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Introduction

Please state your name and business address.
A. My name is Howard Geller. My business address is 2260 Baseline Rd. Suite 212,

Boulder, Colorado 80302.

For whom are you testifying?
A. 1 am testifying on behalf of the Southwest Energy Efficiency Project and Utah Clean

Energy (SWEEP/UCE).

Please describe the Southwest Energy Efficiency Project (SWEEP).

A. SWEEP is a public interest organization dedicated to advancing energy efficiency as
a means of promoting both economic prosperity and environmental protection in the
six states of Arizona, Colorado, New Mexico, Nevada, Utah, and Wyoming. SWEEP
works on state energy legislation, analysis of energy efficiency opportunities and
potential, expansion of state and utility energy efficiency programs as well as the
design of these programs, building energy codes and appliance standards, and
voluntary partnerships with the private sector to advance energy efficiency. SWEEP
is funded primarily by foundations, the U.S. Department of Energy, and the U.S.

Environmental Protection Agency. | am the Executive Director of SWEEP.

Q. Please describe Utah Clean Energy (UCE).
A. UCE is a private nonprofit organization dedicated to advancing energy efficiency and

renewable energy in Utah. UCE works on state and utility energy policy as well as
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promotion of energy efficiency and renewable energy. UCE is funded by foundations,
contracts with state agencies and utilities, and contributions. | serve on the Board of

Directors of UCE.

What are your professional qualifications?

I have 25 years of experience working on energy efficiency policy and program
design, analysis, evaluation and advocacy. Prior to founding SWEEP in 2001, |
served as Executive Director of the American Council for an Energy-Efficient
Economy (ACEEE) in Washington, DC. | have authored or co-authored four books
on energy efficiency and energy policy, and published dozens of reports and articles
on these topics. I have testified before the public utility commissions of Colorado,
Illinois, Maryland, and the District of Columbia. Exhibit HG-1 summarizes my

professional qualifications.

What is the purpose of your testimony?

A.

In my testimony | will discuss the public interest in increasing natural gas energy
efficiency, summarize the potential for and performance of gas energy efficiency
programs based on studies and experience in other states, provide an estimate of the
potential energy savings and economic benefits of gas demand-side management
(DSM) programs in the Questar Gas service territory, and comment on the financial
disincentives to natural gas DSM programs and the conservation enabling tariff

proposed by the applicants.
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Q. Please summarize your testimony.

A. 1 first point out that there is a strong public interest in increasing the energy efficiency

of natural gas use. | then show that there is considerable potential for more efficient
gas use in Utah, and that many other natural gas utilities are implementing cost-
effective demand-side management (DSM) programs for their customers. Next |
estimate the potential gas savings and economic benefits from gas DSM programs
that Questar Gas Company could implement. In particular, | estimate savings
potential of on the order of 6.9 million MCF per year and net economic benefits of
$210 million from what | view as a reasonable 10-year gas DSM effort. Then |
discuss the financial disincentive that gas utilities such as Questar Gas face when
considering implementation of gas DSM programs, and | support the proposed
conservation enabling tariff (CET) as a way to overcome this inherent disincentive in

current regulations.

The Public Interest in Increasing Natural Gas Energy Efficiency

Q. What is the public interest in increasing natural gas energy efficiency?

. Natural gas DSM and energy efficiency programs are in the public interest.

Increasing the energy efficiency of natural gas use will provide benefits for Questar
Gas Company’s customers, the natural gas utility system, the economy, and the
environment. Increasing natural gas energy efficiency will save consumers and
businesses money through lower energy bills, resulting in lower total costs for
customers. Natural gas energy efficiency programs will help mitigate fuel price

increases and reduce customer vulnerability and exposure to natural gas price
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volatility. Reducing gas consumption through energy efficiency improvements is
especially valuable in Utah given the nature of the Questar’s gas supplies. In
particular, marginal gas savings avoid costly market-based gas purchases, thereby
reducing the average cost of gas paid by all customers.! Increasing natural gas energy
efficiency will also diversify energy resources, reduce air pollution and carbon
dioxide emissions, and create jobs and improve the economy. Natural gas energy
efficiency is a reliable energy resource that can cost less than other resources for

meeting the energy needs of customers in the Questar Gas Company service territory.

There are many opportunities for cost-effective natural gas energy efficiency in the
Questar Gas Company service territory in Utah, as evidenced by the gas DSM
potential study prepared for the Utah Natural Gas DSM Advisory Group in June 2004

and the gas DSM program experience in other states.

The Potential for Natural Gas DSM and Experience in Other States

. Have there been any recent studies of natural gas energy efficiency potential in

the Questar Gas Company service area?

. Yes, a study was completed by the consulting firm GDS Associates, Inc. for the Utah

Natural Gas DSM Advisory Group in 2004.2 The study concludes that a

comprehensive and well-funded 10-year DSM effort could reduce gas use by

! This is due to the fact that approximately 45% of the gas provided by Questar Gas Company comes from
its own production which is relatively low cost compared to the remaining gas purchased in the
marketplace.

2 The Maximum Achievable Cost Effective Potential for Gas DSM in Utah for the Questar Gas Company
Service Area. Final Report prepared by GDS Associates for the Utah Natural Gas DSM Advisory Group,
June 2004. http://www.swenergy.org/news/Natural_Gas DSM_Potential_in_Utah.pdf
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residential and commercial customers 20 percent at the end of the 10-year period. The
estimated benefit-cost ratio for this overall effort is 2.39 using the Total Resource

Cost (TRC) test.

Q. What is the experience with natural gas DSM programs in other states?

A. Numerous gas utilities are implementing cost-effective DSM programs that are

helping their customers reduce their gas consumption and gas bills. SWEEP recently
carried out a survey of gas DSM programs offered by 10 gas utilities with
comprehensive DSM programs.® The results of this survey are summarized in Exhibit

HG-2.

The survey found that as of 2004, the leading gas utilities were spending 1.0-1.6% of
their retail revenues on DSM programs and were reducing gas sales by 0.5-1.0% per
year. This is the amount of gas savings from programs implemented in 2004 alone.
Furthermore, the benefit-cost ratio for these programs as a whole ranged from 1.6 to
5.6, and in most cases exceeded 2.0. Most utilities were using the Total Resource
Cost (TRC) test to determine cost effectiveness. And given that natural gas prices
have risen significantly since 2004, gas DSM programs would be even more cost

effective today.

3S. Tegen and H. Geller, Natural Gas Demand-Side Management Programs: A National Survey. Boulder,
CO: Southwest Energy Efficiency Project, Jan. 2006.
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The American Council for an Energy-Efficient Economy also completed a survey of
America’s leading natural gas DSM programs.* Among the exemplary programs

identified by ACEEE are the following:

Keyspan Energy, which operates in both Massachusetts and New Hampshire, is
investing $12 to 13 million per year on a comprehensive set of gas energy efficiency
programs for residential and commercial customers. Keyspan saved 430 million cubic
feet of gas from all programs implemented in 2002. Their programs as a whole have a

benefit-cost ratio of 2.45.

Xcel Energy implements gas DSM programs in Minnesota. The utility’s rebate
program for high efficiency commercial and industrial gas boilers saved 168 million
cubic feet of gas in 2002 alone and operates at an average cost of $2.50 per thousand

cubic feet saved.

In Wisconsin, DSM programs are implemented statewide by a third party program
administrator. The ENERGY STAR products incentive and promotion program
achieved 43% market share for ENERGY STAR clothes washers in 2003, the highest
market share in the nation. The clothes washer program saved 40 million cubic feet of

gas in 2002 alone with a benefit-cost ratio counting gas savings only of 1.85.

In addition, California adopted new energy savings requirements for both gas and

electric utilities in 2004.% The gas requirements will provide customers relief from

4 Exemplary Natural Gas Energy Efficiency Programs. Washington, DC: American Council for an Energy-
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rising natural gas bills by tripling annual gas savings after a 10-year effort, saving 444
million therms per year by 2013, equivalent to the gas consumption of one million
households on average. Gas utilities in California were ramping up their DSM

programs starting in 2006.

Q. What types of DSM programs are gas utilities implementing?

A. Gas utilities typically implement some or all of the following programs as strategies

for stimulating cost-effective energy efficiency improvements:

> Rebates for high efficiency gas furnaces and water heaters

Y

Rebates for high efficiency clothes washers and other appliances that conserve
natural gas

Incentives for home energy retrofit in gas-heated homes

Support for weatherization of homes occupied by low-income families

Design assistance and financial incentives for energy-efficient new construction

Y VWV VYV V¥V

Incentives for high efficiency commercial and industrial boilers and related

efficiency measures

> Incentives for other gas savings measures in the commercial and industrial sectors

Status of Gas DSM Programs in other Southwest states

Q. What is the status of gas utility DSM programs in other Southwest states?

Efficient Economy. Dec. 2003. http://www.aceee.org/utility/ngbestprac/ngbestpractoc.pdf
5 California Public Utilities Commission. Decision D.04-09-060, September 2004.
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A. To the best of my knowledge, no major gas utilities in the Southwest were

implementing DSM programs for their customers as of 2005. But this is starting to
change. In New Mexico, Public Service Company of New Mexico (PNM) proposed
and received approval in December, 2005 to start gas DSM programs in 2006. PNM
will implement a set of programs for residential customers at the funding level of
about $2.2 million per year initially. PNM plans to expand these programs starting in

2007.

In Arizona, the Southwest Gas Company has proposed implementing a set of nine gas
DSM programs for its residential, commercial, and industrial customers. The initial
total DSM budget proposed by Southwest Gas Company is about $4.4 million per

year. This proposal is now under review by the Arizona Corporation Commission.

In Nevada, Sierra Pacific Resources has proposed starting gas DSM programs in its
gas service territory in northern Nevada. This proposal is now under review by the
Public Utilities Commission of Nevada. Sierra Pacific Resources already implements

electricity DSM programs in both northern and southern Nevada.

. Are gas utility DSM programs still worthwhile and desirable given that gas

prices have increased to such a high level in the past year?

. Yes, gas utility DSM programs are still worthwhile and desirable. These programs

address barriers such as the lack of awareness of energy efficiency measures, the lack

of available capital to invest in energy efficiency measures, and the lack of attention
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paid to energy efficiency opportunities among some customers.® Other barriers
include the “split incentives” that exist in the landlord/tenant market (rental property)
or in new construction. These barriers exist even during periods of relatively high
energy prices. This is why gas DSM programs are starting up or expanding at this

time in states such as California, New Mexico, and Nevada.

Savings Potential from Gas DSM Programs in the Questar Gas Service Territory

Q. How much natural gas might customers save from DSM programs implemented

by Questar Gas Company?

. Based on the experience of other gas utilities (see Exhibit HG-2), it would be

reasonable in my view for Questar Gas Company to spend 0.8% or more of its retail
revenues on DSM programs. This means spending approximately $9 million per year
or more on these programs given Questar’s current level of sales revenue.” At the
average savings rate of 77,000 MCF of gas per year per million dollars of program
expenditures (see Exhibit HG-2), spending $9 million annually would result in
693,000 MCF of gas savings per year. This is approximately 0.7% of Questar’s retail
gas sales (excluding gas transported for industrial customers). Thus, a 10-year DSM
effort of this magnitude would save approximately 6.9 million MCF per year at the
end of the effort, assuming no degradation in savings from efficiency measures

installed in the earlier years.

® For a discussion of the barriers to cost-effective energy efficiency improvements, see The Potential for
More Efficient Electricity Use in the Western United States. Report prepared by the Energy Efficiency Task
Force to the Western Governors’ Association. Dec. 2005.
http://www.westgov.org/wga/initiatives/cdeac/Energy%20Efficiency-full.pdf

7 For comparison, Utah Power is now spending about $22 million per year or about 2% of its revenues on
cost-effective DSM programs.
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Q. How much economic savings might result from this level of gas DSM activity?

A. ltis reasonable to assume that gas DSM programs pay for 50% of the full cost of

energy efficiency measures through rebates or other financial incentives, on average.
Assuming that a $9 million annual gas DSM budget includes $6 million in incentive
payments with the remainder of the budget going towards planning, administration,
promotion, and evaluation, the total investment in energy efficiency measures would
be $12 million per year, and the total program plus measure cost would be $15
million per year. Assuming an average benefit-cost ratio of 2.4 using the TRC test,
this would mean approximately $36 million in gross benefits and $21 million in net
benefits for households and businesses as a result of DSM programs implemented
each year. Thus a 10-year gas DSM effort at this level of expenditure could produce

an estimated $210 million in net economic benefits for households and businesses.

Q. Is a benefit-cost ratio of 2.4 a reasonable assumption?

. As shown in Exhibit HG-2, this benefit-cost ratio was exceeded by a number of gas

utilities in different parts of the country in 2004, at a time when gas prices were well
below those prevailing today. Also, this is the average benefit-cost ratio in the Utah
natural gas DSM potential study prepared by GDS Associates in 2004. So it is a
reasonable if not conservative assumption in my view, given that gas prices are

relatively high today and expected to remain so in the near term.

Q. Are there advantages to initiating gas DSM programs as quickly as possible?
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A. Yes there are. As noted above, | estimate that spending $9 million per year on gas

DSM programs could yield $21 million in net benefits for households and businesses.
So every month that passes without Questar implementing cost-effective DSM
programs means that consumers as a whole are paying more than is necessary for

energy services.

Financial Disincentive to Natural Gas Utility Support of Energy Efficiency

. Does Questar Gas Company experience a financial disincentive to promoting

more energy-efficient gas use by its customers?

. Yes. As pointed out in the Application, traditional utility regulation links the utility’s

financial health to the volume of natural gas sold, resulting in a financial disincentive
to invest in energy efficiency and other demand-side resources that reduce natural gas
sales. For Questar, energy savings by customers result in lower non-gas revenues for
the company and threaten recovery of utility fixed costs. In general, this financial
disincentive reduces utility support and enthusiasm for energy efficiency programs
that minimize the long-term cost of providing energy services. It also can impede
utility support for energy-efficiency standards, building energy codes, and other
policies that serve societal interests and reduce energy use without requiring any

direct utility investment.

The financial disincentive is particularly strong for natural gas utilities that have
experienced an overall trend of declining gas usage per customer, which is the

situation for Questar Gas Company and other utilities in the Southwest.
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Q. Is the Conservation Enabling Tariff (CET) Pilot Program proposed in the

Application a reasonable way to address this financial disincentive?

. SWEEP/UCE support the CET Pilot Program proposed by Questar Gas and other

applicants. The CET would ensure that Questar Gas Company can collect from
customers the allowed revenue per customer, thereby not penalizing Questar Gas
financially if gas DSM programs are successful or other energy efficiency initiatives
such as cost-effective building energy codes or appliance efficiency standards are
enacted. We believe that adopting this tariff, at least on a pilot basis, will benefit
customers as well as the utility by stimulating Questar Gas to develop and implement
cost-effective gas DSM programs. These DSM programs are called for in part VI of
the application. In particular, the application states that, “The programs will be
developed and implemented in a timely manner and will seek to maximize gas

savings and net economic benefits for customers” (p. 12).

. Have other states adopted mechanisms to reduce or remove the financial

disincentive that gas utilities face if they implement effective energy efficiency

programs?

. Yes. A number of states including California®, Maryland, Massachusetts, Minnesota,

New Hampshire, North Carolina, and Oregon have done so either through adopting
some form of gas sales-revenue decoupling mechanism, or a positive financial

incentive based on DSM program performance.® California, Maryland, North

8 California Public Utilities Commission. Decisions D.04-05-055, June 2004, for PG&E; D.05-03-023,
March 2005, for SDG&E and SoCalGas.
9 See footnotes 2, 3 and 4.
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Carolina, and Oregon all have adopted some form of decoupling mechanism.® A
summary of the decoupling mechanism adopted by other states, prepared by the

American Gas Association, is provided in Exhibit HG-3.

Q. Have consumer advocates in other states supported decoupling mechanism?

. Consumer advocates in both California and Oregon supported the decoupling

mechanisms adopted in those states. | am not aware of whether or not consumer
advocates supported the decoupling mechanisms adopted in Maryland or North

Carolina.

. Do financial incentives for the utility make a difference with respect to gas utility

support for energy efficiency programs?

. The SWEEP survey mentioned previously (see footnote 3) found that utilities that are

eligible for shareholder incentives tend to spend more as a percentage of their total
revenues on gas DSM programs than utilities without these policies. Also, utilities
with financial incentives tend to save more gas per unit of program expenditures than

utilities without incentives.

Does that conclude your direct testimony?

A. Yes.

10 Natural Gas Rate Round-Up. Washington, DC: American Gas Association. Nov. 2005.
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Exhibit HG-1
Statement of Qualifications

Howard S. Geller

Dr. Howard S. Geller is the Executive Director of the Southwest Energy
Efficiency Project (SWEEP), a public interest venture he founded in 2001.
Based in Boulder, Colorado, SWEEP promotes policies and programs to
advance energy efficiency in Arizona, Colorado, Nevada, New Mexico, Utah,
and Wyoming.

Dr. Geller is the former Executive Director of the American Council for an
Energy-Efficient Economy (ACEEE). He established ACEEE’s Washington,
D.C. office in 1981, stepping down as Executive Director in February 2001.
He built ACEEE’s reputation and influence through technical and policy
assessments, advice to policy makers, development of energy efficiency
programs, consumer guides, and conferences.

Dr. Geller has advised and conducted energy efficiency studies for utilities,
governmental organizations, and international agencies. He has testified
before the U.S. Congress on energy issues many times and has influenced
energy legislation including the National Appliance Energy Conservation Act
of 1987 and the Energy Policy Act of 1992. He has served as an expert
witness on energy efficiency and resource planning issues before the utility
commissions of Colorado, lllinois, Maryland, and the District of Columbia.

Dr. Geller is author or co-author of four books. His most recent book, Energy
Revolution: Policies for a Sustainable Future, was published in 2003 by Island
Press. In addition to his work in the United States, Dr. Geller has spent over
three years working on energy efficiency issues in Brazil. He helped to start
and frequently advises Brazil's National Electricity Conservation Program
(PROCEL).

Dr. Geller was awarded the 1998 Leo Szilard Award for Physics in the Public
Interest by the American Physical Society in recognition of his contributions to
national appliance efficiency standards and more efficient energy use in
general. Dr. Geller is a member of the editorial advisory board for the journal
Energy Policy.

Dr. Geller received his PhD in Energy Policy from the University of Sao Paulo
in Brazil in 2002. He holds a Masters degree in Mechanical and Aerospace
Engineering from Princeton University (1979) and he received a Bachelors
degree from Clark University (1977) where he majored in Physics and
Science, Technology, and Society.
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Information on Comprehensive DSM Programs Implemented by
Ten Gas Utilities in 2004

Program % of Gas savings | % of gas | MCF/yr saved | Benefit-
spending retail (MCF/yr) sales per million | Cost Ratio
(million $) | revenues (1) saved dollars (2)
Aquila (3) 2.1 1.4 146,000 0.5 69,000 --
Centerpoint 5.6 0.5 720,000 0.5 128,600 2.6
Keyspan 12 1.0 490,000 0.4 41,000 3.00
Northwest 4.7 0.7 85,000 0.1 18,000 --
Natural Gas (4)
NSTAR 3.9 0.8 71,500 0.2 18,000 2.29
PG&E 13.5 0.4 2,000,000 0.7 148,000 2.1
PSE 3.8 0.4 311,000 0.5 82,275 1.93
SoCal Gas 21 0.6 1,100,000 0.3 52,000 2.67
Vermont Gas 1.1 1.6 57,000 1.0 52,000 5.6
Z<I\</3|e[\|| )Energy 4 0.7 663,000 0.9 166,000 1.56
Average (5) 7.2 0.8 564,000 0.5 77,000 2.7
Median 4.4 0.7 400,00 0.5 60,500 2.4
Notes:

(1) An MCEF is one thousand cubic feet, and is equivalent to 10.3 therms.
(2) For utilities which report a variety of benefit-cost ratios, we present the value
based on the Total Resource Cost (TRC) test.
(3) Aquila uses the societal test for determining the DSM benefit-cost ratio but did
not provide a value for 2004 programs.

(4) DSM programs, other than support for low-income weatherization, are now

implemented by the Energy Trust of Oregon (ETO) for Northwest Natural Gas

Company. Cost effectiveness analysis includes valuation of environmental

externalities.
(5) Average weights all utilities equally.

Source: S. Tegen and H. Geller, Natural Gas Demand-Side Management Programs: A
National Survey. Boulder, CO: Southwest Energy Efficiency Project. Jan. 2006.
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Exhibit HG-3

AG‘:.S/R

American Gas Association

NATURAL GAS
RATE RoUuND-UP

A Penodic Update on Innovative REate Desizns

Movember 25

Decoupling Mechanisms
Thiz isswe of the AGd Raore Rowsdup descmbes a mte desizo method that helps udlitias tw
proaoce ensrgy efficiancy while preventing the erosion of margins that is the wsual outcome of
customer copzenvation and witlity enerzy efficiency

[ DESCEIPTIONS AND COMPONENTS |
Decoupling Programs
Tradittoral rate desizes allow witlides to collect payments fom consumers every mooth to cover
the actnal cost of matural zas (a pass-through cost, with po uidlity mark-upl, as well as
govermmeant taxes and the utlity’'s fixed costs. Afler delivering a sufficiant volume of natural zas
e cover all of those ttems, a utilify has the opporunity fo earn ifs regulated profit. However, the
maditional rate dasign tes a wility™s profitability to the volame of matural gas that costomers nse.
When the amouet of gas consamed declines, as it does duning periods of warmer than nonmal
weather, and when natural Zas consumers beoome mare epargy efficiant, even a small reduction
in mataral pas consumption can significantly oat ioto 2 weility's poofitability. This presexnts a
strong financial disincentive for patural gas utlifies to promode enerzy efficiency aggressmvely.
To remedy this sinwtion, several catiral gas utlities bave worked with their state regalators to
reform the way their rates are desizped, by separatmg or “de-coupling ™ the ufility's recowery of
ity fived costs from the velms of namral gas delivered to customars. The impetus for this mame
re-desize has been, primartly, the problem of daclining use per customer and the fact that
weather has been consistently warmer than nommal en average, for many years. These
dzcoupling mechanizms, or margin Tacking mechanizms, use periodic adjustments callsd “mue-
ups” 0 move Customers’ rates up or down modestly to ensure that utilities recover their
authorized fizad costs regardless of dacnuations in snergy use

Conservation Components
Pegardless of the volumes of gas deliversd by the utility, decoupling rate desipns provide a
betier chance of recovery of the uility™s fxed costs than do traditional rate desizns. Decoupling
rate designs remove the disinceptives that uiilites face In promoting eperzy efficiency.
Conservation tariffs are the rate desipn components that Zive consamers an incentive 10 CORsevVe
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pamral gas. Mot all decouplng progmms inchede a comservation comypoment, and notf all
conservation tanffs alse inclade a decouplng mechanizm.

At laazt 20 patural gas wiilides hawe taniff provisions that allow recovery of consarvation and
demand side management program costs, as wall as recovery of lost net revemues caused by the
recuction in sales. The programs differ in what costs are allowsd recovery (e.g., progmm costs,
administrative costs, lost margin costs) apd who admiristers the program (2 g, company, state,
or chanfable orzanization). Owne example i3 MW Namml, which ncludss a conservation
comppasnt Mo current decpuplineg mechanism that is admipisterad by an outsids charitable
foundaton. Anether example is Vermont Gas, which does not have a decoupling program, bt
does have a Demand Side Mapazement and Enerzy Efficlency program, in which the witlity
fupds a poritem of costomers” costs of purchasing pew, mers energy-efficisnt appliances.
Vemmeont (as” defars the costs of the program aotl its nest rate caze and subssquently amortizes
the costs over a three-year period apd charges the costs to all ratepayers.

Computational Options
Thers are several options for caloulatng the revenns adjustment, or ime-up. and whils the results
are approzimately the same, the different options help compamies mest umique regulatory
preferences and ciroumstapces.  The use-per-customer Dasis makes a rate adjusiment that is
baszd oo changes In averape use per cnstomer apd then applies that adjustment factor against
umit margims by costomer class. The margm-per-customer rate adjustment is Basad on the
chacge in baseline margin per customer comparsd to the acfual marpin per customer. The tofal

marzm revenie adjustment s based on comparizon of todal baseline margio revenues do actual
MATZIN TEVENLEs.

Vartants —Fixed Vanable Rate Design

More than ope rate desipn method exists that will break the link between volumes of zas
corsimed and cost recovery for the atility. Fixed variabls rate desipn places all of the utiling’s
fined costs, imcheding a regulated profit en the value of the utling’s nvestment in plant and
equipment u:ad to provide servics to the custormst, inte a fized monthly charga called a senvice
charge or a demand charge. This charge is similar to the mopthly fee charged by cable TV
comipemies and is vorelated to the amount of zas (or pomber of TV programs) wsed by the
customier.  Seweral uiilities cumently wtlize a fixed charge oype of rate desizon for recovery of
their costs. AGA will farther discuss this rate desipn mechanizsm in the next Rafe Round-Up.

Simular Mechamisms — Fetum Stabilization

Feum stabilizaton, alse known as rate stabilizatien and revenne stabilization, is another mite
desizn mechanizm that decouplss a atlinys profins fom its gas throwghpar The mechamism
works by adjusting the wiliny™s monthly revenves up or dewn o meet pre-established revenues
and rehon fargets. The amount calonlated 15 added to or subtracted from the commeodity charge
of the wility in the oext meath apd the atlity files a revised rate schedule with the repalator.
Several AGA members have received approval for thess mechanisms. An upooming Fase
Round-Up will d@scuss these related mechanisms m mors detail,
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I CURRENT DECOUPLING PROGRAMS |
W MNanmal - Orezon

The Public Tility Commission of Oregon approved a decoupline tarff for MW Mafumal in
Septemiber of 2002, The PUC sald the fanff was desizped “to break {he 1k between an epstgy
utility’s sales and its prefitabilicy, so that the wility cam assist is customers with energy
efficiency without conflict.”™ The faniff was a partial decoupling mechamism that allowsd NW
Mataral to defer and then amoriize 50 percent of the margin differentials for the residential and
commnercial customer groups.  The mechanizm confained two compopsnts: 1) a "price alastciny”
factor that adjusted for Increases or decreases o consumpiion atimbutable fo apoaal chanzes o
commodity costs or periodic chapges in the compamys peneral rates; and 2) a decouplng
adjusiment calculated on a monthly basis that accounted for deviatipns in expectad volumes.
Weather related msks were pot covered by the mechanizm. The addifiopal company revenues ar
credits to custorners produced by the mechamizm were booked to a defermal account that was
reconciled as part of the companys anpual purchaszed zas adjustment.

The W MNahural decoupling tanff was pat m place for thres years on a pilof baszis and had a
sunsat date of September 30, 2003, unless extended by the PUC. In March of 2003, MW Natural
asked the PUC to imwvestgate whether the decoupling farff should contione.  As part of the
petfion, WW MNamral sabeaitied the resulis of an independent study that had been required vmder
the ariginal order.

Im August 2005, the Oregeon PUC extended W Wamral's parttal decoupling mechanism for an
addifional four vears. MW MNamml revised the decoupling schedule to provide for 100 percent
dafermal and amortization of the marein differentials, This chanze eliminated the nop-weather
related margin variability related to dismibution fized costz. In additon to the decoupling
provisions, MW Matural currendly has in effect a weather-adjusted rate mechamizm (WARM) that
was adopted in an earlist rate case apd that lasts until September 30, 2008, The WABRM covers
all residential amd small commercial customers, unoless the customers opt out.  The 2005
dacoupling case dictates that public puopose fipding and low-moome assistance programs will
remain in effect throvzhear the life of the decoupling program. In additton, indusmial custamers
will mot be chargad or be eligibla for any of the assistance programs.

NW Mabaral has a conservation componsnt to s decoupling program that prowidas an indirect
efficlepcy incemtve to its customers. The company collects from all of its residential and
commercial customers a “public purpose” suncharge of 1.5 percent of their total moathly Bills.
The fupds are then passed on to 2o ndependent, nen-profit orgacizaiion, the Energy Trust of
Cregon. The Energy Trst, which alse receives funding from public purposss surcharges from
all of Oregon’s electric uiilites, then provides pramis fp promote energy-efficiency and
renswable resources amorg homes and businesses,

The Energy Trust of Cregon disburses approuimately 36 million each year 1o snoouTags mudrs
efficient use of natural gaz. Incentives mclude: 5450 - $815 per umit to builders of pew home
constmiciien if namral gas service s installed; rebates for hiph-efficiemcy gas fiopaces, waler
bzatars (incloding tankless units) and other appliances in existing homes; rebates oo maulation,
pew windows and other efforts to reduce home energy use; and rebates on the installation of
fankless water heatars, efficient bodlers, eic. in commercial nldings.

LR
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Baltimore (as and Electne and Washington Gas Light - Maryland

BZ&E s deconpling program began in 1998, while Washington Gas Light s mechanism begac in
Octaber of 2005, The programs, which are similar o desizgn, are “full decoupling”™ programs, in
that they are desizeed to recover multple sources of margin loss, including weather apd prce
elasiicity, a5 well as losses cawsed by oustomears’ conservabon acd enerpy efficlency. The
Marylapd decoupling mechanizm wilizes a balancing account that refurms 10 CUsSIDMETS EXL855
margm when reveonss excesd authomzed levels.

The companies make adjustmeants fo the dalivery price of gas under the applicabla schedules o
reflact test year base mie revenues established in fhe latesi base rate procesding. after adiusimeant
e recognize the subsequent change in the pumber of customers fom the test year lewvel  Test
VBT aVerage wie per cusiomer 15 muliplied by the nef oumber of customers added since the lke-
monthy duriog the test year. The product 15 added to fest year revenue to restate test year
revemues for the meath to inclhude the revised walues, Acral revemmes callected for the month
arz compared to the restated test year revemes and apy differspce is dividad by estimated sales
for the second succeeding month te obtain the adivsmmert to the agplicable delivery prmce. Any
difference betwesr actial and estimated sales 13 reconciled in the determinafion of the
adjustment for 2 fumre menth. Demils of the caloulation of the billice adjnsment are filsd
maonthly with the Public Service Comumission.

Southwest Gas Co. - Califormia

California has had some variation of a decoupling program in place for most of its unlites for
paarly 30 years. The mmpeius for the program was the enaciment of Lfelme rates lapizlation, gas
supply constraines, and the adoption of demard side mapagement programs by the state. Inm i
most Tecent ganeral rate case onder, effecdve Apml 13, 2004, Sowthowest was granted awthority to
mplement a dzcoupling mechanism. The decoupling mechanizm atilizes a balancing account to
prodect customers 1f base revenaes excesd authomnzed levels, and to protect stockholderss if base
revemies are less than anthorized levels. The program is fimmly established and witizes a longz-
standing regulatory constrect that does not recognize an explicit reduction 1o BOE.

Furare test year sysiem anmeal revenae requioement {margin) is established in 2 rate case as a
fixed dollar amount on 2 monthly and anmual basiz. The difference berwesn hilled margins and
authorized margins, phes cammying costs, is recorded monthly in a deferred account. The account
balance is amortized anpually throuzh a uniform cents-per-therm rate applicabls to all schedules,
except special coafracts. The test vear margin amount moreases each Jamoary 1 (befween rate
cases) acconding to an established fomumula.

Predmont Natural Gas — North Carolina

The pewest decoupling tariff, approwed Dy the Nombh Carolina Unlides Commizsion in
Bovember 3005, zave Pledmont Matural Gas permission to implement a Customer Utilization
Tracker (CUT). The mechanizm 15 approved as an experimental, provisioaal tanff for a perod
of no more than three vears and will mutomatically terminate on MNowvember 1, 2008, unless
renewead in A geperal rate case. Dumpe the life of the CUT, Piedmont has agreed to coniribute
500,000 per vear toward conservation programs.  Adoprion of the CUT also results in the
eliminaton of the company's existing weather normalizaton adjusiment mechanizm.
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FEOFOSED DECOUFLING MECHANISALS |

Cascade Natural Gas - The Washington Urilities and Transporiation Commission mmyveilsd
in May 2003 a propesal to decoupls uiilittes’ pas wolume sales from thelr recovery of fixed
costs. As pam of the procesding, the commission 5 conmsidertng a decouplivg propasal by
Cascade Matural Gas. The filing was by petidon and oafside of a rate case.

Cazcade MNatoral Gas filed 2 petition with the Oregea Public Service Commizsipn in
Cictober 20035 to reguest considertion of a decoupling mechanism  The filing was oot part of
A Zeneral rate case.

o 1004, Citizens Gas & Coke Utdlity m Indizpapolis, Ind., filed a gzperal 1afe case with the
Indiana Usdlity Fegalxtory Commizsion for the first tme in 1< years. Crifzens Gas proposed
A Volume Varance and Conservation Adjpostment (WVVCA) mechanizm that wold adjust
raies up or down on a moothly basis to allow the uillity to recover s allowed revemas
requiremnsni, regardiess of fluctuations in customer gas use canzed primanly by the eperey
efficiency afforts of its customers apd varation:s from nommal weather, The propased VWVICA
is an intezral part of Cidzens (Gas” proposed comprehensive Ensrgy Efficiency Progmam.
Montans-Dakots Utilitses (ADU) in Moctana has proposed 2 mechantsm that 13 idaetcal to
the WW WNataral decoupling mechanism apd has also propossd a weather normalization
clause o recover weather-related margin losses. MDU will proposs 2 comssrvation
comyponent in 2006,

Sonthwest Cas Corp. madz a filing with the Anzona Corporation Commission on Dec. 9,
2004, that inclades a request to restraciure rasidential rates in ooder to separate the recovery
of fixed oparating costs from the volume of zas the utiliny sells. Southwest noted that whils
Its Tesidential customer growih rate ew:ee:li 5 percent per year, it bas expersnced a decline
in residestial average use of approximately I percent per vear, and has eammed its autherized
RO in ooty one of the Last 10 yaars.
The prozram would establish test vear residential marpin per customer in a general rafe casa.
The monthly awtherized margin per residential customer times the acmal member of
residenidal cnstomers billed for the month aguals the tofal anthonzed margin each month.
The difference between the billed marzin and the authorzed margin, plas the camyviog costs
for the month, wenld be recorded in a defamed accoumt and the accouat balance would be
amortized apmually through 2 umiform cents-per-themm rate applicable o residenmtial
ClsTomETs.
Veciren Energy Delivery has pedfioped the Indiana TUdlity Fegalatory Commission far
parmizsion to implament a conservation program, “in ardar to praserve its abdlity to provide
reliabls, low cost servics, as wall as create the fipancial stability rzguirsd to position ot 1o
promade Eas conservation on behalf of its customers ™ As proposed, the Comservation
Adjustment will coasist of two nterrelated components: the conservation fimding rider, and
the dacoupling mechanism. The company filed a petition rather than a new rate case for the
CONSRIVATION PIOSTARL

FREVIOUSLY FEOPOSED MECHANISMS |

NW Natural's 2004 rate caze settlement in Washingtor sutherzed further stady. Sees
Cascade Mamral zas proposal above.

Veciren Energy Delivery alimivated a proposal fom its 2002 Obdo rate case setilemant
Xrel Enerzy eliminared a decouplicg proposal from its Mionesofa rate case seftiament.
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HOW WELL HAVE THEY WOREED? |

Decoupbing programs, which have been accepted for manpy year: in Califormia and
Maryland, have protected wmtlifies from margin loss cansed by declining use per
costomer. Thess mechapisms compare recent base mfe revenue fargets against actual
revenue, and wanally adjast for growth. The use and accepiance of these programs appears o
be zrowing.

An independent evaluatiom of NW Natural’s decoupling and comservatiom tariffs,

compiled in March 2005, found the programs to be worthwhile and in the public
inferest. Among the conclusions of the evaluators weme that the mechanism 3 effactive io
redcing the vanability of uility reveruss; the mechanism removes dismoentives o promaie
pnargy afficiency; public puopose foedipg establizhed m comunction with the conservaton
component is bepeficial to comsumers; pepative fesdback was lmited te complaints
guestioning the appropriatensss andor the legalify of public purposs funding; and the
mechanism doss not redwce the nceatve for zeod customesr servics.

Addifional advanfages of the program include: reduction of rate cases, reliance on basic
rate formulas that have been nilized for decades, and the ease of andit.

A dizadvantage of decoupling is that regolator: and advecates may seek a redoced
return or otfher concessions as a frade-off or as a bargaining chip.

RESOURCES:
COMPANIES, EATE ORDEES, WEBSITES, CONTACTS, ETC.
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Comract Lourie Dubam i) £18-265-4031

Cascade Natural Gas - Oregon - Cuectly Progossd - |, Ociober 3005
hitp:Vedeos puc state orus'sfdocs TAA vl §Tuaad2 1448 pdf, Conraer Jon Sralfz (@ 206-624-
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Citizens [-as % Coke T.:Lllh - Il:llan.'l - Curreuﬂ} Pm:n:- &l — December 9, 2004,
& a1y Comfact  LaTona
FPremtice (o 317-027-4528
Montana-Dakota Tilities — Montana - Cuareatly Proposed —Mootana Dockst Mo
C2005.9.148; Contact Don Bail ) 7RI-222-7630

NW Natoral - Oregon - Approved - Order Moo 03-1041, September 26, 30035;
hrp-Japps. puc. siane.or. urardern 2005 erds O5-J 041 pgf Carnact O Alex Milier @ 503-711-
MET

NW Natoral - Washingion — Fate case setlement awthonzed famher stady - 2004, Conaer
. Aler Myller () J03-721-2457
Fiedmont Natural Gas — North Carolina - ..'-'LII[ZIIDIE-Iﬂ ]::-:ur_kat*i G a, Ir:-1.'t: 49-.2' G—.-.l 'E-u:l
451, G442 Sub 15, Wovember 3, 2005; ki i
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« Somthwest Gaz - Arnzoma - Cumendly  Propossd - Decembar 8, 1004

R W S0 TIMeETISa. COm e ."iE'h.'.?'-G'ui"T ci php val=AZ & the W-::r—"SﬂJ Lr'w moith
= =I Contact Roger Wompamsary (a0 702-576-7321

= Sonthwest Gas — California - ﬂp]:]‘l:l'i.'-E['.— n_-ﬂ_'lf:ll'l'_'l.il -"Lp:l_1|:.11_1}11'['1-:| 02-02- Illl"L Diacision
Wo. 04-03-034; Comtact Roger Movidgomery (@ 702-878-732]

= Sonthwest Gas — Mevada - Mot a_:lpmved—Hevudu. Taly 2004; Conracr Roger Manrsomer)
I':' i' 'I IEI l:l- "_'! 5 I

= Veciren Energy Delivery — Indiana - Currenﬂ} Proposed — Indiana URC Cause Mo, 22823
Cictaber 13, “‘“{Ix Comtact Scort Aibertson @ §13-49]-4682

= Vectren Energy Delivery — Ohio — Elimizated from rate case settlement — Ohio BUC, Feb
2004, Compaer Scon Alberrson i 512-491-4652

= Washington Cay T_]E;]]t —\.Iar'rland Appn}ier. — Marylapd Case MNo. 3900, Ociober 1,
M5, & i 1] i Comdmer Paoul Buckiey &
FO2-750-3240

« Xcel Energy — Minnesota — Ellminated from rate case settlement; Contmer dmy Lidergowsk
i e Liberkows RlidnceignerE). com

[ ADDITIONAL INFORMATION |
If you would like mote infermation abeat a particular proeram or would like to speak o another
AGA member regarding the defails of {he propram, please coaofact: Cynelug Marple, AGA
director of rates and regulatory affxirs, Cmamplefaza orz or 202-834-T328,
HWanr tp leqrn more? AGA hosted an andio conference on Decouplime, Conssrvatton, and
Margin Tracking Mechanisms™ on October 27, 2005, Copiles of the seminar presentations are at:
hripzdwovwaga. org Template ot "L ecrion=dndioeonference Serieid Temploie="emberrOnl
rofmENnWenudD=F28& ContenifD=18221 & DirectLisiCom bodrd=0

T e

The rext edicion of the AGA BEave Reurndup will cover ficed variable rate design programs. IF
yerr company ¢ffers sneh o mechanism, pleaze coniacy Cymithig Marple,

Previens Edisions:

The Jupe 2005 Rafe Rownd-Up focused on Fized Bills and Fixed Gas Price Optons. Find ths
Fovnd-Up at:

I wmeara.org Template o "Lecmon=Rare Beundupd Templore=VWembersOnlpofm& £
onrenif=1 6304,

The March 2005 Row Rownd-Up coversd pipeline imtsprity mapapemsnt cost T2oovery
fechnignes. Read this Round-Up at

Iipotvwmegra.org Template offe Ml ecion=Rare Boundupd Templore=MembersOnlpofm&d

arienfD={ 5955,
1']1&'['1111 EI'_"I.|IIEI.' 2004 R-?rﬁ' F.:;'ul.:' L’,.-" on E-1d Del:-t En st e -:]Es.1='|: Can 1:e EurJn.'l at:

.::u'rreanD E.I'Fﬂ 7
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