Pending

Yes
Yes
Pending
Yes

Pending

Yes

Yes

Yes

Yes
Yes
Yes

Yes {one
program)
Yes
Pending

Pending

Pending
Yes Pending

Yes
Yes
Yes

Pending

Yes
Yes
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New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Cregon
Pennsylvania
Rhode island
South Carolina
South Dakota
Tennessee
Texas

Litah
Vermaont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

Yes

Yes
Yes

Yes

Yes

Yes
Yes

Yes

Yes

Yes

Yes
Yes

Yes

Yes

Yes

Yes

Yes

Yes
Yas

i;endit:g
Pending
Yes

Yes

Pending
Yes

Yes

Yes

Yes
Yes

Yes

Pending

Yes (MDL)}

Pending
Pending
Yes Yes

Yes

Yes

Yes
Yes Pending

Yes
Pending
Yes

Yes

Yes

Piease note that aithough information in this document was compited from primary sources, readers are encouraged to
verify the most recent developments by contacting the appropriate commission or reguiatory agency.

for inguiries, please contact Matthew McCaffree, Manager of Electric Efficiency, at mmiccaffree@edisonfoundation net.

For further information, please visit hitp//wwwedisonfoundation.net/IEE/.
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Lost Revenue Adjustment & Revenue Decoupling Mechanisms
for Electric Utilities by State

. Decougling
Approved or Pilot
=+ Decoupling
sl Panding
il Lost Revenue
* Adjustmest Mechanism

‘vi»«—sal’i"‘f?ﬁf =y

California

Appmved Code Sec.® Secﬁon 739{3)
current “dezoupling plus® program is a revenue decauphng {Decoupling and Sec. 10 Section 739.10
program combined with performance incentives for meeting  *Plus”approved a3 amended by AB. X129:
ot exceeding energy efficiency targets (performante-based  1n 2007) Decisions 98-03-063 & 07-
rates). Revenue requirements are adjusted for customes 09-643
growth, productivity, weather, and inflation on an annual
basis with rate cases every three or four years {varies by
utitsty). The incertive structure caps penalties/earnings for
enrergy efficiency programs at 5450M.

Coloado (LR} A conditional portion of the performance incentive Approved HB-D7-1037; Decision {08-
mechanism in Calorado (see p. 12) allows for Xcel to recover  {2007) 560, Docket G7A-420E
a $2M after-tax, “disincentive offset” payment for achieving
greater than 809 of the annual energy savings goal.

Connecticut As of 2007, all electric and gas utilities must include a Approved Public Act No.07-242
decoupling proposal as a part of their individual rate cases. (2007}
The type of decoupling is assigned on a utility-by-utilay
basis. United lluminating uses a full decoupling mechantsm,
adjusted annually. Connecticut Light & Power will submit 2
proposal tor a decoupling mechanism in their next rate case,
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2 possible spiution for promoting energy efficiency, but
no ptans have yet been approved for Delaware utilities.
Delmarva Power will submit their decoupling plan in the
next rate case in 2000,

Bistrict of The O Public Service Commission apptoved PEPCO's Bill Approved PSL Order 1053-E-549
Columbia stabilization Adjustmem {BSA) in October 2008, Like the (2009}

854 approved for Maryland, an RPC mechanism is employed

which adjusts guarterly,
Hawati An order was 1ssued in October 2008 to investigate Pending Docket 2008-0274

implementing a decoupling mechanism that coukd be
structured much like that in Caifornia. Utilities are required
ta submit a 2009 test year _Ate case.

Idaho & three year pilot for a fived-cost adjustment fan RPC Approved - PUC IPCE-02-07, Order No.
decoupling progiam) has been instrtuted and is currently Pilot (2007} 30829
employed by idsho Power Company. Sales are adjusted
for weather and rate increases ate capped at 3% over the
previous year, The mechanism Is only applied to residential
and small general service customers,

Indiana The Uility Regulatory Commission recently approved Pending Cause No. 43427
Vectron's altemative regulatory pilan, which included
requests for petformance incentives ard lost revenue
recovery, Vectrens decoupling proposal was rejected, but
the commission did request that an alternative lost revenue
proposal be submitted.

Northemn indianas Power & Light and indianapolis Power &
Light have both proposed lost margin recovery mechanisms
and both are pending before Commission.

Kentucky (LR} Lost revenue recovery mmechanisms are detetmined ona Approved Statute Ch. 278, Title 28%:
case-by-case basis, but all electsic utilities in Kentucky have {2006} Docket 2007-00477, 2008B-
DSM proposals in place that include similar lost revenue 00473

{LR} recovery due 1o DSM programs. For these utilfties. LR
is calculated using the marginal rate, net of varable costs,
times the estimated kWh savings from a DSM measure over

a three-year peniod.
Maryland A plan to employ revenue decoupling for Maryland utiiities  Approved PSC Case No. 9083 Order
under an RPL mechanism was approved in 2007, which {2007} Bi518

adjusts guarterly. The mechanism is similar to the B5A
approved for Washington, DC.

Massachusetts Gas and slectric utilities in Massachusetts must include 2 Approved Docket 67-50: Dockel 05-32
decoupling proposal in thel next rate case. Targe! revenues (2008} full
are determined on a utiity-wide basis (full decoupling) implementa-
and can be adjusted for inflation or caphal spending tion by 2012

requirements if necessary. The Massachusetts DPLU expects
that all utilities will have fully operational decoupling plans
by 201 In May 2009, National Grid was the fist utility to
submit a revenue decoupling ratemaking plan {RDR). which
proposes an RPC mechanism that adjusts annually.
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vy,

Minnesota

Hampshire

New jersey

New Mexico

New York

& S xwﬁmﬁ&:&- “'z_.m. R,

Act 295 mandates that the Commission umsuﬁfdemupung Pendmg

mechanisms propased by the state’s electrit utilities,
Consumers Energy and Detroit Edison have included
decoupling proposals in the rate cases cumrently before the
Commission, A decision in each case Is expected in late 2009
or eariy 2010,

Detroft Edison has proposed a revenue decoupling
mechanism before the Cornmission. if approved, the
proposad mechanism would normalize jost revenues for
weather and have separate adjustments for each customer
class.

A decoupling statute was passed in 2008 that alfows for Appioved -
electric and gas utilities to implement decoupling pilot Piot (2008}
programs of no more than three years. Utilities are required

to submit proposals to the state PUC for the stiucture of

recovery rhecharisms and frequency of true-ups {none

submitted to date). Annual status reports are to be given to

the state legisiature once the programs ase in place,

The New Hampshire PUC concluded in a January 2009 Pending
order that existing rate mechanisms are a barrier to energy

efficiency. it has ordered that future rate mechsnisms be

talfored to individual utilities and be normalized for changes

in weather, while not specifving the parameters of thase

mechanisms.

Atlartic City Electrit has proposed a RPC mechanism, or Bil  Pervding
Stabilization Agreement (BSA) as proposed, for their service

territory. it is an RPC mechanism that calls for monthly true-

ups with changes capped at 109 of previous fixed tevenue

amounts.

HE 305 was signed into law in 2008, requiring that all Pending
utilnies "include all cost-effective enargy efficiency and load
management programs in thell energy resource portfolios,

that regulatory disincentives o public utility development

of cost-eftactive energy efficiancy and load management be

removed L..}°

As a result, the NM Public Regulation Commitsion is

considering proposals for 2 lost revenue adjustrmem

mechanism that would compensate the utilities based

on lost margins through 2010, at which time the PRC may

act to remove disincentives to EE through decoupling or

other mechanisms {seethe incentives summary for more
information on the proposed incentive mechanisml A

decision is pending.

Foliowing an April 2007 order, electric and gas utilities must  Approved
file proposals for true-up based decoupling mechanismsin - {200%)
ongoing and new rate cases. Froposals have been approved

for Consolidated Edison and Orange & Rockland utilities,

both for revenue-per-class mechanisms. True-ups occur

annuaily.

xS Res._ ICes

At 295 Case U-15768 and
U-15751

Statute 2168.2412

Order DE 07-064

Docket Eo09010058

HEB305, Docket 08-00024-
ur

Cases 03-E-0640, 07-£-
0949, & 07-E-0523
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Nonh Camhne The Commission app«roved a praposed lost revenue Appmved Pocket E-2, Sub 93 i
(LR} adjustment mechanism for Frogress Energy Carolinas as pant  {2009) Docket E-7, Sub 831

of their cost recovery mechanism. Net jost revenues for each
annua! period are recoverad over 3 years and determined
by rmultiplying 105t sales by a net iost revenue rate, which

15 the difference between the average retall tate applicable.
1o the customer class impacted by the measure and {1 the
eiated customer charge component of thas rate, {2) the fust
compaonent of the rate. and (3] the incremental

variabie Q&M rate. True-ups occur annually,

The Commission also approved a similar mechanism

for Duke Energy Carolinas in December 2009 for energy
efficiency measures only, coinciding with the approval of the
utilny's virtual power plam mechanism.

Ohio {LR) As with Kentucky, lost revenue recovery mechanisms are Approved ORC 64928.143(BX2)1hk
determined on a case-by-case basis, Duke Energy Chia {2007) 05-0091-EL-UNC
recovers lost revenues resulting fram thelr portfolio of EE
programs through the DSM rider. LR is calculated asthe
amoun of kWh sales lost due to the DEM programs times
the energy charge for the applicable rate schedule, less
variable costs, divided by the expected kilowatt-hour sales
tor the upcoming 12 month period, They are collected over
a 36 momth period. DP&L currently has a case pending. AEP
Ohio chose not to seek LR in their prior rate case.

Oidahoma (LR} OGAE has direct lost revenue adjustment {*Class Lost Approved Cause No. PUD 200800055,
Revenue Factor”} buiit in to the approved demand program  (2005) Order 556179
nider (DPR) structute, which includes a shared savings
mechanism (see p, 15). As the name impiies, LR amounts are

examined by customer class.
Oregon Portland General Electric was approved for atwo yearpiict  Approved - Qrder 09-020
employing an RPC decoupling mechanism. True-ups will Pilot (200%)
otcur annually,
South Caroling The Commission approved 2 proposed lost revenue Approved Docket 200-251-F
{LR) adjustment mechanism for Progress Energy Carohnas as pant  {2003)

of their cost recovery mechanism, Net lost revenues for each
annuai pericd are recovered over 3 years and determined
twy multiplying lost sales by a net lost revenue rate, which

is the difference between the average retail ate applicable
1o the customer class impacted by the measure and (1} the
related customer charge component of that rete, (2) the fuel
compoenent of the rate, and {3] the incremental

variable O&M rate. True-ups occur annuatly,

ttah HJR 9 was passed into iaw (March 2009), which inCludes fending - Law  HIR0DS
language supporting decoupling: ‘[Tihe legisiature passed, mecha-
expresses support for regulator mechanisms, whichmight  nismsyettobe
include performance-based incentives, decoupling foced proposed
cost recovery from sales volume, and other rate designs
interuded to help remove utliity disincentives and create
incentives to increase efficiency and conservation., ”
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vermont
Mountamn Power under the Alternanve Regulation Plan.
Rates can be adjusted up to four times per year withan
annuaf reconciliation on allowed earnings. Changes in base
rates Cannot exceed ~29% per year, CVPS was also approved
for decoupling in 2008,

Wisconsin Drecoupling was approved for WPSC in December 2008 Approved - Dackets 6880-UR-116
{specified a5 a "Revenue Stabilization Mechanism®), allowing  Pilot (2008} {WPL} & 6690-UR-119
the utiiity to pursue 2 four-year pilot program. WPSC is (WPSC)
requued to pursue three community-based pitots, which will
be regularly reviewed (a1 2, 12, 24, and 30 months). True-
ups occur snnually and over- or under-collection 1s capped
at approximately $14 milhon, WPL will submit a similar
proposal for implementation in 2010,

Wyoming ILR) A tracking adjustment mechanism that includes drectiost Approved Docket No. 20004-65-E1-06
revenue recovery was appioved for a small service territory (2007}
covered by Montans Dakota Utilities. The adjustment
applies to all MDU customers to recover costs and lost
revenues for ioad management programs only.

The table of lost revenue recovery mechanims for electric utilities was prepared by the Institute for Electric Efficlency
using the latest public data available as of January 11th, 2010. Readers are encouraged to verify the most recent de-
velopments in decoupling by contacting the appropriate state regulator or commissioner’s office.

For inquiries, please contact Matthew McCaffree, Manager of Electric Efficiency, at mmccaf{ree@edisonfoundation.
net. For further information, please visit htp:/fwww.edisonfoundation.ne/IEEs.

An RPC decouphing program was approved for Green Dockets 7175, 7176 £ 7336
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Performance Incentives for Electric Efficiency by State
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Arizona Arizona Publit Service (APS} has perfonnan:e incemwes In Appmved (2005} Declsion 67744, Docket
place under a shared savings mechanism, a1 at 10% of DSM E-013454-05-0B16, et al
program net economic benefits and capped at 16% of total
DSM expenditures. An APS proposal to modify the incentive
mechanism in 2008 requesting recovery of net lost revenues as
well as removal of the cap on the incentive was denied,

Cakfornia California utiities earn an incentive on energy efficiency Approved {2007} RO6-04-010; 65-01.015
programs under a shared savings mechanism called an energy
efficiency risk-reward incentive mechanism. Revenue from
eligible energy efficiency programs is the product of the
Eamings Rate (ER) and net benefits. The ER is 129% if the utility
achievernent towards CPUC goals is greater than 100%, 9% if
the goal achievement is between 85 and 160% and 0% f the
guoal achievement is between 85 and 859%; if the achievermnent
of aoals 15 less than 65%, the utility pays a penalty. Net benefits
are cakulated as two-thirds of the TRC Net Bensfit and one-
third of the PAC Net Bengfit

in January 2009, the CPUC instituted a rule malking (09-01-078}
1o examine and reform the EE incentive mechanism,
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Hawaii
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HBE G7-1037 [CR.5, §40-3,2.104) requires investor-owned - Approved (20077 HB-07-1037; Detsion
electric utilties to achieve at least 5% percent reduction of COB-568, Docket 674
retail enargy saies and capacity savings by 2018, based on 2004 420F

sales, The law further states that 1he Commission shall aliow
alectri: DAM INnvestments an opportunity 1o be more profitable
to the utility than any orher utllity investraent that i5 not
alrgady subject 1o an Incentive.

Thé Commssion approved tha follpwing incentive package 1o
Fublic Senvice Colorado:

- A~disincentive offset” of §2m/year (afteriax] for each yeu
approved DSM plan implemented to offset lost marging; if <
8O%: of yearly energy goal achieved. the offset may be reduced.

- Federmance incentives for surpassing "modest” goals: for
each 1% of goal reached beyond BD%. company to eamn
additional §.2% of net economic benefits, up to 0% at 130%:
of goal attainment, up 1o 12% at 150% of goal attainment.
incentives adjusted for 2009 to reflect least-tost planning
commitments.

- Incerntives are allowed via annually trued up DSM Cost
Adjustment and are capped at 20% of total annual DSM
expenditures,

The CY PUC requires annual hearings for utiinies, whaere the Approved {irstin  Docket 07-10-03
past year's resuits for energy savings are reviewed and a 1988, mechanism

performance incentive is determined, which ranges from 1%t changes over time)

8% ot program costs. The minimum threshold of 70% of goals

earns the minimum {1%) incentive. Reaching 100% of goals

earns 5%, and for reaching 130% of goals earns 8%.

Afthough utilities in Georgia may recover cosis and an Approved - Case 24505-U
additional sum for Commission-approved DSM. programs, only  Single program
the Powet Credit Singte Family Program (Georgia Powet) is only (2007}

currently active. The utility may eam an additional sum of 15%
of the NPV of the net benefits of the program. comtinge on
the program achieving at least 50% of projected participation
levels,

As patt of the state’s transition plan to establish a thid-party Approved {2008} Dotket & Order 22258,
administiator for efficiency programs, the HECO companies ars Docket 2007-0323
responsible for administering their cown DSM programs umtil

the transition date. HECD may eam a shared percentage of

savings of 19-5% with an inzentive cap of S2M.
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daho Power (PC) was approved for a three-year pdux Approved - PCE-06-32, Ordef

beginning in January 2007 and ending in December 2009. Pilo {2007); 3D268; IPC-£-00-04
Under the pilat, the Campany receives an incentive payment Discontinued tlan.
if the markst share of homes constructed under the ENERGY 1, 2009}

STAR Homes Northwest program exceeds & target percentage
of new homes constructed, IPC earns an Incentive if the
program exceeds the market share goal {796 In 2007, 9.8% In
2008, 11.7% in 2009), Incentives are capped at 104 of program
net banefits. Penalties are levied if PC does not miest a
minirmum market shame percentage.

On May 14, 2009, it was ordered that idaho Power neither

ean an incentive nor incur a penalty for the ENERGY STAR
related program and that the pilot program be discontinued
retroactively as of January 1, 2009,

The state statute aliows for elther shared savings or adjusted/  Pending Admunistrative Cods,
bonus ROE mechanisms as DSM incentives. Duke Energy has Title 170, Art. &; Cause
submitted a proposal fot an avoided cost recovery charge for No. 43374; Catse No.
EE programs. Vectren Energy Indiana, Northern Indiana Public 43427; Causse No.
Service Company [NIPSCO], and Indianapolic Power and Light 43618; Cause 43623

have also fled DSM plans requesting performance incentives.
All cases are currently pending.

The State Corporation Commission found that it has *broad Pending; law in Docket 08-GIMX-441 -
authority to provide incentives forenergy efficiency"in 2007, place, no programs  GIV; Statute 66-117
but did not specify a mechanism in that order, Kansas Statute  approved

&o-117 allows a retum of 0.5% to 29 on energy efficiency

investments above the allowed rate of retumn, No plans have

yet beer: approved for any utiifties.

State jaw atlows for shareholder incentives through the DSM Approwved (2007} Rew, Stat. 278.285(1)
statute, specifically “incentives designed te provide posttive {c); Docket 2008-00473;
financial rewards to a utilty to encourage trmplementatiop of 2007-00477

cost-effective demand-side management programs.” Incentive
mechanisms are approved on a case-by-case basis and both
Duke Energy and Kentucky Power (AEP) have a shared savings
mechanisen in place where they receive an incentive of upto
10% of program costs for exceeding goals.

The incentive aliows utilities to earn about 5% of program Approved {2000)  Docket 04-11: Drder
costs tor energy etficiency programs that meet establishad 95-100
program goals. The incentive structure is determined on a

program-by-program basis but generally utilizes a three-tiered

structure. The first *dasign performance” level is defined as

performance that a Program Administrator expects (o achieve

in implementing its enesrgy eficiency programs. The second

"threshoid performance” level 15 75% of the design level The

third "exemplary performance” level is 125% of the design

fevel. Incentives are awarded only if a program achieves the

threshold level or above,
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gtk ‘Rglaviani Statute, ©
e _ S N R T IR COA Y A Cvdenr@rderw :
The Comm%sﬁmn approved DTEs enargy optimizatieh plan Anproved {2005 PA 295 (2008} U-15806
in 2008, which mcludes an incentive mechanism that ailows

the utliity to earn up to 15% of program spending (a cap

mandated by PA 2951 if they reach 125% of their savings goals.

An incentive payment is applied only If DTE exceeds its savings

aoal,

P 295 containg two provisiens awthonzing utilnies 1o receive
an pconomic incentive for energy efficiency programe. To

be eligible, utilities must raquest that appropriate energy
efficiency program costs be capitalizad and earn a nomal
rate of ieturn. Utiliues can request a performance incentive
mechanism to provide additional earnings to shareholders if
they exceed the annual energy savings target. incentives are
cappec at 15% of the total program cost.

The PUC revised the performance incentive originally approved  Approved Docket TH-DB-133, Stat-
in 1999 Under the new agreement, utitilies tetain a portion of  {199%); Reviseq ute 7168 241

net benefits based on the level of achievemnent, measured asa  mechanism {2009)

percent of retall sales. The award scale for this modified shared

savings mechanism s calibrated to award $0.09/kWh a1 1,5%: of

sales {e.q. f 3 utility achieves savings equal 10 1.3% of sales, nt

will receive 50.08 tor every kWh saved, A final order 1s pending.

MT statute aliows for the Public Service Commission to add 29%  Passed into Code 68-3.712
to the authorized rate of retum for DSM investments, It has not faw, but not
yei been approved for a specific uttlity, implemented by

ity

Nevada revised #s 1egulations for IRP and D5M in 2004 1o allow  Approved (2004  Docket No, 02-5030
utilities 1o earn as much as 500 basis points above allowed

retutn-on-equity (ROE) fur applicable. approved DSM costs

{+5%). Utiities must foliow approved plans and budgers to

earn the incentive amount. The order calls for applying the

utility's deba-to-equity ratio to the fraction of capitaiized DSM

costs, and then applying the extra 5% ROE to that amount.

There aie Lwo sepatate ncentives in NH. The cost-effectiveniess  Approved (2000} Order 23574
incentive Is awarded for prograrns that achieve a cost

effertiveness ratio of 1.0 or higher. The incentive is calculated

a5 4% of the planned EE budget times the ratio of actual to

planned cost eflectiveness.

The energy savings incentive is awarded when actual lifetime
kW savings are greater than or equal to 65% of projected
savings, The ingentive is 4% of the planned EE budger

times the ratio of actual ta planned energy savings. Target
incentive amounts are calculated separately foi residential and
commercial/intustrial sectors anyd are capped at 12% of the
planned sector budgets,
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New Mexaco

New York

Norih Carobna

Ohio

Oklzhoma

T TR T e

pmposed rule making Is currently before the PSC tha: H
approved, woulkd allow utilities 10 receive an incentive for EE
based on energy saved and to receive compensationfor revenue
lost due to efficiency programs.

Additionally, HB 305 was passed in 2008 which requires all

utilities to “include all cost-effective energy efficiency and load
managemen: programs in the energy resource portfolios”

ENC S

New York has recently allowed for performance incentives to
be included in utibity rate cases and the Commission is in the
process of reviewing enemy efficienty plans of several NY
utilities. The order caps the aggregate incentives at $40M pet
yeas statewide and targget megawatt-hours will be set for each
year 3t the time of review for the EE plans,

North Camlina state law states that a utility may propose
meentives for demand side managemen o1 energy
effictency programs 1o the Commission for consideration.
The commission approved Progress Energy Carolina’s
meemive mechanisn that allows for an mcentive of 8% of
NPV of benefits from DSM programs and 13% of NPV from
EE programs. The Commission is considering an avanged cost
recovery mechanism submitted by Duke Energy,

The Commission issued a notice of decision approving
Duke Energy Carplinas’ Save-a-Watt program in December
2005 with 2 full decision 1o follow in Jancary 2010, The
program s similat to that in Ohio, where Duke will receive
5% of the net present value INPV) of the avoided costs for
conservation and 75% of the NPV for demand sesponse.

Duke Energy received approval in December of 2008 for iis
proposed “Save-a-Watt” program, whare the utility will receive
505 of the NPV of the avoided costs for energy conservation
and 75% of the NPV of the avoided costs for demand response,
Demand rasponse programs are viewed by the parties as
having 2 useful life of 1 year, while energy conservation
programs have usefu! lives of up 10 15 years,

A shared savings program has been approved tor Public Service
Oklahoma (AEP) which allows for twa different retums: an
incentive of 25% of net savings for programs for which savings
can be gstimated and 15% ot the costs for other programs (eq,
education and marketing programs).

OG&E also has an incentive mechanism where they receive
shared benefits for achieving savings goals, calculated on a
measire-by-measure basis. The utility may earn up to 25%
far each measure where the TRC > 1.0 and up to 15% for each
measure where the TRC < 1.0,

Pendlng

Pending

Approved -
Progress Energy
Carolinas {2009},
{uke Energy
{2009

Approved (2008}

Approved - PSO
{2008}, OGEE
{2008}

Lase 08-00024‘01‘ MM
HB 305

Case 07-M-0548

Docket E-2, sub 931,
Docket -7, Subr 80Y

Gockel 08-920-EL-550

Cause Mo PUD
200760449, Crder
555302 Cause No.
PUD 200800059, Order
556179
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Rhode Island

south Camolina

Texas

(tah

Approved {2005}
components. performance-based metrics for specific
program achievements, and ¥Wh savings targets by sector,
The program performance menics are established for each
individual program, such as achieving speCific savings or

a certamn market share fot the targeted enesgy-eficient
technology. if Nattagansett (d/b/a National Grid) achieves

the savings goal. It receives 4.4% of the eligible budget. The
threshold performance level 15 60% of the savings goal. Once
the threshold level hias been reached, the utility has the abilty
te earn an additional incentive per EWh saved up to 125% of
1arget savings. Intentive rates change by customet ciass.

South Carolina law stipulates that the PSC *may adopt
procedures that encourage electrical utilities ..} to invest
in cost-effective energy efficient technologies and energy
conservation programs”

The commission spproved Progress Energy Caroling's
sncentive mechanism that allows for an incentive of 8% of
NPV of benefits from DSM programs and 13% of NPV from EE
programs.

Duke Energy’s original avoided cost mechansm was rejected,
but the Commission invited re-submission. Duke's EE programs
that were proposed separately were approved as of June 1.
2009 with all costs deferred. A modified save-a-watt regulatory
madel was filed in the summer of 2008, A ruling s expected in
early 20N 0.

Texas state code specifies that a utilty may be awarded a
performance honus {a share of the net benefits) for exceeding
established demand reduction goals that do not exceed
speciied cost limits. Net benefits are the total avoided cost

of the eltgible programs administered by tive utility minus
program costs. The performance bonus is based on the utility's
energy efficiency achievements for the previous calendar year,

If & utility exceeds 100% of its demand reduction goal. the
bonus s equal to 150 of the net banefits for every 23 that the
demand reduction goal has been exceeded, up to a maximum
of 20% of the wtilty’s program costs. A utility that meets at
least 120% of its demand reduction goal with at least 10% of its
savings aclieved through Hard-to-Reach programs receives an
additional bonus of 10% of the banus calculated.

HIR 9 was epproved in March 2008 and includes language
upporting tncentives: “{Tjhe legislatute expresses suppon

for reguiator mechanisms, which might include performance-
based incentives, decoupling fixed cost recovery from sales
volume. and other rate designs intervied to help remove utility
disincentives and Create incentives 1o increase eficiency and
conservation... ”

Approved for
Progress Energy
Carolinas {2009);
Pending for Duke
Energy

Approved (2008}

Pending - Law
passed bt no

mechanisms

proposed

Docket 3635,
18152

Trtle S8. Public Wiilties,
Services And Carriers,
Chaptey 27, Energy Sup-
ply And Efficiency:
Dockers 2008-251-E
(Progress Energy), 2007-
358-£ & 2008-251-F
{Duke Energy}

PUC of Texas Substan-
tial Rule §25.181{h}:
CenterPoint Energy
Houstori Electric 2008
Enpigy Plan & Repor,
Project fNo. 35440

Y HIR00S
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Vermont The aperator of m:tency Vermtmt VB, is eitgible toreceive Approved (2000}  Contragt 033?956
a performance incentive for meeting or exceeding specific Attachment C
goals established m its contracts. There is also a holdback in
the tompensauan received by VEIZ, pending confirmation tha
contractual goals for sawings and ather performance mdicators
have been achieved, The inttial contract (2000- 2002} allowed
intentives of up to 2% of the overall energy eficiency budget
over the three-yeal CONACT period. Incentives ingreased 1o
3.5% of the £E budget for the 20062008 penod.

Washington The Comnmussion approved a shared savings {*Net Shared Approved (2006) Docket UE-060266
incentive”) mecharusm for Puget Sound Energy in 2006 that
ether rewards or penatizes PSE for exceeding or no! meeting
savings targets, respectively, The savings target for 2009 i
278.000 MWh, with a maximum incentive/penalty of +/- 50%
and a “dead band” f the utility saves between 90-99.9% of the
target. in addtion Yo meeting the overali savings goal, PSE must
meet at least 75% of the projected savings targets in both the
residentral and commercial/industrial sectors. 75% of the full
incentive amount will be collected in the year after program
implementation, with the remaining amount collected the
tollowing year.

Wisconsin As of 2008, Wisconsin Power & Light (Alliant Energy) mayeam  Approved (20081 Docket 6680-UR-114
the same rate-of-return on its investments in energy efficiency
made through nts “shared savings” program for commercial and
idustrial customers as it earns on other capital investments,

Uthities may propose incentives as pant of their rate cases,
but there have been no proposals from other utidities under
the most recent version of performance incentives. [Note:
Wisconsin dropped performance incentives in the 1990s]

Summary of incentwe Mechamsms

Earn a percentage of progsam costs for achnevmg CO CT, KY, MA, Mi, MN NH RI TX, VT, WA

savings target :
Earn a share of achieved savings AZ CA GA HLOK
Earn a percentage of the NPV of avoided costs NC, OH, 5C

Aitered rate of return for achieving savings targets NV, Wi

Note. Information on electric effidency performance incentives was compiled using the fatest public data
availahle as of January 11", 2010. Readers are encouraged to verify the most recent developments by
contacting the appropriate commission or regulatory agency. Other resources used in the preparation of
this report were ACEEE's State Energy Efficiency Program Database, documents from EPA's National Action
Plan on Energy Efficiency, and resources from the Requlatory Assistance Project.

For inquiries, please contact Matthew McCaffree at mmccafireesedisonfoundation.net.
For further information, please visit hitp//www.edisonfoundation.net/IEE/.
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Few more informotion oimacl:
Inshiute for Elecinc Efficiency
701 Panngylvania Ava, NW
Washington, DC 20004

202 508,5440 - 202.508.5035
info@edisonioundation.net

wirw edisnntaundation netlEE
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