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L. Introduction

Duke Energy Ohio, Inc. (“Duke Energy Ohio” or “Company™) filed an
application requesting approval of three additional energy efficiency programs that the
Company proposes to include in its current energy efficiency portfolio. In its application,
the Company also requests approval of a newly proposed cost recovery mechanism. The
Company’s current energy efficiency portfolio and cost recovery mechanism took effect
through Case No, 08-0090-EL-SSO (“original 38O case”). The Company also filed its
initial energy efficiency portfolio plan in Case No. 09-1999-EL-POR, which included
essentially the same energy efficiency programs and cost recovery mechanism approved

in the original SSO case.

II. Newly Proposed Residential Energy Efficiency Programs

The Company is proposing three new energy efficiency programs which are: 1)

the Appliance Recycling Program, 2) Home Energy Solutions and 3} the Low Income
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Neighborhood Program (collectively referred to as the “new programs™). The new
programs will be added to the Company’s currently approved residential programs. The
new programs were presented to the Duke Energy Community Partnership Energy
Efficiency Collaborative (“Collaborative™) on June 15, 2011 and September 8, 2011.
Staff is aware of only one party that challenged the impacts of the new programs.
Furthermore, this party challenged only the Low Income Neighborhood Program, and not
the Appliance Recycling Program or Home Energy Solutions.

Staff reviewed another utility’s residential low income program and found its
impacts to be similar to the measures the Company is proposing through its Low Income
Neighborhood Program. Through data requests, Staff was informed that the Company
will likely meet its annual energy efficiency goals without the new programs in the near
term (i.e. 2012 and 2013), but the Company wiil need to rely on these programs or other
unnamed energy efficiency programs to meet their goals through 2016.

The Staff recommends that the new programs be approved and implemented,
since all of these programs easily pass the ex-ante TRC test as provided for by the
Company.

1. Newly Proposed Energy Efficiency Cost Recovery Method and
Incentive Mechanism

The Company is also proposing a new cost recovery and incentive mechanism for
its energy efficiency programs starting January 1, 2012. The Staff recognizes that the
present Rider SAW cost recovery formula was difficult to understand and that it
permitted the Company to receive very robust returns relative to their overall risks. As an

alternative to the Rider SAW, the Company is proposing a cost recovery mechanism



labeled EE-PDR that is based upon a more traditional cost recovery method. The
Company is not requesting lost distribution revenue recovery under this mechanism
provided that some form of lost distribution cost recovery is approved through an
appropriate revenue decoupling mechanism in the Company’s standard service offer
application, Case No. 11-3549-EL-SSO.

Under the newly proposed Rider EE-PDR, the Company will recover all of its
administrative and related EM&V program costs plus the associated customer rebates
with the possibility of receiving an incentive kicker. The incentive kicker will be based
upon the Company’s ability to perform and exceed its annual energy efficiency goals.
The incentive kicker proposed will have a sliding scale depending on the percentage of
energy efficiency achieved above the Company’s annual benchmark.®> If the Company
exceeds its annual benchmark by the proposed percentages, the Company will have the
ability to earn increasing returns on energy efficiency. Therefore, the size of the overall
incentive that the Company may earn will be tied to the Company’s performance. The
Staff recognizes that there is no cap on the amount of incentive that Duke Energy Ohio
may receive, but the absence’ of such a cap will incentivize the Company to continue

and potentially increase its investments in cost-effective energy efficiency programs.

IV. Proposed Decoupling Mechanism to Deal with Lost Distribution
Revenues

The Company proposed in its application to move the recovery of lost distribution

revenues caused by the utility’s investment in energy efficiency inte a form of an

2 The sliding scale incentive proposed by the Company is provided for in Table 1

on p. 5 of Timothy J. Duff’s direct testimony filed in this case.

3 Staff has changed the word “removal” to “absence.”
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annualized revenue requirement true-up. This alternative distribution cost recovery
mechanism, referred to as Rider DR, is pending in the Company’s Electric Security
Plan/SSO case, Case No. 11-3549-EL-SS0O. The Company will need approval of some
form of distribution revenue decoupling in order to remove the incentive to increase their
electricity sales over investing in energy efficiency. Revenue decoupling will need to be
thought out carefully in order to prevent customer confusion and customer resentment.
The Staft believes that some of the Company’s fixed distribution costs are non-
congestionable and customer specific. These would include customer line drops to
houses or facilities, meters, meter installation and maintenance, customer billing records
and record retention, etc.

The remaining common distribution costs are driven by customers demand on
those components and may be coincident or non-coincident related. An example would
be an electric distribution substation, At times, these facilitics may become congested.
The question remains as to which customers are causing this congestion and which
customers are utilizing these facilities the most, i.e. who is receiving the most value for
these facilities.

The Staff recommends that the Company provide a breakdown of its distribution
costs in the various categories to determine what they are and file them in its current SSO

case.
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