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INTRODUCTION

Please state your name, current position and business address.
My name is Leszek Stachow, and I am employed by the New Hampshire Public Utilities
Commission (Commission) as Assistant Director of the Electric Division. My business

address is 21 South Fruit Street, Suite 10, Concord, New Hampshire.

Please summarize your educational and professional background.

My educational and professional background is summarized in Attachment 1.

Please describe the process whereby Commission Staff is submitting testimony in
this case today?

Energy efficiency initiatives approved by the New Hampshire Public Utilities
Commission (Commission) and primarily coordinated through the Core programs have a
rich history in New Hampshire. Close collaboration between electric and natural gas
utilities, stakeholders, and Commission Staff (Staff) has resulted in a record of

achievement over the past 20 years.

Between 2007 and 2015, a number of studies were performed that suggested that
additional opportunities for cost-effective energy efficiency existed beyond those
captured by the Core programs. In September 2014, in its report, New Hampshire 10-
Year State Energy Strategy (State Energy Strategy), the New Hampshire Office of
Energy and Planning (OEP) recommended: “The Public Utilities Commission should

open a proceeding that directs the utilities, in collaboration with other interested parties,
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to develop efficiency savings goals based on the efficiency potential of the State, aimed

at achieving all cost effective efficiency over a reasonable time frame.”

In April of 2014, the Commission directed Staff to investigate the establishment of a
state-wide Energy Efficiency Resource Standard (EERS). An EERS establishes specific,
long-term targets for energy savings that utilities or non-utility program administrators
must meet through customer energy efficiency programs. Staff gathered input from a
broad cross section of stakeholders and developed an EERS Straw Proposal (Straw

Proposal).

The Commission opened docket IR 15-072 to receive written comments on the Staff
recommendations contained in the Straw Proposal. While support for the establishment of
an EERS was well received, there were requests for a broader consideration of issues and

for making use of outside expertise when establishing the EERS.

On May 8, 2015, the Commission opened this proceeding (Docket DE 15-137) to
establish an EERS. In its Order of Notice, the Commission defined the scope of the
proceeding to include the following issues: savings targets; funding; program cost
recovery; lost revenue recovery; performance based incentives and penalties; program
administration; and evaluation, measurement, and verification (EM&V). Following the
commencement of the proceeding the Staff and parties engaged in numerous technical

sessions, which included expert presentations and the significant exchange of information
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and ideas. Staff’s recommendations in this testimony are informed by those technical

discussions as well as Staff’s investigation for the Straw Proposal.

SUMMARY OF THIS TESTIMONY
What is the purpose of your testimony?
The purpose of Staff testimony is to recommend a structure and a process for

Commission establishment and implementation of a successful EERS.

How is your testimony organized?

In the next section, Section C, Staff presents an Executive Summary that provides an
overview of our recommendations and conclusions concerning implementation of an
EERS for New Hampshire. Time lines, savings targets, necessary funding levels and key
administrative matters are contained in the Executive Summary. Section D addresses our
key conclusions. In section E, Staff explains the division of the testimony and the
contributions of each Staff member. Section F provides a high level, industry-wide
model illustrating savings targets, costs-to-achieve savings, and cost effectiveness.
Section G discusses all associated funding requirements. In Section H, Staff addresses
detailed program design matters including administration, safeguarding a robust EM&V
policy, and a proposed timeline for EERS implementation. Section I summarizes all of

Staff’s findings and recommendations.
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63 C. SUMMARY OF FINDINGS AND RECOMMENDATIONS
64
65 Q. Please summarize Staff’s findings and recommendations.

A. The testimony includes twelve recommendations designed to build upon and enhance the
scope and effectiveness of the existing Commission-approved Energy Efficiency
programs and policy by embracing an EERS.

The following comprise Staff’s recommendations:

66 1. A proposed firm three-year target for energy efficiency savings and a ten-year notional
67 target to be confirmed at the end of the first three-year period.

68

69 2. Staff modeling examines two possible sets of targets for the EERS: Plan A comprises a
70 limited plan; and Plan B is a more ambitious plan. Staff recommends approval of Plan
71 B.

72

73 Under Plan B and based on a 2014 base year, the three-year proposed cumulative electric

74  savings target is 2.04 percent while the ten-year notional electric savings target is 14.48 percent.
75  The recommended three-year savings target for gas is 2.39 percent while the ten-year notional
76  gas savings target is 13.96 percent. The performance incentives (PI) are 10 percent for both

77  electric and gas utilities
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Funding

3. Inorder to compensate the utilities for lost revenues associated with energy efficiency,
Staff recommends the adoption of a lost revenue recovery mechanism for an initial

three-year period, to be replaced by a decoupling mechanism in the future.

4. Under Plan B, for electric utilities the three-year funding requirement including PI and
LRAM will be $108,215, 077. The equivalent funding requirement for gas utilities will

be $32,448,955.

5. For the initial triennium, funding may be achieved by raising the SBC and the LDAC.

6. Under Plan B, to meet the initial three-year targets, assuming primary funding through
the SBC and LDAC, the increase in the SBC would be $0.0022 per kWh in year 1 and
rise to $0.0170 per kWh in year 10. For gas, the initial three year LDAC rate per therm
would be in the range of $0.034 per therm in year 1 and increase to $0.124 per therm in

year 10.\

Staff recommends that beyond potential increases in the SBC and LDAC charges, the EERS
stakeholders collaborate with the utilities in developing sources of private capital to be
implemented following the first three-year period. Possible sources of private capital may

include loan portfolio sales as well as asset-backed securitization.



99 Implementation

100 1. Staff recommends a permanent EERS Advisory Council (Advisory Council) be formed.
101 The Advisory Council would have as its primary role the development of consensus
102 among EERS stakeholders and recommendations for Commission administration of a
103 successful EERS. The Commission could designate the existing EESE Board to fulfill
104 the role of the Advisory Council and authorize the recovery of funds through the SBC
105 and LDAC for additional resources for the EESE Board. For example, to ensure the
106 success of the EERS, Staff recommends that the Advisory Council be provided

107 sufficient funds to hire an independent facilitator to manage the agenda, moderate

108 discussions, and motivate consensus, and subject-matter experts to inform policy

109 recommendations.

110

111 2. In looking to the future, Staff recommends that the Commission consider evolving the
112 EERS to include more “deep dive” applications than the existing Core programs in order
113 to maximize participation by all rate classes and income groups. In the short-term,

114 programs could be expanded to include greater use of performance contracting, Custom
115 Data Centers, and, where appropriate, voltage reduction /high efficiency transformer
116 optimization. The long-term scope of energy efficiency could be influenced by

117 Commission progress within the broad area of demand response and smart grid

118 technology.

119

120
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Staff considers EM&V to be a vital part of a successful EERS program and recommends
that funding be set aside for a New Hampshire specific Training Resources Manual

(TRM).

Start Date: Staff recommends that the EERS commence January 1, 2017.

Would you provide an overview of the Staff Model that derives savings, cost-to-

achieve savings, and associated rate impacts.

Staff testimony provides two options for Commission consideration — Plan A and Plan B.
Both options are developed from a Staff Model that represents a high-level, industry-
wide model in which savings and cost-to-achieve savings are consolidated for the electric
utilities (Eversource, Liberty, Unitil and NHEC) and the gas utilities (Energy North and

Northern).

Please describe the savings and cost-to-achieve savings for the electric and gas

utilities.

The electric utilities are described first both under Plan A and Plan B.

Electric Utilities: (see Attachment 2A for more information)

Plan A: For electric utilities, savings goals reach approximately 1.049 billion kWh by the
tenth year, 9.74 percent of 2014 actual electric kWh usage. Annual savings goals

increase from 58 million kWh savings in 2017 to 171 million kWh savings in 2026.
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The estimated cost over ten years to achieve this savings goal is $555 million. Estimated
annual SBC costs increase from approximately $22 million in 2017 to $101 million in
2026. The estimated SBC rate required to achieve these savings goals increases from

$0.0020 per kWh in 2017 to $0.0092 per kWh in 2026.

Plan B: For electric utilities, savings goals reach approximately 1.559 billion kWh by the
tenth year, 14.48 percent of 2014 actual electric kWh usage. Annual savings goals
increase from approximately 61 million kWh savings in 2017 to 310 million kWh savings
in2026. The estimated cost over ten years to achieve this savings goal is $867 million.
Estimated annual SBC costs increase from approximately $23 million in 2017 to $187
million in 2026. The estimated SBC rate required to achieve these savings goals

increases from $0.0022 per kWh in 2017 to $0.0170 per kWh in 2026.
Gas Utilities: (see Attachment 2A for more information)

Plan A: For gas utilities, savings goals reach approximately 2.5 million MMBtu by the
tenth year, 10.20 percent of 2014 actual gas MMBtu usage. Annual savings goals
increase from 163 thousand MMBtu savings in 2017 to 374 thousand MMBtu savings in
2026. The estimated cost over ten years to achieve this savings goal is $164 million.
Estimated annual LDAC costs increase from approximately $8.7 million in 2017 to $26.5
million in 2026. The estimated LDAC rate required to achieve these savings goals

increases from $0.0324 per therm in 2017 to $0.0791 per therm in 2026.

Plan B: For gas utilities, savings goals reach approximately 3.5 million MMBtu by the
tenth year, 13.96 percent of 2014 actual gas MMBtu usage. Annual savings goals

increase from 172 thousand MMBtu savings in 2017 to 601 thousand MMBtu savings in
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2026. The estimated cost over ten years to achieve these savings goal is $224 million.
Estimated annual LDAC costs increase from approximately $9.1 million in 2017 to $41.5
million in 2026. The estimated LDAC rate required to achieve these savings goals

increases from $0.0342 per therm in 2017 to $0.1241 per therm in 2026.

FINDINGS AND RECOMMENDATIONS

Please summarize your findings and recommendations.

Staft’s findings and recommendations are as follows.

(a) Staff believes that there is intrinsic value in defining both a short run (3 year) and long
run (10 year) target for the EERS. Staff has proposed both a limited (Plan A) and more
ambitious (Plan B) set of targets for both electrical and gas utilities and indicated their
comparative significance in terms of kWh of savings accomplished compared to a base
period.

The targets are as follows:

Table 1. Plan A and Plan B Savings Targets

3 year 10 year 3 year 10 year
cumulative cumulative cumulative cumulative
savings savings target, | savings savings
target, Electric target Gas target, Gas
Electric
Plan A 1.82% 9.74% 2.14% 10.20%
Plan B 2.04% 14.48% 2.39% 13.96%

11
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Since targets can only reasonably be proffered when accompanied by a suitable level of
funding, the testimony provides estimates of the associated funding requirements

necessary to meet Plan A and Plan B savings goals, respectively.

b) Staff developed a modeling tool (see Attachment 2) that demonstrates the relationship
between targets and funding needs year-by-year for both Plan A and Plan B.

Staff has further modeled funding outcomes that consider the application of a lost
revenue adjustment mechanism (LRAM) which is incorporated in the SBC and LDAC
among other options available to the Commission.

Cumulative funding requirements1 to achieve short term energy savings targets are as
follows:

Table 2. Plan A and Plan B 3-year Funding Requirements

3-year Funding requirement | 3-year Funding requirement,

with PI and LRAM - Electric | with PI and LRAM - Gas

Plan A $95,600,645 $29,007,902

Plan B $108,215,077 $32,448,955

(c) Staff has proposed a range of funding mechanisms to meet the budgetary
requirements. Budgetary requirements necessary to meet the first three years of Plan
A and Plan B may be found in Attachment 2. Proposed mechanisms to meet those
budgetary requirements include the following: adjusting the SBC and LDAC charges

among other options available to the Commission.

! Funding sources for electric utilities energy efficiency programs include SBC, RGGI and ISO-NE (Forward
Capacity Market).

12
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Although not incorporated in the modeling tool, other mechanisms include a tariff
recovery rriechanism, raising rates, as well as alternative funding mechanisms such as
revolving loan funds, asset backed securitization, etc. Further information on funding

may be found in Section F.

(d) Staff has proposed a mechanism for administering the EERS program that leverages
the positive experience of the existing Core programs and relies heavily on the
collaboration between utility assigned Program Administrators and a permanent EERS

Advisory Council.

(e) Staff has proposed an expansion in the portfolio of services /eligible efficiency
measures that would form part of the initial three-year EERS program that builds on
services/eligible efficiency measures incorporated in the 2016 Core Update.
Additionally, Staff has provided additional recommendations concerning possible
parallel actions that the Commission may wish to consider that will serve to enhance
EERS implementation over the medium-term. These actions may include

implementing policy with respect to demand response and smart grids.

(f) Staff has provided recommendations that will enable collaborative work with the
utilities in the implementation of a more robust EM&V mechanism in the medium-
term that will be well suited to address emerging issues and technologies. This
mechanism anticipates making use of outside EM&V consultants hired by the

Advisory Council and approved by the Commission to strengthen the process.

13
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(g) Finally, leveraging the Core programs, Staff proposes a 3-year timeline for

implementation.

DIVISION OF COMMISSION STAFF ANALYSIS

Describe the structure of Staff testimony and its various contributors.

In order to permit the Commission and other intervening parties to fully understand the
positions and recommendations of Staff, we are providing the testimony of the following

three Staff witnesses:

Mr. Cunningham, a utility analyst in the Commission’s Electric Division (Electric
Division), presents a high level industry-wide model that will correlate proposed targets
under Plan A and Plan B with the associated level of kWh savings and with the required
funding level needed to achieve those savings. Mr. Cunningham’s educational

background and experience can be found in Attachment 1.

Mr. Dudley, a utility analyst in the Electric Division, addresses current levels of funding
available under Core and how they may meet the needs of Plan A and Plan B.
Considering best practices from other jurisdictions, Mr. Dudley also discusses the
availability of alternative funding mechanisms that may be available to the Commission.

Mr. Dudley’s educational background and experience can be found in Attachment 1.

Mr. Stachow, Assistant Director of the Electric Division, addresses the possibilities

presented by private sector capital, proposed changes in the existing structure and process

used by the Commission to administer energy efficiency policy, EM&V needs, and a

14



244 suggested time line for implementation. Mr. Stachow’s educational background and

245 experience can be found in Attachment 1.

246 F. PROPOSED EERS TARGETS

247 Q. Please explain how this section is organized.

248 A This section is divided into two parts: Guiding Principles; and Target Setting. The first

249 part provides historical perspective and general comments about the Model methodology
250 including references to Commission Orders, the State’s 10-year Energy Strategy (State
251 Energy Strategy), a recent legislative mandate, and supporting schedules attached to

252 Staff' testimony. Target Setting provides more detail about the Model and this detail is
253 found in Attachment 2.

254

255  Guiding Principles
256 Q. Please describe the principles that Staff believes should guide the EERS

257 development process?

258 A, The guiding principles used in the Model include the following:

259 ¢ Building out: Building out from our current programs, reflecting Commission
260 guidelines, orders, and protocols established and implemented over the past two
261 decades to administer energy efficiency policy.

262

263 * Reflect recommendations: Ensuring that EERS reflect recommendations in the
264 State Energy Strategy, a recent change in the law, and American Council for an
265 Energy Efficient Economy (ACEEE) recommendations.

266

267 * Challenging Targets: Setting challenging but achievable state-wide savings targets
268 that are consistent with other New England states and that are reflective of the
269 GDS Report (January 2009) and the VEIC Report (November 2013).

270
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Please summarize the Commission’s energy efficiency policy as you understand it.
Some of the Commission guidelines, orders and protocols that inform Staff’s

recommended EERS design are summarized below.

e Benefits of Energy Efficiency: In an order regarding the conservation and load
management programs of Granite State Electric Company, the Commission said
that energy efficiency programs produce two benefits: (1) the benefit to all
ratepayers of meeting resource needs at lower costs and (2) direct benefit to
customers who participate in the programs and therefore have lower bills.
Connecticut Valley Electric Company, Inc., 76 NH PUC 495 (Order No. 20,186
(July 23, 1991).

e Recovery Mechanism: The N.H. Legislature authorized the Commission to
include a system benefit charge (SBC) for collection by the electric distribution
utilities to be used to fund public benefits related to the provision of electricity,
including energy efficiency programs. RSA 374-F:3, VI. The Commission
adopted the SBC for purposes of funding electric energy efficiency programs in
Energy Efficiency Programs, Order No. 23,574 (November 1, 2000). The

Commission adopted settlement for the reinstitution by two gas local distribution
companies of certain energy efficiency initiatives in Energy-efficiency Programs

for Gas Utilities, Order No. 24,109 (December 31,2002). The approved

settlement authorized the utilities to recover costs for those programs through the

utilities’ local distribution adjustment clause (LDAC). Id. .

o Budget Allocations: In a proceeding pre-dating restructuring, the Commission

approved a settlement requiring that the relative investment in conservation load

management among various customer groups should not deviate excessively from

the relative electricity sales to the various customer sectors. Public Service
Company of New Hampshire, Order No. 23,172 (March 25, 1999).

e Cost Recovery: Commission approved a settlement authorizing the utilities to

have a reasonable opportunity to recover its costs for programs prudently
implemented. Public Service Company of New Hampshire, Order No. 23,172
(March 25, 1999).

e Core Programs: Commission approved a settlement agreement that establishes

energy efficiency program commitments, funding mechanisms, and monitoring
and evaluation procedures for electric utilities. Joint Petition for Approval of
Core Energy Efficiency Programs, Order No. 23,982 (May 31, 2002). The

Commission adopted settlement for the reinstitution by two gas local distribution
companies of certain energy efficiency initiatives in Energy-efficiency Programs

for Gas Utilities, Order No. 24,109 (December 31, 2002). The approved

settlement authorized the utilities to recover costs for those programs through the

utilities’ local distribution adjustment clause (LDAC).
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Cost Effectiveness: Commission approves and defines parameters of the Total
Resource Test (TRC) for cost effectiveness testing. Energy Efficiency Programs,
Order No. 23,574 (November 1, 2000) at 4-5 and 15-16.

Cost effectiveness of Low Income Programs: Energy efficiency working group
recommends approval of education and low income programs that fall below a
benefit cost ratio of 1.0, and the Commission observes that well-designed,
statewide, low-income energy efficiency programs “could help to alleviate the
apparent persistence of ‘undesirable market conditions’ Energy Efficiency
Programs, Order No. 23,574 (November 1, 2000).

Decoupling: The Commission has observed that, with revenue decoupling,

there could be a potential to inappropriately shift risks. That is, revenue
decoupling could enhance the utility’s revenue stability and reduce earnings
volatility; hence, revenue decoupling may result in a shift of risk away from the
utility and toward the customers. Energy Efficiency Rate Mechanisms, Order No.
24,934 (January 16, 2009) at 21-22).

Also, the Commission concludes that “it would be appropriate to propose revenue
decoupling in the context of a rate case in order to avoid single-issue
ratemaking.” °

Performance Incentives (PI): Performance incentives are based “on actual
spending as opposed to budgeted spending and are capped at “no more than 5%
above the budgeted spending.” 2071-2012 Core Electric Energy Efficiency and
Gas Efficiency Programs, Order No. 25,189 (December 30, 2010) at 9-10 and 22-
23. Performance incentives associated with fuel-neutral programs are calculated
using a “new ratio of electric lifetime savings to total lifetime energy savings” and
“the individual components used to calculate performance incentive (the k Wh
savings and benefit-cost components)” are capped rather than a cap on the overall
performance incentive amount for each sector. 2073-207/4 Core NH Electric and
Gas Energy Efficiency Programs, Order No. 25,569 (September 6, 2013) at 2-3
and 7. The Commission has disallowed the “grossing up” for tax expense of
performance incentives associated with conservation and load management
programs, because the utility failed to meet its burden of proof. Connecticut
Valley Electric Company, Inc., Order No. 20,359 (December 31, 1991).

Monitoring and Evaluation: Commission approves impact and process evaluation
studies in order to assess energy efficiency programs and measures. Electric
Utility Restructuring, Order No. 23,574 at 20-22 (November 1, 2000). The
Commission approved a settlement, transferring the “direct responsibility for the
monitoring and evaluation of the Core energy efficiency programs” from the
utilities to the Commission, to allow for “more independent oversight.” Granite
State Electric Company et al., Order No. 24,599 (March 17, 2006) at 5 and 9-10.

* DE 07-064, Order No 24,934
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Utility Administration: Commission allowed the utilities to continue to
administer energy efficiency programs. Granite State Electric Company et al.,
Order No. 24,599 (March 17, 2006).”

Fuel Neutral Programs: Commission has approved modified “fuel blind” energy
efficiency program. 2009 Core Energy Efficiency Programs, Order No. 24,974
(June 4, 2009).

RGGI Funding: Commission approved the use of, and parameters for the use of,
RGGI funds in 2012, 2013, and 2014, on Core energy efficiency programs. 2011-
2012 Core Electric Programs and Natural Gas Energy Efficiency Programs,
Order No. 25,425 (October 17, 2012).

Financing: Commission approved a third-party financing pilot program for
clectric utilities. 2015-16 Core Electric Energy Efficiency and Gas Energy
Efficiency Programs, Order No. 25,757 (December 31, 2014).

Please explain how the Model’s savings projections are reflective of criteria in the
State Energy Strategy, recent Legislative mandates and ACEEE suggestions.
The Model provides two plans —i.e., Plan A and Plan B. Both are supported by the State

Energy Strategy and a recent legislative mandate, HB 1540, as follows:

State Energy Strategy:

> The State Energy Strategy calls for updating the strategy every three years
beginning in 2017 (p. 1).

> The State Energy Strategy calls for development of short-term and long-term
goals that ramp up over time to meet new goals (page 25).

» Recommendation #6 in the State Energy Strategy calls “Attracting private
financing to work with public funds will expand the reach of limited public
funds, and will also spur market transformation as more consumers implement
efficiency projects and lenders see value in efficiency loans.” It also notes
that recent efforts such as third-party financing is a step in the right direction
because they encourage customers to invest in efficiency on their own and
allow banks to get more comfortable with efficiency lending.
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e Legislative Mandate:
> HB 1540 states that it shall be the energy policy of this state, among other
things, to maximize the use of cost effective energy efficiency (HB 1540,
378:37).

> Both Plans meet HB 1540 requirements that consideration be given to the
financial stability of the state’s utilities (HB1540, 378:37).

Q. Please describe how the Model incorporates and reflects the criteria outlined by
ACEEE for an EERS.

A.  The Model meets the criteria for an EERS as established by ACEEE as follows:

* Establishes specific energy savings targets that utilities must meet through
customer energy efficiency programs.

¢ Serves as an enabling framework for cost-effective investment, savings, and
program activity.

* Provides long- term goals that send a clear signal to market actors about the
importance of energy efficiency (EE) in utility program planning, creating a
level of market stability.

* Provides sustainable funding sources for electric and gas utility EE programs.

Q. Does the Model reflect savings targets that are comparable to other New England

States?

A.  The following graph* shows the comparison of electric savings goals for the New England

States, for the year 2014 (bottom blue line), and projections for future years (top red line):

3 Ref. ACEEE Report E 1401, at page 6 and ACEEE Report U1403, at page 4.

*Source: Graph submitted as part of Acadia Center presentation during EERS Technical sessions held at the PUC in
August 2015.



423  Fig. 1 Electric Savings Goals
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425 This graph indicates that actual results for 2014 show NH achieved annual savings of
426 approximately 0.6 percent, as a percentage of 2014 actual sales. However, this graph does
427 not provide projections for New Hampshire.
428 e With the Model’s projections included, New Hampshire savings targets, as a
429 percentage of 2014 actual sales, are similar to the other New England
430 projections. Specifically, the Model for Plan A (limited plan) shows annual
431 electric kWh savings projections in the range of 0.6 percent to 1.6 percent, as
432 a percentage of 2014 actual kWh sales. For Plan B (the recommended and
433 more ambitious plan), the annual electric kWh savings range is 0.6 percent to
434 2.9 percent. (Schedule JJC-1, and JJC-8)
435
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* Also, Staft prepared a summary of Plan B’s savings targets, as compared to
recent savings targets for other New England states. This comparison
confirms that the Plan B savings targets are comparable to the savings targets
for other New England states. (Schedule JJ C-8).

e For gas utilities, the Model shows annual MMBtu savings projections for Plan
A in the range of 0.7 percent to 1.5 percent as a percentage of 2014 actual

MMBAtu sales; and, for Plan B, in the range of 0.7 percent to 2.4 percent
(Schedule JJC-1 and JIC 1-A).

Q. How do the savings targets in the Model compare with those discussed in the VEIC

Report (November 2013) and the GDS Report (January 2009)?

A.  The Model’s savings goals are at or above the potential levels shown in the November
2013 VEIC Report and the January 2009 GDS Report. For instance, the VEIC Report
shows that savings (both electric kWh and fossil MMBtu savings converted to electric kWh
savings) are 1.75 percent by the end of the fifth year, as a percent of 2012 actual electric
kWh usage. By comparison, Plan B shows savings of 4.16 percent by the end of the fifth
year, as a percent of 2014 actual electric kWh usage. It’s important to note that the VEIC
Report counts both electric kWh savings and gas MMBtu savings; while the Model counts
only “pure” electric kWh savings for purposes of this comparison.

Plan B savings are consistent with the potential savings identified in the GDS Report. For
instance, Plan B shows savings of 14.48 percent pure electric savings by the tenth year, as

compared to the GDS Report that shows pure electric savings of 10.8 percent.’

* GDS labels this 10.8 percent as “potentially obtainable” noting that to achieve this level of projected savings, a
concerted, sustained campaign involving aggressive programs and market interventions would be required. The
GDS report went on to state that New Hampshire gas and electric utilities would “need to continue to undertake and
perhaps aggressively expand its efforts to achieve these levels of savings (GDS Report at page 4).
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Q. Since the New England area appears to be most aggressive with respect to EERS

target setting, what are the lessons learned from other jurisdictions?

A. Staff reviewed targets from the Midwestern states as a check and balance against the Model

projections for New Hampshire and determined that the Model projections are in the range

of savings projections for New England states and Mid-Western states. With respect to the

Mid-Western states, the table below shows the efficiency targets for six Mid-Western states

and the associated ramp up process.

Table 3. Mid-Western States Energy Efficiency Targets6

State

Electric

Goal

Natural

gas Goal

Achieved

by

Ramp Up

lllinois

2.00%

1.50%

201572017

Under the legislation, utilities were required
to meet a goal of 0.2% savings through
energy efficiency in 2009, ramping up to
2.0% by 2015 and every year thereafter.
However due to a spending cap of 2.015%,
the targets for both ConEd and Ameren
were lowered by the Illinois Commerce

Commission for 2013 ND 2014.

Indiana

2.00%

0%

2019

Utilities were required to reach a goal of
0.3% efficiency in 2010, ramping up an

additional 0.2 % yearly through 2018

5 Midwest Energy Efficiency Alliance, Energy efficiency Policies, Programs, and Practices in the Midwest, Revised
May 2014, page 76, Appendix a.
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(1.9%) and an additional 0.1% in 2019 to
reach a total of 2.0%annual energy

efficiency over the course of 10Years

lowa

1.40%

1.0%

now

There is no state wide goal. Each utility has
its own plan and different annual goals. The
utility plans reflect a ramp up in the energy

savings achieved via energy efficiency

Michigan

1.0%

0.75%

2012/2012

Electric utilities were required to achieve
0.3% savings in 2009; 0.5% in 2010; 0.75%
in 2011; and 1.0% in 2012 and each year
thereafter. Natural gas utilities were
required to achieve 0.1% savings in 2009;
0.25% in 2010; 0.5% in 2011; and 0.75% in

2012 and each year thereafter.

Minnesota

1.50%

1.50%

2010

There was no ramp up schedule provided
for in the Next Generation Energy Act of
2007.Legislation also authorized the
Minnesota Dept. of Commerce, the
regulatory body in Minnesota, to adjust
these targets downward. Minimum savings

targets are now 1%,

Ohio

2.00%

2019

The energy efficiency standard began with a
requirement for 0.3% of the preceding three
year weighted average electricity sales to be

met with efficiency in 2009, ramping up to
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1.0% annually from 2014 to 2018, then

increasing to 2.0% in 2019 through 2025.

The analysis demonstrates that EERS targets for electric vary between 1.0 percent to 2.0
percent of annual sales. On the gas side, the equivalent numbers (where they exist) for
savings vary from 0.75 percent to 1.50 percent of annual gas sales. In addition, in most
cases there has been a gradual ramp-up in implementation from 0.2 percent in the base year
in successive increments to 2.0 percent annually after 5 to 8 years. In some cases, more

aggressive goals have been scaled back due to spending caps or legislative action.

By way of comparison, the maximum level of savings targeted by the Midwestern States is
2 percent. Our proposed Plan B shows annual savings targets over the 10-year period for
the NH electric utilities in the range of 0.5 percent to 2.88 percent, as a percentage of 2014
actual usage. For gas utilities, the Model (Plan B) shows annual savings targets over the
10-year pveriod in the range of 0.7 percent to 2.42 percent, as a percentage of actual 2014

MMBtu usage (Schedule JJC-1).

What was the recommendation arising from the Straw Proposal?

The recommendation arising from the Straw Proposal recommended mandatory electric
and gas equivalent savings targets for the next 10 years. Staff proposed leveraging the
existing Core energy efficiency programs as a point of departure for the EERS target
setting. Differentiating between electric and gas utilities, and using 2014 approved base
year revenues as a starting point, Staff proposed a gradual increase in the level of electric
savings from 2015 to 2025, resulting in cumulative savings of over one billion kWh’s, -

representing 9.76 percent of 2012 kWh electric usage.
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On the gas side, Staff proposed a flat annual savings target of 0.70 percent per year from
2017 to 2025 with an initial gradual ramp up in 2015 and 2016 of 0.68 percent and 0.70
percent, respectively. This approach would result in cumulative savings by 2025 of nearly
1.5 million MMBtu’s representing 7.63 percent of the 2012 gas MMBtu usage.

Critical for the Straw Proposal was the desire to:

* Move from the known (i.e. Core) to the unknown;

Gradually change over time allowing the market to adjust to new target
conditions;

* Differentiate between electric and gas targets;

e Seek a 10-year target horizon; and

* Set 2012 as the base year from which comparisons would be made.

Q. What other factors should be taken into account when considering EERS targets?
A. Analysis prepared by SEE Action’ in September of 2011 suggested a list of issues to be
considered when setting targets. Amongst the issues were the following:

 Legal authority for setting targets;

e Who the targets apply to (utility, a state agency or other organization);

* Statewide vs utility specific targets;

» Target levels including what savings are included, how they are to be evaluated

and specific metrics and baselines to use; and
¢ How much flexibility to allow and whether to include cost caps.

Each of these issues is considered in the Model as described below.

7 State and Energy Efficiency Action Network, 2011. Setting Energy Savings Targets for Utilities
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Legal authority: With respect to legal authority, the Model assumes that in New
Hampshire, the Public Utility Commission has the authority to set savings targets and to

set rates sufficient to recover all prudent costs incurred to achieve such targets.

Application: Currently, the Commission approves targets that apply to New Hampshire

electric and gas utilities.

State-wide versus utility-specific:

To maintain the principle of gradualism and to leverage the experience of the exiting
Core programs, the Model assumes that savings targets continue to incorporate savings of
state-wide programs and would continue to incorporate savings associated with any

utility-specific programs.

Target Savings Levels:

Core programs pursue savings associated with cost effective energy up to the existing
level of funding, in the context of annual filings approved by the Commission. The

Model captures these projected savings as follows:

e Percentage year-over-year kWh savings increase;
e Annual savings in sales (kWh or MMBtu) relative to 2014 reference year ;
e Cumulative savings in kWh and as a percentage of 2014 kWh sales or 2014

MMBtu sales; and
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536 * Related benefit dollars are estimated for purposes of cost-effectiveness

537 calculations.

538

539 In addition, a 10- year time horizon is established with fixed targets for the first 3-year
540 period, with ‘guideposts’ for the remaining 7-year period to be reviewed and updated
541 based upon the initial experience and performance achieved during the first 3-year
542 period.

543

544 Flexibility:

545 The Model assumes that the utilities are focusing on demand-side energy efficiency
546 programs and related benefits while recognizing that supply-side benefits are also
547 achieved as a by-product of these demand-side benefits.

548

549 Model & Target Setting

550
551 Q. Please describe the attributes of the Model used to develop target savings and

552 related costs to achieve savings targets.

553 A, The Model is a “high-level, industry-wide model "~ i.e., it consolidates data from the

554 electric utilities (Eversource, Liberty, Unitil and NHEC) and the natural gas utilities
555 (Liberty Gas and Unitil Gas), and, it uses this consolidated data to project targets for each
556 industry.®

¥ The Model is not designed to provide individual utility projections.
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The Model is “incremental” — i.e., it builds out from the existing energy efficiency
programs by incorporating the existing Commission policies and practices implemented
over the past twenty-five years. The Model is supported in Staff schedules attached to

this testimony.

The Model is “gradual” - i.e., it shows the incremental changes in savings targets over
the short-term (2017-2019) and establishes guidepost savings targets for the long-term

(2020-2026).

The Model is “challenging” — i.e., savings targets track with targets set by other New
England states’ and projects savings targets that surpass levels projected by New

Hampshire-specific studies. 10

The Model is “balanced” - i.e., it aligns interests of customers by building on cost-
effective Core programs while providing cost recovery of all just, reasonable, and prudent

costs, including performance incentives and lost revenues.

The Model incorporates “broader vision" - i.., it not only increases savings targets from
the existing Core targets but it also augments the administrative model estimated to
implement the higher level of targeted savings by including the estimated costs of
administrative and expert resources for an EERS advisory body, and the estimated costs

for a Technical Resource Manual (TRM).

What time period is covered by Staff’s EERS model?

% Reference: Schedule JJC-8.
' GDS Report, January 2009 and VEIC Report November 2013.
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The model spans a ten-year period, with an initial triennium (2017-2019) and a longer

term comprising the remaining seven-year period (2020-2026).

Please explain how your supporting schedules for the Model are organized and

formatted.

The Model provides the same set of schedules with the same format for both electric and
gas utilities for both Plan A and Plan B. For ease of identification, the schedules are

marked “Electric” or “Gas”.

Please describe the overall methodology that explains how the Model develops
savings, spending, costs to achieve savings, and cost effectiveness for the short-term

Y

(2017-2019) and the long-term (2020-2026).

With respect to savings assumptions, the model begins as a starting point with 2016
levels, as proposed in the 2016 Core Update, Then, savings targets are projected for a
short-term period (2017-2019) and a long-term period (2020-2026). The savings targets
in the short-term are recommended as firm targets; while savings targets for the long-

term are recommended as guideposts.

In order to ensure that the Model reflects up-to-date savings and program designs, it
utilizes the recently filed 2016 Core Update submitted on September 20, 2015 (Schedule
JJC-1). Also, to ensure that savings goals are in a relevant range with other New England
states, the Model compares the savings goals for Néw Hampshire with goals established

in other New England States (Schedule JIC-8).
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With respect to spending, the Model develops spending projections for utility costs in the
initial triennium (2017-2019) based on historical data from 2014-2016. In addition, the
first triennium ! includes costs for performance incentives (PI) 12 and lost revenue (LR),
and costs related to an administrative resource for the Advisory Council which is

explained in the testimony of Mr. Stachow.

With respect to spending in the second triennium > and beyond (2020-2026), costs
continue to include utility costs, PI, LR and the estimated placeholder costs for the
consultant, the permanent Advisory Council and the estimated placeholder cost for the
technical resource manual (TRM). The rationale for the estimated consultant and the
permanent Advisory Council and the TRM are explained in the testimony of Mr.

Stachow.

How do EERS savings targets impact utility costs and revenues?

As noted above, the Model sets savings targets and then develops costs to achieve these
savings targets. Schedule JJC-2 . Data from the most recent three-year period, 2014
through 2016, are used to inform the cost estimates. Estimated costs include PI and LR.

With respect to LR, Schedule JJC-3 shows the derivation of this cost component.

In addition, the Model analyzes cost effectiveness. Schedule JJC-4. This methodology is

followed for both electric utilities and the gas utilities for both Plan A and Plan B.

11 The first triennium is assumed to be firm, with guidepost targets set for longer term years. New “triennium
blocks” targets will be set through order one year prior to the start of the triennium.

12 The Commission has treated performance incentives as a cost. Electric Utility Restructuring, Order No. 23,574
(November 1,2000) at 4 and 27. Staff’s treats lost revenue as a cost.

13 Gyaff envisions that the second triennium will be filed for Commission approval, similar to the current practices of
filing two-year multi-year Core filings for Commission approval.
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Please explain how the Model calculates savings values for Plan A and Plan B.

Savings assumptions are initially developed and applied consistently to the electric
utilities and the natural gas utilities. With respect to electric utilities, the savings

assumptions used are as follows:

o Plan A: over 10 years, this option develops estimated cumulative savings of
approximately 9.74 percent of total electric kWh consumption, when measured
against actual 2014 electric kWh usage. (Electric Schedule JJC-1 and JIC-1A)

o Plan B: over 10 years, this option develops estimated cumulative savings of

approximately 14.5 percent of total sales, when measured against actual 2014

electric kWh usage. (Electric Schedule JJC-1 and JIC-1A)

Why does the Model use actual 2014 kWh sales to measure the cumulative

percentage?

The use of 2014 reflects the Commission’s Order of Notice in this proceeding.

Please explain how the Model calculates cumulative savings?

The model calculates cumulative savings by adding or stacking the annual kWh savings
targets for each year, starting with 2017 and adding each succeeding year’s annual kWh
savings target through 2026, such that by the end of the tenth year, the cumulative

savings targets are achieved. For instance, Electric Plan A shows a cumulative savings

target for year 10 of 9.74, as a percent of 2014 actual kWh usage. To achieve this level,
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635 the Model shows gradual annual savings targets for Plan A as follows (Electric Schedule

636 JJC-1 and JJC-1A):

637 e Year2017: 10 percent (over year 2016 annual savings);

638 e Year2018: 11 percent (over year 2017 annual savings);

639 e Year2019: 12 percent (over year 2018 annual savings); and

640 e Year 2020-2026: 13 percent (year-over-year annual increases)

641

642 The same calculation is provided in the Model for Plan B. The model calculates

643 cumulative savings by adding or stacking the annual kWh savings targets for each year,
644 starting with 2017 and adding each succeeding year’s annual kWh savings target through
645 2026, such that by the end of the tenth year, the cumulative savings target of 14.5 percent
646 of actual 2014 electric kWh usage is achieved. (Electric Schedule JJC-1 and JJC-1A).
647 To achieve this level, the Model shows gradual annual savings targets for Plan B as

648 follows: (Electric Schedule JJC-1 and JJC-1A):

649 e Year2017: 15 percent (over year 2016 annual savings);

650 e Year2018: 18 percent (over year 2017 annual savings);

651 e Year2019: 20 percent (over year 2018 annual savings); and

652 e Year 2020-2026: 20 percent (year-over-year annual increases).

653 By the end of the tenth year, as noted above, cumulative kWh savings are approximately 14.5

654 percent of 2014 actual kWh usage (Electric Schedule JJIC-1 and JJC-1A)
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Is the same approach used for the Gas Utilities?

Yes. For instance, for Plan A, the Model calculates cumulative MMBtu savings by
adding or stacking the annual MMBtu savings targets for each year, starting with 2017
and adding each succeeding year’s annual MMBtu savings target through 2026, such that
by the end of the tenth year, the cumulative MMBtu savings targets of 10.2 percent of
actual 2014 natural gas MMBtu usage is achieved (Schedule JIC-1A). To achieve this
level, the Model shows gradual annual increases in year-over-year savings targets as

follows:

Year 2017: 7 percent (over year 2016 annual savings);

Year 2018: 8 percent (over year 2017 annual savings);

Year 2019: 9 percent (over year 2018 annual savings); and

Year 2020-2026: 10 percent (year-over-year annual increases).

By the end of the tenth year, as noted above, cumulative MMBtu savings are
approximately 10.2 percent of 2014 actual natural gas MMBtu usage (Gas Schedule JJC
I 'and 1A). Annual year-over-year percentage increases for gas savings targets is lower
than the annual year-over-year percentage increases for electric savings targets. These
lower percentages are due to the fact that the gas utilities have reached a higher level of
savings historically (relative to the actual 2014 MMBtu usage baseline). (Gas Schedule

JIC-1and JIC 1A)
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The same calculation is provided in the Model for Plan B. The Model calculates
cumulative MMBtu savings by adding or stacking the annual MMBtu savings targets for
each year, starting with 2017 and adding each succeeding year’s annual MMBtu savings
target through 2026, such that by the end of the tenth year, the cumulative MMBtu
savings targets of 14.0% of actual 2014 natural gas MMBtu usage is achieved. (Gas
Schedule JJC-1 and JIC-1A). To achieve this level, the Model shows gradual annual

MMBtu savings targets as follows:

e Year2017: 13 percent (over year 2016 annual savings);

e Year2018: 14 percent (over year 2017 annual savings);

e Year2019: 15 percent (over year 2018 annual savings); and

e Year 2020-2026: 15 percent (year-over-year annual increases).
By the end of the tenth year, as noted above, cumulative MMBtu savings are
approximately 14.0 percent of 2014 actual natural gas MMBtu usage (Gas Schedule JIC-

1 and JJIC-1A).

With respect to spending, how does the Model calculate the annual utility funding

that is required to achieve the annual levels of target savings?

The Model calculates funding needed based on a number of components. Each of these

components is shown on Electric and Gas Schedule JJC-2 and is summarized as follows:

Utility Spending: The Model calculates utility spending by multiplying the average unit

cost by the annual saving reflected in the Model. Specifically, the Model calculates unit
costs for the past three-year period (2014-2016), adjusted for inflation at 2.5 percent per

year, and multiplies these unit costs by the projected annual savings.
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Advisory Council Consultant: This component is new and is explained in the testimony

by Mr. Stachow. The Model incorporates a placeholder amount of $100,000 for year
2017, for one full-time staff to facilitate Council meetings, engage consultants and
prepare recommendations for the EERS for both electric utilities and gas utilities.
Estimated amounts for subsequent years are adjusted for inflation at 2.5 percent per year.
When the specific services to be provided by this administrative resource are known,

Model spending can be adjusted accordingly.

Permanent Advisory Council: This component is new and is explained in the testimony

by Mr. Stachow. The Model incorporates a placeholder amount of $1 million for year
2020 for both electric utilities and gas utilities, respectively. Estimated amounts for
subsequent years are adjusted for inflation at 2.5 percent per year. When specific
services to be provided by the permanent Advisory Council are known, Model spending

can be adjusted accordingly.

Technical Resource Manual (TRM): This component is new and is explained in the

testimony by Mr. Stachow. The Model incorporates a placeholder amount of $500,000
tor year 2020 for both electric and gas utilities. For subsequent years, the Model
provides a placeholder amount of $250,000 per year for annual updates to the TRM.
Estimated amounts for annual updates of the TRM are adjusted for inflation at 2.5
percent per year. When more information about the introduction of the TRM is known,

the Model spending can be adjusted accordingly.

Performance Incentives: The Model calculates this component by multiplying utility

spending by 10 percent. The utility spending is separate from the new components (i.e.,
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Consultant for the Permanent Advisory Council or the Permanent Advisory Council or

the TRM). The 10 percent cap applies to both electric utilities and gas utilities. '*

Lost Revenue (LR): The Model calculates this component by estimating the cumulated

volume of kWh and MMBtu sales that are foregone by the energy efficiency savings
associated with the EERS.'® These cumulated kWh and MMBtu volumes are multiplied
by an estimate unit fixed costs. 16 The resulting calculation represents the estimated

amount of LR.

RGGI and ISO-NE Forward Capacity Market (FCM): The Model reduces the required

SBC funding for EERS by a placeholder amount of $5 million per year. The placeholder
amount pertains to funding from RGGI which is estimated at $2.5 million annually based
on current legislation which provides the first $1 of allowance proceeds for energy
efficiency programs; and, the SBC funding for EERS is also reduced by estimated
placeholder amount of funding from ISO-NE (FCM) of $2.5 million per year. When
more information is known about these revenue sources, the Model spending can be

adjusted accordingly.

The Model identifies each component and summarizes the above amounts for purposes of
calculating the required SBC and LDAC rates to achieve the savings targets in the EERS

(Schedule JJC-2).

14 The baseline assumed by the Model is consistent with the currently approved baseline of 7.5 percent for the
electric utilities. The Model applies this baseline consistently to both electric and gas utilities. The Model assumes
the utilities will achieve extraordinary performance and earn up to the cap of 10 percent.

IS The lost revenue calculation reflects only “pure” kWh savings — i.e., does not include non-electric thermal savings
converted to kWh savings.

16 See Attachment 2, Schedule JJC-3 which shows estimated unit fixed costs.
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Q. Please explain how the Model calculates SBC and LDAC rates.

A. The Model calculates SBC and LDAC rates by dividing the spending as summarized
above (less the ISO-NE FCM and RGGI) by the estimated kWh and MMBtu sales
projections.'” See Schedule JIC-2 for both electric utilities and gas utilities for both Plan

A and Plan B.

Q. With respect to performance incentives (PT) and lost revenue (LR), how does the

Model calculate these amounts?

A. The model accounts for these values as “costs” and includes them in the costs
(denominator) for purposes of calculating the Benefit /Cost test. Schedules JJC-2
summarizes all cost components, with additional detail on the derivation of the LR
component provided in Schedule JJC-3. Schedule JJC-4 summarizes the benefit/cost

ratios. For ease of identification, the schedules are marked either “Gas” or “Electric”.
Q. How are the amounts for PI and LR calculated?

A. With respect to PI, it continues to be calculated for both electric and gas utilities on a
before tax basis —i.e., PI is not grossed-up for taxes which is consistent with current PI

formulation used by the Commission. '®

"7 For electric utilities, the Model uses 2016 kWh sales, as reflected in the 2016 Core Update, for the 10-year period
2017-2026. This assumption is based on the observation that 2013 and 2014 actual kWh sales show very little year-
to-year change. For gas utilities, the Model increases annual MMBtu sales by 2.5 percent per year, starting with
year 2014. This assumption is conservative (low) based on the observation that 2014 MMBtu sales are almost 6
percent higher than 2013 MMBtu sales.

"8 Order No. 20,359, December 31, 1991.
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Also, P is calculated for both electric and gas utilities in the same way — i.e., it incorporates a
cap of ten percent. 19 The current cap for gas utilities is 12 percent; but, the Model assumes a

reduction to 10 percent, consistent with the cap for electric utilities.

With respect to gas utilities, the Model uses the same PI cap as electric utilities to ensure
consistency — i.e., given consistent Core programs delivered across the State, parity in incentives
for gas and electric programs is appropriate. Also, 10 percent PI represents the highest PI
percentage in New England — i.e., the next highest PI allowed for gas utilities in New England is
8 percent, the cap for Connecticut gas utilities.?’ In addition, 10 percent appears appropriate
since it incents New Hampshire gas utilities to continue to achieve extraordinary performance —
i.e., in 2014, the gas utilities achieved actual MMBtu savings that were greater than planned

savings while spending less than approved budgets.

Q. Please explain how the Model calculates LR.

A. The Model calculates LR on a before tax basis —i.e., LR is not grossed-up for taxes,

consistent with the current formulation used by the Commission for PI.

Also, LR is calculated for both electric and gas utilities in the same way — i.e., by
multiplying cumulative kWh and MMBtu savings by estimated retail rates per kWh and
MMBtu. This methodology is a “targeted” approach to decoupling. See Energy
Efficiency Rate Mechanisms, Order No. 24,934 (January 16, 2009) at 21 (revenue
19 The Model uses the same cap for calculating P1 for Electric Utilities and Gas Utilities. For purposes of projecting
costs, the Model assumes that the utilities will achieve the 10 percent cap; thus, the Model includes Pl at that cap

level in the costs.
20 Connecticut Public Utilities Regulatory Authority, Docket No. 13-03-02 Compliance Filing, February 28, 2014.
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decoupling rate reconciling adjustment mechanisms “pertain only to specific sales
volume reductions, such as volume reductions associated with the implementation of
energy efficiency programs”). Staff’s model provides a cap of 0.25 percent for Plan A.
The cap is increased to 0.50 percent for Plan B, recognizing the increase in savings that is

projected in Plan B (as compared to Plan A).

Please provide more details of the LR mechanism used in the Model.

As noted above, the Model incorporates LR using a “targeted” methodology —i.e., it
pertains only to energy efficiency programs. Also, Staff’s Model utilizes a “partial”
mechanism — i.e., it provides for a one-year recovery up to a cap, sometimes referred to

as a “hard cap” (Schedule JJC-3).

Targeted: The Model calculates LR based on a targeted approach that focuses only on

energy efficiency programs that reduce kWh and MMBtu sales.

Hard Cap: Specifically, the Model shows LR for electric utilities during 2017-2019 of
$920,465 for Plan A; and $1,988,618 for Plan B. For the gas utilities, the Model shows
zero amount for LR during 2017-2019 for Plan A and Plan B. The Model shows that

these amounts are included in costs. See Schedule JJC-3 for gas and electric utilities.

During the second triennium (2020-2022), the savings targets are guideposts and not

firm; thus, when firm targets are set for this time period, the hard cap could be re-visited.
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Continue with your explanation of how the model calculates LR for the electric and

gas utilities.

The Model uses the same methodology to calculate LR for both electric and gas utilities.

Several adjustments are incorporated as follows:

Incremental Adjustment: This adjustment reduces targeted savings for years 2017 and

beyond, and thus reduces LR accordingly. Specifically, this is a one-time adjustment that
reduces 2017 calculated LR by the average level of savings that was achieved during the
past three years.”! The Model rationale for this adjustment is that LR should reflect only
the incremental savings that are achieved — i.e., savings that are over and above the

annual levels that were achieved in the past (without LR) (Schedule JJC-3).

Retirement Adjustment: This adjustment reduces the targeted savings for years 2017 and
beyond, and thus reduces LR accordingly. Specifically, the Model assumes that as older
energy efficiency installations reach the end of their useful lives, the associated savings
come to an end. As a result, all other variables unchanged, the utilities revenues will

increase and LR will decrease.

The Model reduces the calculated LR accordingly; however, rather than reduce LR by
100 percent due to retirements; the Model applies a discount of 50 percent. This
adjustment is made to reflect conservatism and the inherent complexity of accurately

determining LR.(Schedule JJC-6).

21 The Model uses the average level of savings achieved in the past three years (2014-2016) to calculate “prior year”
levels of savings.
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Fuel Conversions/Switching: This adjustment reduces targeted savings for years 2017

and beyond, and thus reduces LR accordingly. In a significant number of gas heating and
hot water installations, it appears that customers convert/switch from oil to gas; thus, gas
sales volumes increase. This increase in gas sales volumes reduces the utilities’ LR.
Much of this conversion/switching is assumed to be associated with the installation of
new high efficiency gas heating and hot water installations; thus, the Model reduces the

calculated LR accordingly. (Gas Schedule JIC-6A).

You mention inherent complexities of accurately determining LR. What are some

of these complexities?

Some of the complexities in introducing and calculating LR are as follows:

e Utilities may come in for a rate case and their filing may increase customer

charges. This might require an adjustment in the LR formula.

* LR could create higher bills for customers. For instance, if a C&I class has a
small number of gas customers, and one customer goes out of business, the
impact of LR is spread over the remaining customers in the class until the next

rate case adjusts the rate class assignments of LR and other costs.

* LR accumulates over time. If a utility does not come for a rate case in a long
period of time, then LR could build up. This scenario could result in funds

consumed by LR rather than energy efficiency programs.

¢ There could be unintended shifting or risks. As noted by the Commission,

revenue decoupling (i.e., including LR) may result in a shift of risk away from the
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utility and toward the customers. The Commission has stated that it would be
appropriate to propose revenue decoupling in the context of a rate case in order to

avoid single-issue ratemaking.22

e IfLR is not carefully designed, unintended windfall profits could result — i.e., lost

revenue adjustments that are over and above the utilities’ operating costs.

Given the above, the Model incorporates a cautious approach to determining LR —i.e., it
incorporates a “targeted” and “partial” mechanism. See Schedules JJC-3, JJC-6 for

electric and gas utilities; also, Gas JJC-6A (for gas only).
How does the model calculate cost-effectiveness?

The Model provides a calculation of cost effectiveness based on the Total Resource Cost
(TRC) test that is currently used by the Commission (Schedule JJC-4). Net preseht value
of benefits for purposes of the TRC reflects the most recent 2015 Avoided Energy Supply
Cost (AESC) Report.23 . Net present value of costs for purposes of calculating cost
effectiveness include utility costs, customer costs, PI, LR, and new infrastructure
spending, in net present value dollars.

Please explain how benefits and costs are derived by the Model for purposes of

calculating the Benefits/Cost (B/C) ratio.

Given that the Core programs have a fuel-neutral design, the Model incorporates the

benefits associated with fossil savings into the calculation of lifetime benefits. This is

22 5rder No. 24,934 (January 16, 2009) at 21-22.
2 1CR, Avoided Energy Supply Costs in New England: 2015 Report, March 27, 2015, revised April 3, 2015.
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851 done based on a 3-year average (2014-2016) utilizing Eversource as a proxy.** For our

852 electric utilities, the average is $0.084 per equivalent kWh. For our gas utilities, the

853 average is $8.07 per MMBtu (Schedule JIC-7).

854

855 Costs include annual utility costs, customer costs, PI, and LR for the first triennium. In
856 addition, for the first triennium (2017-2019), costs include the estimated costs of the

857 consultant for the Advisory Council ($100,000 per year plus annual escalation of 2.5

858 percent).

859

860 For the years after the first triennium, the Model provides estimates for additional annual
861 costs for the permanent Advisory Council ($1 million per year plus annual escalation of
862 2.5 percent) and the estimated cost of the technical resource manual ($500,000 for 2020,
863 and $250,000 per year plus annual escalation of 2.5 percent for subsequent years). A
864 discount rate of 2.5 percent is used to convert estimated costs to NPV costs? for purposes
865 of calculating the benefit cost ratios.

866  The Model calculates the B/C ratio for both electric and gas utilities by dividing the NPV

867 lifetime benefit dollars by the costs (Schedule JJC-4). With respect to benefit amounts, a
868 discount rate of 1.36 percent is used to convert estimated benefits amounts to NPV
869 benefits for purposes of calculating the B/C ratios.

* For purposes of this calculation, “equivalent” kWh savings are used (i.e. MMBtu are converted to kWh). Also,
NPV benefits are calculated based on average 2014-2016 benefits data and used for all years.

* There is no discount rate applied to calculate NPV for benefits since the Model includes benefits at estimate net
present value.
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Q. How does the model calculate the funding that is required for the anticipated

spending?

A. For the electric utilities, the Model assumes continuation of funding via the SBC,
supplemented by RGGI and ISO-NE (FCM) revenues.”® For gas utilities, the model
assumes continuation of funding via the LDAC. The Model assumes that the
Commission will increase the SBC and LDAC mechanism to fund the increases in
spending required to support the higher levels of savings.”’ Additional funding
opportunities beyond the existing SBC and the LDAC might be available to expand -
funding for an EERS. Mr. Stachow and Mr. Dudley will provide more information about

potential additional funding opportunities.

With respect to SBC rate mechanism, the energy efficiency component is currently fixed
at $0.0018 per kWh. In order to fund the higher levels of savings for Plan A, the Model
shows an SBC rate per kWh in the range of to $0.0020 per kWh to $0.0092 per kWh;
and, for Plan B, the Model shows an SBC rate per kWh in the range of $0.0022 per kWh
to $0.0170 per kWh.2® For Plan A, the Model shows a spending shortfall, from existing
funding, in range of $2.7 million to $81.4 million; and, for Plan B, the Model shows a
spending shortfall, from existing funding, in the range of $4.0 million to $167.3 million

for Plan B (Electric Schedule JJC-2).

2 The Model augments SBC funding by an estimate of $2.5 million for RGGI and $2.5 million for ISO-NE (FCM).
27 Staff recognizes that the Commission has broad ratemaking authority and can use other mechanisms besides the
SBC and LDAC or methods besides a surcharge. A discussion of different types of cost-recovery vehicles is
included later in the Staff’s testimony.

28 SBC rate changes are projected to increase due primarily to cost to achieve increasing levels of kWh savings
along with annual escalation of 2.5 percent per year, coupled with the assumption that electric kWh sales remain
unchanged during the projection period.
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With respect to the LDAC, the energy efficiency component of the LDAC is currently
$0.0291 per therm.”® In order to fund the higher levels of savings for Plan A, the Model
shows an LDAC rate in the range of $0.0324 per therm to $0.0791 per therm; and, for
Plan B, the Model shows an LDAC rate per therm in the range of $0.034 per therm to
$0.124 per therm.*® For Plan A, the Model shows a spending shortfall, from existing
funding, in the range of $1.1 million to $18.9 million for Plan A; and, for Plan B, the
Model shows an annual spending shortfall, from existing funding, in the range of $1.6
million to $33.9 million (Gas Schedule JJC-2). The Model assumes that shortfall will be

covered by an increase in the LDAC.

For electric utilities as a whole, what is the estimated monthly bill impact for a

residential customer?

For Plan A, based on assumed residential monthly usage of 700 kWh per month, the
Model calculates an estimated residential monthly bill impact to cover the shortfall in the
existi.ng SBC of between $0.17 per month to $5.18 per month. For Plan B, the Model
calculates an estimated monthly residential bill impact to cover the shortfall in the

existing SBC of between $0.25 and $10.68 per kWh (Electric Schedule JIC-2).

* This LDAC rate is based on a composite of the overall Residential and C&I rate for Energy North and Northern
for years 2014-2016.

** LDAC rate changes are projected to increase due primarily to increased costs to achieve higher levels of MMBtu
savings along with annual escalation of 2.5 percent per year, partially offset by estimated increases in gas MMBtu
sales of 2.5 percent per year.
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For electric utilities as a whole, what is the estimated monthly bill impact for a C&l

customer?

For Plan A, based on an assumed C&I monthly usage of 7,000 kWh per month, the
Model calculates an estimated C&I monthly bill impact to cover the shortfall in the
existing SBC of between $1.74 per month to $51.83 per month. For Plan B, the Model
calculates an estimated C&I monthly bill impact to cover the shortfall of between $2.53

and $106.57 per month (Electric Schedule JJC-2).

For Gas utilities as a whole, what is the estimated monthly bill impact for a

residential and C&I customer.

The Model does not determine the estimated residential and C&I monthly bill impacts.
LDAC rates are differentiated (1) by individual utility and (2) by residential and C&I rate
class. The Model design does not address this level of detail. However, the Model shows
an industry-wide estimate of bill impacts. Specifically, for Plan A, the Model shows
that the industry-wide LDAC rates need to increase from the existing rate of $0.0291 per
therm to a range of $0.0324 to $0.0791 per therm to cover the shortfall for the years 2017
and 2026 respectively. For Plan B, the Model shows that the industry-wide LDAC rates
need to increase from the existing rate of $0.0291 per therm to a range of $0.034 per

therm to $0.124 per therm for years 2017 and 2026 respectively (Gas Schedule JIC-2).

What is Staff’s target recommendation based on this analysis?
Staff has reviewed the energy efficiency market potential studies prepared by VEIC and
GDS as well as the EERS targets adopted by neighboring New England states and those

who have adopted EERS in a more gradual fashion as exemplified by the Mid-Western
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926 States. On the one hand Staff understand that potential studies, while providing a suitable
927 road map, do assume targets based on all potential measures being deployed. On the other
928 hand, comparison with neighboring states entails the risk that states do differ. Staff has
929 opted for a three-year fixed target time horizon with a ‘guidepost’ target for the period up
930 to 10 years. The ‘guidepost’ for the remaining 7- year period to be reviewed and updated
931 in light of the initial experience and performance achieved during the first three year
932 cycle. Staff have proposed two sets of targets: Plan A and Plan B. Plan A mirrors the
933 EERS Straw Proposal and reflects a less aggressive strategy, while Plan B adopts a more
934 ambitious approach. In either case additional public funding will be required and all other
935 funding, incentives, and lost revenue adjustment conditions remain in common.
936 Targets levels presuppose that utilities will be able to benefit over time from both supply
937 side and demand side efficiency measures.
938 The targets are as follows and are to apply to all investor owned utilities.
939 Table 4. Three-Year and Ten-Year Targets
3-year fixed 10-year notional 3-year fixed 10-year notional
cumulative savings cumulative savings cumulative savings | cumulative savings
target, Electric target, Electric target Gas target, Gas
Plan 1.82% 9.74% 2.14% 10.20%
A
Plan | 2.04% 14.48% 2.39% 13.96%
B
940
941
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Based on the potential study and the successes of neighboring states, and assuming
adequate funding, Staff believes that the savings levels‘projected for Plan B are
reasonable and achievable, and Staff recommends that the Commission adopt them.
Staff's recommendation is based on the understanding that as the targets ramp up,
program savings will be continue to be reflective of a number of adjustments and actions
including:
(1) updated input savings assumptions associated with EM&V impact studies,
(2) updated designs associated with customer preferences as identified in EM&V
process studies,
(3) market changes associated with customer behavior such as those identified in
Home Energy Reports (HER) programs,
(4) market transformation initiatives such as third-party financing options that
increase the participating customer share of the energy efficiency programs,
(5) reductions in rebates due to price reductions for energy efficiency products,
(6) innovative programs including the Customer Engagement Platform (CEP) and
the HER program,
(7) the expertise and commitment of the utilities to deliver energy efficiency
programs to customers,
(8) continued funding through the existing SBC and LDAC mechanisms, including continued
utility rewards via PI and additional earnings associated with targeted LR. Staff believes the
portfolio of energy efficiency programs will continue to evolve and will likely achieve the

savings levels projected in Plan B.
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Q. What other ways will target metrics be presented?
A. Using the example of Plan B electric EERS, Staff proposes that target metrics will be
tracked and expressed as follows:

Table 5. Electric Savings Plan B

Year | Percentage year | Annual Annual Cumulative Cumulative Annual Lifetime
to year KWh savings: SAVINgs: savings: savinges: equivalent equivalent
savings increase | KWH Percentage of kWh Pereentage of kWh kWh savings
2014 kWh 2014 kWh savings
sitles sales
2017 | 15.00% 61,050,771 | 0.57% 61,050,771 0.57% 78,980,998 | 1,129,113,405
2018 | 18.00% 72,039,910 | 0.67% 133,090,681 1.24% 93,197,577 | 1,332,353,818
2019 | 20.00% 86,447,892 | 0.80 219,538,573 2.04% 111,837,09 | 1,598,824,582
3

While it is intended for the savings targets to be mandatory for the first triennium (2017-2019),
budget flexibility (i.e., such as continuation of program budget transfers within residential and
C&I sectors), and cost controls (i.e., such as continuation of 5 percent cap on annual spending as
compared to approved budgets for purposes of calculating PI) form part of Staff’s
recommendation. Staff have assumed that given the three year mandatory target
recommendation, that there should be flexibility within those three years as to how each utility
attains its three-year target. If the target for a given year is not reached, Staff assumes that any
shortfall may be made up in the two following years, within the budget dollars approved for the

three years (2017-2019).

Similarly, Staff assumes that while the savings targets will remain a compliance obligation, a cap

should be imposed on the cost associated with LR. Staff believes that a 0.5 percent, as a percent
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979  of sales revenue, is an appropriate cap. The Model indicates that, with the application of the 0.5
980  percent cap, the cost for LR is well within the cap during the first triennium. Given the inherent
981 complexity in calculating LR, Staff is open to re-visiting the calculation of LR for the second

982 triennium.

983 Recognizing that not all customers will take equal advantage and benefit equally from
984 energy efficiency programs, Staff assumes that within a customer group all customer’s
985 rates will be equally affected by energy efficiency program costs. To limit the potential
986 for cross subsidization between groups, Staff will recommend that where possible the
987 relative investment in energy efficiency for each group should not deviate significantly
988 from the relative sales associated with a given customer sector.’!

989

990 G. PROGRAM FUNDING REQUIREMENTS

Current Funding
991 Q. How are the current Core programs funded?
992 A. The Core Electric Programs are funded through three main sources: 1) a portion of the

993  System Benefits Charge (SBC) which is applied to the electric bills of all customers receiving
994  delivery service through one of the NH Electric Utilities; 2) a portion of the Regional

995  Greenhouse Gas Initiative (RGGI) auction proceeds subject to certain conditions; and 3)

996  proceeds obtained by each of the NH Electric Utilities from ISO-NE for participation in ISO-
997 NE’s Forward Capacity Market (FCM). In addition, any unspent funds from prior program years

31 Note that Order No. 23, 172 states: “the relative investment in energy efficiency among various customer groups
should not deviate excessively from the relative electricity sales to the various customer sectors.”
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998  are carried forward to future years, including interest at the prime rate. A brief description of

999  each funding source follows:*?

1000 e System Benefits Charge: The SBC is collected through a surcharge on utility
1001 customer bills at a rate of $0.0018 cents per kWh. Revenue from the SBC is
1002 divided between the regulated energy efficiency programs and an Electric

1003 Assistance Program (EAP), which helps low income customers pay their electric
1004 bills. The SBC is one of six itemized charges on a typical New Hampshire

1005 electric ratepayer’s utility bill. The other charges are for delivery, customer

1006 service, stranded cost recovery, the energy itself, and an electricity consumption
1007 tax.

1008

1009 * Regional Greenhouse Gas Initiative: New Hampshire participates in the Regional
1010 Greenhouse Gas Initiative (RGGI), proceeds from which are allocated to the NH
1011 Electric Utilities for funding the Core Home Energy Assistance Program and
1012 municipal and local government energy efficiency projects, including projects by
1013 local governments that have their own municipal utilities.

1014

1015 ISO-NE’s Forward Capacity Market: The Core programs also receive revenue
1016 from the regulated utilities” participation in the [ISO New England Forward

1017 Capacity Market (FCM). Customers who participate in the NH Core Electric
1018 Programs agree to forego any associated ISO-NE q<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>