STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
PUBLIC UTILITIESCOMMISSION

IN RE: THE NARRAGANSETT ELECTRIC

COMPANY, DEMAND-SIDE DOCKET NO. 3463
MANAGEMENT PROGRAMS FOR 2003

REPORT AND ORDER

Overview

Since 1989, the Commisson has annually reviewed the design and
implementation for Narragansett Electric Company’'s (“Narragansett” or “Company”)
proposed DSM programs and authorized the assessment of a conservation and |load
management adjustment factor (“C&LM Factor”) to fund program costs. The Utility
Restructuring Act of 1996 (“URA"), as amended and set forth in Title 39 of the Rhode
Island Genera Laws, has effectively codified the Commission’s practice by enacting into
law a provision for the funding of DSM programs. In effect, the URA establishes a
charge of 2.0 mills per kilowatt-hour for the 2003 programs, unless the Commission
approves a higher 1“a(:tor.ll—'| Although the law provides the funding for the programs and
states that the Company shall administer the programs, the Commission continues to have
the responsibility for reviewing the design and implementation of Narragansett’s DSM
programs.

On September 6, 2002, in response to Commission directivesin Order No. 17106,

Narragansett, filed with the Public Utilities Commission (“Commission”) direct pre-filed
testimony in support of its proposed Demand-Side Management (“DSM”) programs for

2003. On October 22, 2002, the Division of Public Utilities and Carriers (“Division™)

'R.I.G.L. § 39-2-1.2(b) provides this level of funding for DSM programs for a ten-year period beginning
January 1, 2003.



submitted its pre-filed direct testimony. On October 28, 2002, the Commission
conducted a technical record conference to address the filings. The Parties had the
opportunity to file supplemental testimony and to complete discovery.

On December 4, 2002, a Settlement (“ Settlement” )Elexecuted by Narragansett, the
Division, and The Energy Council of Rhode Island (“TEC-RI”) in connection with
Narragansett's DSM for caendar year 2003 (“2003 Programs’) was filed with the
Commission. The Settlement represents an agreement among its signatories (the
“Parties’ )Elregardi ng the design and implementation of Narragansett’s 2003 Programs, as
well as the alocation of dollars between the DSM and programs.  On December 9, 2002,
the Commission conducted a public hearing to review the merits of the proposed
Settlement. In response to Commission concerns at the hearing, on December 17, 2002,
the parties submitted an Amended Settlement.li| On December 20, 2002, after considering
the evidence presented, the Commission ruled on the propriety of the Settlement.

. Pre-Filed Testimony

A. Narragansett

Narragansett submitted the pre-filed testimony of Timothy F. Horan, Vice
President of Business Services for Narragansett Electric Company, Michael L. McAteer,
Manager of Business Energy Efficiency Services for National Grid USA, Laura G.
McNaughton, Manager of Residential Services for National Grid USA, and Carol S.
White, Director of Evaluation and Research for National Grid USA.

Mr. Horan provided an overview both of Narragansett’s experience delivering

energy efficient programs and of the Company’s proposals for 2003. He indicated that

% The Settlement was admitted as Joint Exhibit 1.
% The Parties are members of the Demand-Side Management Collaborative (“DSM Collaborative”).



the Company has five goals for its programs: (1) that they be as cost-effective as
possible; (2) that they serve alarge number and broad mix of Rhode Island customers; (3)
that they maximize the long-term savings, (4) that they capture potentia lost
opportunities; and (5) that they actively change markets for energy efficient equipment

3

and service™ Mr. Horan explained that the Company conducts annual reviews of its
programs to identify areas of improvement in order to advance these stated goals.

He indicated that since the inception of the DSM programs, the Company has
made numerous changes in order to improve programs.EI Mr. Horan asserted that the
programs have assisted the Company in working to overcome certain market barriers that
consumers face, such as higher first cost, lack of information and high search and
verification costs, uncertainty about performance of complex, unfamiliar technologies,
product unavailability, and misplaced rebates/split incentives. He noted, however, that
although the market barriers have been overcome to a certain extent, there is still room
for improvement.

Addressing the proposed 2003 programs and associated budgets, Mr. Horan
indicated that the Company proposed a total DSM budget of $22,692,700 targeted to
Residential, Small Commercia and Industria (*Small C&1"”), and Large Commercial and
Industrial (“Large C&I”) customers. The Residential Program budget of $5,956,600
would cover the following programs: the Energy Star Homes, Energy Star Appliances,

Energy Star Lighting, the Energy Wise Program, the Appliance Management Program,

the Energy Efficiency Educational Programs, the Home Energy Management Program,

* The Amended Settlement is attached as Appendix A and incorporated herein by reference.
® Narr. Ex. 1A (Pre-filed testimony of Timothy F. Horan), p. 2.
6
Id. at 2-5.
“Id. at 5-7.



the Energy Star Heating Program, and the Rhode Island High Efficiency Air
Conditioning Program.EI The Large Commercial and Industrial Program Budget of
$13,305,300 would be put toward the following programs. Energy Initiative, the retrofit
program, Design2000plus, a new construction program, services offering technical,
financial and other services to assist customers in choosing the proper measures for their

Bl

operations.™ The Company also planned to continue the Small Business Program with a
proposed budget of 1’452,349,200.EI Funding for these programs would be comprised of the
non-bypassable distribution charge, program leasing revenues, co-payments from
customers and a balance of unspent funds from 2002.EI With regard to the apportionment
of budgeted funds among programs, Mr. Horan indicated that the Company proposed to
have the ability to transfer funds from one program to another within a sector with prior
approval of the Division. The Company proposed that with Division approval and notice
to the Commission, it would be allowed to transfer funds from one sector to another if the
transfer would only reduce the sector by 20% or less. Transfers between sectors of more
than 20% in the aggregate over the course of the year would require Commission
approval .EI

Mr. McAteer's testimony focused on the commercia and industria (C&l)
programs. He indicated that the Company planned to offer the same C&I programs as
those offered in 2002. He testified that the programs are nationally recognized. He noted

that Design 2000plus and the Energy Initiative programs are available to all non-

residential customers. The Small Business program targets those non-residential

81d. at 7-8.
91d. at 8.

10 1d.

1d. at TFH-2.



customers with a demand of less than 100kW or annua usage of less than 300,000
kWh.EI Mr. McAteer indicated that the Design 2000plus and Energy Initiative programs
contain several initiatives to aid in market transformation, including, the DesignLights
Consortium, the Schools Initiative, Building Operator Training and Certification, Cool
Choice, MotorUp, the Compressed Air Challenge, and the Building Codes and Standards
Initiative."zI

Addressing adjustments to the C&I programs for 2003, Mr. McAteer indicated
that several modifications would not occur until the completion of the Company’s review
of the 2002 programs. However, he did note that Narragansett was considering reducing
certain rebates to reflect pricing changes. Reduction of those rebates would allow for
greater rebates to other customers and allow for greater energy and demand savi ngs.'ﬁ
Mr. McAteer then turned to more concrete proposals, such as Company participation in
the development of “Advanced Building Design Guidelines” by the New Buildings
Institute and other utility sponsors. The purpose of the Guidelines is to define the best
practice in design, construction and start-up of new and renovated non-residential
buildi ngs.EI The other proposal related to non-residential customers was a pilot program
in 2003 to determine the feasibility of a Demand Response Initiative. The primary goa
of the program is to enable customers to actively manage and document their electrical
consumption and loads through a building management system. The second goal would

be to determine strategies for encouraging other market participants to adopt and promote

this energy management philosophy. The funding for the pilot in the amount of $25,000

12
Id. at 9.
3 Narr. Ex. 1B (Pre-filed testimony of Michael L. McAteer), pp. 2-3.
“d. at 4.
©1d. at 5-6.



would allow Narragansett to conduct load shed audits that would identify electric
measures that can reduce customer demand.izl

Ms. McNaughton's testimony addressed the proposed Residentia Programs,
detailing any changes from prior years. Regarding the Energy Star Appliance program,
the Narragansett proposed discontinuing continuous rebates for clothes washers in favor
of working with retailers and manufacturers on short-term promotions. Additionally,
Narragansett proposed the addition of a new short-term rebate of $25 on Energy Star air
conditionersZe!

Ms. McNaughton stated that the Company was proposing “dramatic” changes to
the design of the Residential Lighting Program, including renaming it Energy Star
Lighting. She indicated that there had been significant changes in the residentia
lighting market since 1991, including the adoption of national standards for lighting
which lead to higher production and a willingness by more suppliers to stock compact
fluorescent lights (“CFLs”). Furthermore, rebates had dropped significantly, from a high
of $28 in 1993 to $3 in 2002. Therefore, Narragansett proposed eliminating the standard
rebates for CFLs, in favor of engaging in specia promotions to promote innovative or
specialized CFL screw-ins. However, the Company proposed to continue rebates for
Energy Star fixtures and torchieres in the amount of $10 for exterior fixtures, $15 for
interior fixtures and $20 for torchieres and table Iamps.E’-I

Ms. McNaughton did not highlight any changes to the Energy Wise, Appliance

Management, Home Energy Management or Energy Star Heating Programs. Addressing

%1d. at 6.

71d. at 6-8.
®1d. at 4-5.
¥1d. at 5-6.



the Energy Star Central Air Conditioning Program, Ms. McNaughton noted that in 2002,
Narragansett focused on start-up activities relating to this new 2002 program. She
indicated that the Company’s focus would shift during 2003 to concentrate on increased
outreach and participation in the program. Ms. McNaughton indicated that
Narragansett’s goal will be to serve 200 customersin 2003.5'|

With regard to the Energy Efficiency Educational Programs, Ms. McNaughton
noted no changes to the National Energy Education Development Project, but did
indicate that Narragansett will initiate the Rhode Island EnergySmart Schools in 2003.
This program is designed to build upon programs that have been offered in Rhode Island.
Services include kits and curriculum for students from kindergarten through high school,
student/teacher training programs, workshops and conferences, a summer camp program,
scholarships to national energy educational conferences and youth a(s/vards.ii"_-|

Ms. McNaughton noted that Narragansett proposed expansion of the Energy Star
Homes Vocational Schools Initiative to four schools, to include, in addition to the
Woonsocket Area Career and Technical Center and the Warwick Career and Technical
School, the Davies Career and Technical School in Lincoln and the Cranston Career and
Technical School .El

At the conclusion of her pre-filed testimony, Ms. McNaughton explained that
customers in homes heated by natural gas are served by energy efficiency programs
offered by the New England Gas Company through funding to the Rhode Island State

Energy Office to provide weatherization and rebates to qualifying customers.i'_*-I

21d. at 6-10.
2d. at 10.
2|d. at 10-11.
21d. at 11.



Ms. White provided testimony regarding the cost-effectiveness of the Company’s
programs and on the proposed shareholder incentives related to 2003 programs. She
indicated that rather than the Rhode Island test used in the past to measure cost
effectiveness, the Company was proposing to use a modified total resource cost test
("*TRC”). She explained that the difference is that under the Rhode Island test, only
electricity savings were valued. Under the TRC, the Company would factor non-electric
savings, including avoided generation costs, avoided transmission and distribution costs,
participant spillover, customer benefits, quantifiable avoided natural resource costs, and
transmission and distribution line loss factors.ELI

Regarding the actual cost effectiveness of the 2003 DSM programs, Ms. White
testified that the entire DSM effort is expected to have a benefit/cost ratio of 1.87. The
Large C&I programs are expected to have a benefit/cost ratio of 2.16, the small C&l
programs, a benefit/cost ratio of 2.29, and the residential programs, a benefit/cost ratio of
1.28H

Ms. White indicated that the Company proposed to make several modifications to
the Shareholder Incentive Mechanism that was approved in prior DSM-related
Commission dockets. At the outset, Ms. White indicated that it was Narragansett’s view
that there are five (5) purposes behind the shareholder incentive mechanism: (1) to
reward Narragansett for effective program implementation; (2) to encourage Narragansett

to prudently spend the entire DSM budget; (3) to encourage program innovation; (4) to

encourage Narragansett to make services available to al customer constituencies; and (5)

24

Id. at 3-7.
% |d. at 8-9. Ms. White noted that although the residential Energy Star Air Conditioning Program is not
expected to be cost-effective under the TRC (having a benefit cost ratio of less than 1.0), the Company
believesit should be implemented due to its importance to residential customers.



to édiminate adverse financial affects to Narragansett related to aggressive program
implementation. Under the previously approved shareholder incentive mechanism, the
Company earned an incentive based on annual electric savings targets within each of the
customer classes. Narragansett had the opportunity to earn up to 4.25% of its DSM
implementation budget, excluding evaluation expenses and expenses related to the Home
Energy Management Program once it achieved 45% of the targeted annual kWh savings
goal for the sector.EI

Under the new proposal, rather than using the three customer classes served in
calculating the shareholder incentive, Narragansett would only use two - residential and
non-residential. Narragansett would base the potential shareholder incentive on expenses
rather than budget to motivate the Company to spend the entire budgeted amount. Also,
rather than earning up to 4.25% of the DSM budget once the Company achieved 45%
savings, Narragansett suggested a higher incentive if it exceeded goals. Therefore, the
Company suggested setting the target incentive at 4.5% of total expenses, with a tota

incentive cap of 6% of expenses for the portfolio of programs once the Company reached

55% of a sector goal .EI

%1d. at 10-12, Schedule CSW-4, pp. 1-4.
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B.  Division

On October 22, 2002, the Division submitted the Pre-filed Testimony of Dr.
Jonathan Raab, President of Raab Associates, Ltd., an energy, environmental, and
regulatory consulting and dispute resolution firm. Dr. Raab’s testimony was designed to
comment of Narragansett’s proposed changes to the shareholder incentive plan, to the
proposed DSM budgets by customer class, to the specific design of several programs, and
to the benefit-cost tekct.EI

Dr. Raab indicated that, overall, the Division supported Narragansett’s proposed
DSM programs which represented a continuation of the existing, relatively successful
portfolio of programs. However, the Division believed that the proposed changes to the
incentive structure were unnecessary and counter-productive. Specifically, the Division
believed that the incentive cap should not be increased from 4.25% to 6%, but rather held
steady, or even decreased to represent the lower interest rates and the fact that there is
less risk to the Company than when the incentives were first introduced. Additionaly,
Dr. Raab opined that a stretch incentive system may lead to gaming of the programs.
Furthermore, the Division argued that Narragansett should not be allowed to earn
incentives on planning and evaluation costs. Nor should the incentive be based on
expenditures rather than on the budget because, according to the Division, “basing
incentives on budget rather than expenditures actually provides a higher incentive to
spend the entire budget than what the Company suggests.”E"| Finally, Dr. Raab indicated
that the Division is strongly against combining the Large and Small C&| customersinto a

single category for purposes of calculating the shareholder incentive. Such a move,

% Division Ex. 1 (Pre-filed Testimony of Jonathan Raab), p. 3.
®1d. a6.

10



according to the Division would reduce the likelihood that the Company would focus
adequate effort on serving the smaller commercial cusxomers.ﬁ|

However, Dr. Raab indicated that the Division could support the Company’s
proposal that the calculation of the shareholder incentive should be designed to recognize
the non-electric resource benefits, especially in light of the fact that the Commission has
been encouraging the Company to pursue programs that have benefits to conservation of
fuel ail, propane and water. Second, the Division supported increasing the threshold the
Company needs to reach before earning an incentive in each of the sectors to 55% from
45%.

Furthermore, Dr. Raab expressed concern regarding Narragansett’s proposal to
reallocate money away from residential and small commercial customers in favor of large
commercia and industrial customers. He indicated that it appeared that the Company’s
overall budget break-down appeared to shift resources away from residential and small
commercia customers and toward large C&I1 customers. Dr. Raab provided a chart
showing a 5% reduction in the 2003 residential and small commercial alocation and a
5% increase in the large C&1 allocation of the overal budget as compared to the 2002
aIIocations.EI

Additionally he indicated that the Division was concerned with program design
changes in some areas and a lack of changes in other areas. Specifically, the Division
targeted the Energy Star Appliance, residentia lighting, small business and larger C&|
programs. Dr. Raab indicated that it was not clear why the Company proposed

eliminating the continuous rebates for clothes washers when the most recent data showed

%0 |d. at 4-6.
3d. at 4,6-7.
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that Rhode Island was lagging behind other states in market share. Also, the Division
questioned whether $25 is a sufficiently high rebate for Energy Star air conditioners and
whether the level of rebate should be associated with the air conditioner size or efficiency
rating. With regard to the residential lighting program, the Division supported targeted
promotional rebates, but supported them in addition to the continuous rebates for CFL
screw-ins, not in place of the continuous rebates. According to Dr. Raab, there was no
evidence that the market has been sufficiently transformed in this area_EI

Addressing the small business program, Dr. Raab reiterated the Division's
concern that the Company has proposed to cut the budget by over 20%. It was not clear
to the Division why Narragansett was convinced that it could not expect to hit its targets
in the program in 2003. He indicated that Narragansett had not provided sufficient
evidence that it has explored all avenues to boost participation in the program.g-| With
regard to the Large C&I programs, Dr. Raab indicated that the Division did not yet have
sufficient information upon which to base an opini on.EI

Finaly, Dr. Raab indicated that the changes to the benefit-cost test create a
different test that should supplement rather than supplant the existing benefit-cost test.
While Dr. Raab noted that the Division could support adding non-resource savings,
adding customer costs to the test would distort the results. Therefore, the Division

recommended not including customer costs in the analysis. However, Dr. Raab opined

that if the Commission wished to use a more societal test, it should require the Company

%21d. at 6-9.
Bd. at 9.
% d. at 9-10.

12



to calculate the benefit/cost test under both the original and new TRC benefit-cost test for
each programE’-|
1. Technical Session

On Monday, October 28, 2002, the Commission convened a Technical Record
Conference to discuss the pre-filed testimony filed by the parties and to address issues
raised prior to the parties working toward a settlement. A Technical Record Conference
alows the parties and Commission to participate in a free exchange of ideas within the
confines of a docketed matter. The Technical Record Conference does not normally take
the place of the public hearing, but allows the parties and the Commission to work toward
common resolution without raising the Commission to the level of a party to the docket.

The following people were present at the Conference:  Doug Hartley,
Commission Energy Policy Director, Arline Bolvin, Director of the Coalition for
Consumer Justice, Matt Guglielmetti, State Energy Office, Bill Gilmore, The Energy
Council of Rhode Island (“TEC-RI"), Bill Lueker, Special Assistant Attorney General
representing the Division, Jonathan Raab, Raab Associates, consultant to the Division,
Terry Schwennesen, counsel to Narragansett, Carlos Gavilondo, Vice President,
Distribution and Regulatory Services for Narragansett, Amy Rabinowitz, counsel to
Narragansett, Timothy Horan, Vice President of Business Services for Narragansett,
Michael McAteer, Manager of Business Energy Efficiency Services for Narragansett,
Carol White, Director of Evaluation for Narragansett, Laura McNaughton, Manager of
Residential Energy Efficiency Service for Narragansett, Tim Roughan, Director of
Distributed Resources for Narragansett, David Jacobson, Principal Analyst for National

Grid, Kate Ringe-Welch, Principal Analyst for National Grid, Michael Hager, Director of

% 1d. at 10.
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Energy Supply for Narragansett, Thomas Gentile, Manager of Transmission Planning for
Narragansett, Erich Stephens, Executive Director of People’'s Power and Light, Kevin
Menard, Al Contente, Engineer with the Division and David Stearns, Division Fiscal
Analyst.

The proceeding covered many issues of interest regarding DSM programs, but
primarily focused on five: (1) the continuation of shareholder incentives and the
appropriate mechanism for their calculation;@(Z) the sufficiency of programs and budget
dlocations to Small C&l and Residentid sectors; (3) the necessity and levels of
rebat&;E(4) the creation of an advisory committee in lieu of the coIIaborative;@and 5)
the concept of multi-year program and budget approval .E‘

1. Shareholder Incentives

Narragansett defended the continuation of shareholder incentives tied to the
administration of DSM programs. According to the Company, the kWh savings
produced by DSM programs causes a reduction of revenues and therefore, in order to
incent the entire company, including upper management, to support strong programs
which cause a reduction in revenues, a monetary incentive is necessary. Additionally,
Narragansett argued that the shareholder incentive encourages Narragansett to continue
developing new programs. However, in response to Commission inquiry, Narragansett
indicated that while the Company believed that the traditional method of calculating the
shareholder incentive was the most straightforward, the Company was open to the idea of

an incentive based on performance based metrics.

% Tr. 10/28/02, pp. 19-59, 86-91, 200-201, 205-210, 223.
37 1d. at 92-118.

% |d. at 119-170, 202-204, 255-260.

%|d. at 182-196, 225.
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Addressing performance based metrics specifically, Narragansett noted that its
sister electric utilities have incentives based on performance based metrics. The
Company suggested that any aternative incentive mechanism should be understandable
to the people going out in the field so they understand how their actions affect the
potential earnings attributed to the programs. Additionally, Narragansett asserted that an
overly complex incentive mechanism may actually impede the effectiveness of the

1]

programs.

2. Budget Allocations

Turning to the budget allocations for 2003, the Commission and Division
expressed concern regarding a reduced budget for the Residentia and Small C&l
customers in comparison to an increase in the Large C&| budget. Narragansett indicated
that many customers had already participated in the Small Business Programs and it is
chalenging to gain further participation from them. Mr. McAteer indicated that
Narragansett was looking for ways to increase participation, such as allowing the Small
C&1 customers to extend the term on their co-pays from 24 to 26 months. Ms. White
added that Narragansett had recently conducted an evaluation/survey of customers in
Rhode Island, both participants and non-participants to determine how to better serve
them B2

3. Rebates

Addressing the concerns regarding the residential programs, specifically the
rebates, the Commission and Division supported the addition of an air conditioner rebate,

but expressed concern that the rebate level of $25 may not be sufficient. Additionally,

1d. at 211-223.
4 1d. at 19-59, 86-91, 200-201, 205-210, 223.
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there was discussion regarding the level of the rebates relative to the Energy Star heating
systems. There was concern that the $500 rebate covered the incremental cost between
non-Energy Star heating system and some, but not all, of those systems with the rating.
However, Narragansett indicated, without objection from the SEO, that consultations
with the SEO, who administers the program, one rebate is easier to implement and is less
confusing to customers. There was also discussion regarding the Commission’s concern
that rebates were being phased out too quickly in the area of CFLs and that they were
being restructured too dramatically in the area of the Energy Star clothes washers.
Narragansett conceded that the Rhodes Island market had not developed as robustly in
these areas as its surrounding geographical area where the rebate changes were being
impl emented.EI

4. Advisory Committee

As part of Docket 3240, the previous DSM docket, Narragansett had filed a brief,
at least implying that under 2002 amendments to the Utility Restructuring Act, the
Commission could not require a continuation of the Collaborative in administering DSM
programs.  Additionally, Narragansett’s pre-filed testimony was not entirely clear
regarding the continuation of or the role of the Collaborative in 2003. Therefore, during
the Technical Conference, the Commission queried as to whether it could create an
advisory committee that would review Narragansett’s programs and report back to the
Commission. Mr. Horan indicated that an advisory committee may be a good idea as
long as it did not take away from the administrative powers of the Company and he

indicated Narragansett would like to be involved on the committee. Ms. Bolvin indicated

“2|d. at 92-118.
4 |d. at 119-170, 202-204, 255-260.
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that her constituency believed that the advisory group should have a more active role in
the administration rather than simply providing oversight for the Commission. The
Commission did raise a concern that the advisory committee be set up in such away that
it could become so independent from the Commission and the parties that it would
il

somehow become an adversary in the annual DSM process.

5. Multi-Y ear Program Approval

Traditionally, Narragansett and/or the Collaborative have filed annually for
approval of the proposed DSM budget and programs for the upcoming year. In response
to a question of whether efficiency could be added to the DSM programs if multi-year
approval was granted, Ms. White indicated that there are pros and cons to this approach.
Approval of a program to be in place for more than one year provides certainty to the
Company and to customers. However, she expressed a concern that the initial budget or
program design may not be adequate to take full advantage of a multi-year approach.
The parties agreed that a mechanism would have to be created to allow the Company to
approach the Commission in the event of any significant changes or new ideas for
programs that occur during the term of the approved programs. Finaly, there was
discussion questioning whether a multi-year approval would, in fact, reduce the need for
an annual filing made by a certain date or whether the annual process would ssimply look
different &

V.  Settlement
On December 4, 2002, Narragansett filed a Settlement entered into between the

Division, TEC-RI, the State Energy Office, the Coalition for Consumer Justice and

“|d. at 182-196, 225.
“|d. at 211-223.
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Narragansett. The Settlement initially reviewed the status of Narragansett's DSM
Programs approved for 2002. The Company's overall DSM and renewable energy
budget for 2002 was set at $29,907,300 after the May 2002 true-up. The estimated year-
end balance was estimated at $10,149,724 with al but $210,706 committed to DSM and
sl

Renewables programsin progress.

A. Residentia Programs

The parties agreed to a continuation of the 2002 residential programs with similar
rebates. The residential budget for 2003 was set at $3,972,200, alocated among the
Energy Star Products, Energy Star Lighting and EnergyWise programs. Narragansett
agreed to review and monitor the performance of the Rhode Island rebate programs in
comparison to the Massachusetts rebate programs to determine whether the rebate levels
should continue in 2004 or should be modified.EI

B. Small Business Services Programs

The parties agreed to modify the Small Business Service programs by reducing
the customer co-pay by 10% in an attempt to promote more customer participation.
Additionally, four new measures were added to the Programs (Domestic Hot Water Pump
Time Clock, Efficient Evaporator Fan Motors, Condensate Evaporators and Automatic
Door Closers on Walk-in Equipment). The Small Business Services budget was set at
$2,699,200. Finally, Narragansett agreed to conduct a mid-year review of the Small

Business Services Program to determine whether the changes have the desired effect of

“6 Jt. Ex. 03-1, Settlement., pp. 2-3, Attachment 1, p.2.
47 3. Ex. 03-1, p. 3.
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boosting customer participation. If the program changes appear ineffective, the parties

agree that funds may be shifted back to Large Business Services Programs.‘E

C. Large Business Service Program

The parties agreed that Narragansett should offer its proposed Large Business
Programs with a few modifications. First, Narragansett agreed to increase the customer
contribution on measures in the Energy Initiative (“EI”) program wherever feasible.
Second, the budgets for EI and Design2000plus were reduced by $500,000 to cover
budget restorations in the Residential and Small Business Service Programs.EI

D. Budgets and Funding Sources

Funding of the 2003 budget for DSM programs will be provided from the
mandatory 2003 DSM, carryover of the 2002 fund balance, fund interest earned and
funds received from Small Business program co-payments in 2003.5| True-up of the
2002 fund balance to be carried over to the 2003 budget will occur no later than May
2003. If the difference between the amount of the true-up and the filed budget is 20% or
less of the total approved budget, only Division approval will be necessary for
reallocation; otherwise, Commission approva will be requi red.EI

E. Cost Effectiveness.

The Parties agreed not to change the cost-effectiveness analysis from previous

years with the exception of alowing Narragansett to include non-electricity resource

*®1d. at 3-4.
“1d. at 4.
%0 |d. at 5-7. According to the parties, “in accordance with R.I.G.L. § 39-2.1.2(b), $3,789,018 has been
excluded from the proposed DSM budget for 2003 reflecting a transfer of the Company’ s renewable energy
fund to the SEO effective January 1, 2003.” At the request of the SEO, this was approved separately by a
2-0 vote on December 11, 2002 (Commissioner Gaynor abstaining on the basis that she did not believe the
5(Eommission had sufficient information before it upon which to base adecision). 1d. at 5.

Id. at 5-6.
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savings in the current calculation of cost-effectiveness. The estimated overall
benefit/cost ratio is 2.51 (for every $1 spent, a benefit of $2.51 is produced).

F. Shareholder Incentive

The Parties agreed that rather than basing its incentives on actual expenditures as
originally proposed by the Company, Narragansett’ s incentives will be based on budgeted
expenditures, will not exceed the capped percentage from 2002 of 4.25%, would not seek
any type of bonus above that cap, nor increase the threshold level of annual energy
savings. Additionally, the parties agreed that Planning and Evaluation costs will be
included in the incentive (:alculation.EI According to the origina Settlement, “any
transfers between sector budgets will also result in adjustments to the calculation of
thresholds under the cost effectiveness test as well as adjustments to incentive
Calc:ulations.”E*-|

G. Education and Public Interest

The parties agreed to continue the Collaborative, comprised of the Parties to the
Settlement as well as any other interested third party as identified by the Commission.
The Collaborative members agreed to meet at least six times in 2003, including during
two public forums. The public forums will be noticed to the public and recorded by a
stenographer. In addition, the Collaborative will submit a report to the Commission
regarding the content of the forum, the proposed actions to address and the feedback
received.ELI

The Collaborative will review all proposed programs for 2004, including a

proposal to implement performance based metrics for purposes of calculating the

521d. at 9-10.
% d. at 6.
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shareholder incentive. According to the Settlement, in the event the Collaborative is
unable to agree to Narragansett’ s 2004 proposal, the Company will be free to file with the
Commission on or before October 2004 for approval of its proposal s.
V. Hearing

Following notice, a hearing was held on December 9, 2002, at the offices of the
Commission, 89 Jefferson Boulevard, Warwick, RI, to consider the Settlement filed by
the Parties and the proposal's contained therein.

The following appearances were entered:

FOR NARRAGANSETT: Terry Schwennesen, Esg.

FOR THE DIVISION: William K. Lueker, Esq.
Specia Assistant Attorney General

FOR THE COMMISSON: Cynthia G. Wilson, Esq.
Senior Lega Counsdl

The hearing focused on two areas. (1) how the Settlement differed from
Narragansett’s initia position; and (2) the appropriate calculation of the shareholder
incentives.

Despite the fact that there were significant changes between Narragansett’s initial
position and the Settlement between the parties, the Commission expressed concern in
three main areas. (1) shifting funds from the Small Business Services Programs back to
Large Business Programs; (2) the effect of atransfer of funds from one sector to another
on shareholder incentive calculations,; and (3) the calculation of shareholder incentives.

The latter two were intertwined at the hearing and will be addressed together.EI

*1d. at 8-9.

*®|d. at 9.

% There were smaller issues that arose for purposes of clarification and which were addressed in a later
filed Amended Settlement.
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The Commission noted that with regard to the Small Business Services Programs,
the co-pay would be decreased. Mr. McAteer aso indicated that if the change still did
not spark sufficient interest, the Company, in consultation with the Collaborative, would
consider raising the eligibility criteria in order to introduce more customers to these
programs. Finally, Mr. Horan testified that only if all of the changes did not produce the
results desired and there is a demand in the Large Business Programs, the funds that were
transferred under the Settlement from the Large Business Programs to the Small Business
Services Programs would be returned.

In response to the fact that the Settlement maintained the status quo with regard to
the calculation of the shareholder incentive mechanism, despite the Commission concerns
in 2001 and during the Technical Record Conference in the instant docket, the
Commission proposed an alternative caculation of the shareholder incentiveE| The
Commission started with the Company’s total estimated incentive of $665,400 and the
Program Savings Goal for each sector. The Commission’s proposal stated that incentives
begin to accrue once the Company achieves 45 percent of the estimated savings, either in
total or by class. Eighty percent of the total estimated incentive or $532,320 will be
available for the Company to earn for total MWh savings after reaching the 45 percent
threshold of total MWh savings. Twenty percent of the total estimated incentive or
$133,080 will be available for the Company to earn if the Company achieves greater than
45 percent of the MWh savings goals established in Attachment 6 of the Settlement for

Small C&I Programs. If Narragansett reallocates funds from Small C&l Programs to

" Tr. 12/9/02, pp. 131-133.
% 1d. at 56, 64-67.
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Large C&I Programs, such reallocation of funds will not alter the savings goal for Small
C& I Programs for the calculation of this additional incentive.

For example with regard to Small C&I Programs, if Narragansett reaches 50
percent of the total anticipated savings established in Attachment 6, it will be entitled to
an incentive in the amount of $12,098, representing 5 percent of the remaining 55 percent
possible MWh savings to earn the entire incentive attached to Small C&I Programs. As
Narragansett achieves more savings, the incentive earned will increase proportionally to
the savings achi evedEI

Essentially, the Commission’s proposal split the incentive into two specific
objectives. The first is the total energy savings and the second is the specific energy
savings targeted to one of the customer classes. Eighty percent of the goa would be
achieved by reaching the total company savings objective and the remaining 20 percent
would be achieved by reaching the small C&1 company obj ective.

The parties were not entirely comfortable with the Commission’s proposal. Dr.
Raab testified that the effect of the proposal would be to reduce some of the Company’s
incentive in the Residential Class in favor of the Small C&| class. He stated that the
traditional shareholder incentive calculation aready includes weighting between the
classes. For example, the per kWh incentive for each kWh above the threshold savings
level for the Residential Class was 3.81 cents versus 3.53 cents for Small C&| and 2.25
centsfor Large C&| .El

Narragansett indicated that it would be willing to address the shareholder

incentive mechanism in its filing for 2004, something the Commission believed the

% Commission Exhibit 4.
0 Tr, 12/9/02, pp. 56-60.
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Company had already agreed to do for the 2003 filing. However, after listening to the
Commission’s concerns regarding a perceived lack of responsiveness in this area, and
after a recess, the Division returned with a counter-proposal. The parties proposed to
change the incentive rate for each customer class from a set 4.25 percent to a class-
specific percentage. Therefore, the Division proposal changed the incentive rate for
Residential Customers from 4.25 percent to 5 percent; for Small C&I1 Customers from
4.25 percent to 6 percent; and for Large C&I Customers, from 4.25 percent to 4 percent.
The Division aso advocated for alowing the Company the flexibility to shift funds
between customer sectors, but that such a shift would not lead to a change in the

E2]

incentive thresholds or formulas.™ Dr. Raab explained that this proposal is similar in the
direction the Commission was indicating through its proposal with the addition of a
greater incentive for the Residential Class. Narragansett indicated that it could live with
the proposal .

Finaly, in response to the Commission’s interest in performance based metrics,
Narragansett proposed that the Company attend a technical conference to discuss metrics.
Additionally, Narragansett discussed, for 2003, tracking some of the same metrics that
were in the process of being developed in Massqatchusetts.i|
VI.  Amended Settlement of the Parties

On December 17, 2002, in response to Commission concerns raised at the

December 9, 2002 hearing, Narragansett filed an Amended Settlement of the Parties

l1d. at 61.

62 1d. at 85-90.

& \d. at 202.

% |d. at 187-193.
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(“Amended Settlement”). Although substantially the same as the Settlement, the
Amended Settlement contained four substantive changes for the Commission to review.

The first change, under the Small Business Services Programs, rather than
alowing the Company to shift funds from the Small Business Programs to the Large
Business Programs in the event the Small Business Programs are not producing the
desired results, the parties agreed that the Company may expand the dligibility
requirements to allow customers with a maximum demand of up to 150 kW to be eligible
to partici pate.

The second change addressed a concern regarding the effect on the shareholder
incentives of atransfer of funds between sectors. The Settlement allowed the Company
to recalculate the shareholder incentive in a sector at the time of a transfer from one
sector to another. The Amended Settlement disallowed that recalculation, stating, “[t]he
Company will not be permitted to adjust its incentive target calculations for any transfers
between sector budgets.”EI However, the Amended Settlement reiterated the parties
intent to allow Narragansett to recalculate the projected spending budgets and savings
goal s in the shareholder incentive calculation in accordance with adjustments made in the
budgets as aresult of the annual true-up filing to occur in May 2003.EI

The most fundamental change, however, occurred in the section of the Settlement
addressing the calculation of shareholder incentives. Whereas the Settlement continued
the practice of a straight shareholder incentive, not weighted percentage-wise in favor of
any programs, but based only on budgeted expenditures and kWh savings goals, the

Amended Settlement provided a method of weighting certain sectors for purposes of

% Amended Settlement, p. 4.
%d. at 6.

25



encouraging innovation in those areas. Although the incentives will be based on
budgeted expenditures combined with a kWh savings goal, the incentive percentage cap
for each sector is set at 5% for Residential Programs, 6% for Small Business Services
Programs and 3.5% for the Large Business Services Programs. The threshold level of
annual energy savings will continue to be set at 45% of the annual kWh savings goal for
each sector.EI

The Amended Settlement set forth three circumstances that would necessitate the
recalculation of the threshold, calculated cap, and incentive rate for a particular sector.
First, the parties agreed that Narragansett could continue the past practice of adjusting its
sector budgets as a consequence of Narragansett’s true-up filing. Second, the parties
agreed to a continuation of the past practice of allowing Narragansett to apply any
uncommitted funds in the Large C& | budget to become part of its spending budget. Both
of these practices allow the potential for the incentive amounts to rise, but also requires
Narragansett to achieve additional kWh savings in order to reach the threshold. Third,
the parties agreed to continue the past practice where Narragansett updates the
assumptions used for calculation of energy savings goals when filing its reports regarding
the calculation of the savings goas. The effect is that while the overall the incentive
possible for a sector does not change, the threshold savings may be adjusted either up or
down when determining whether Narragansett has earned an incentive.EI
VII. Commission Findings

At its open meeting on December 20, 2003, the Commission approved the

Amended Settlement between Narragansett, the Division, the SEO, CCJ and TEC-RI. In

51d. at 7.
% 1d. at 10.
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approving the Amended Settlement, the Commission noted that the process undertaken in
2002 and the resulting agreements reflect an infusion of new ideas and aso efforts to
target Small C&I customers, adifficult target class. The Commission is pleased with the
efforts of the parties, all of whom took active roles in developing the 2003 budgets and
programs.

The programs for 2003 include more education and outreach to encourage more
participation by members of the public, both residential and commercial. It isimportant
that all ratepayers, who are mandated by law to contribute to the demand side
management programs, have the information and tools available so that they can make
these programs work for them. Hopefully the public forums will provide more
information to the Collaborative to further expand programs that are needed and to
continue their hard work in devel oping new ones.

The process in the instant docket focused on two areas of concern to the
Commission. The first was the seemingly lackluster level of participation by small
business customers in the Small Business Services Programs and the second was the
calculation of shareholder incentives. Hopefully the weighting of the incentive caps in
favor of the Small Business Services Programs will provide Narragansett with some
additional incentive to continue its efforts to serve this group of customers. In the event
Narragansett creates a new program prior to its 2003 filing for 2004 programs, the
Commission will entertain a motion to approve the program in the interim. However, if
Small Business customers still do not take advantage of the programs within the Small
Business Services Programs, the Commission will entertain a motion to review the

performance and potentially re-assign the incentive caps for other sectors. However, the

%1d. at 10-11.
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Commission cautions Narragansett that such a request will be reviewed strictly and
should only be used as a last resort.

Additionally, the Commission has expressed interest in aternative methods of
calculating shareholder incentives. One method is through the use of performance based
metrics. Rather than simply calculating the kWhs saved, performance based metrics
allow incentives to be based on certain goals for the DSM programs, such as achievement
of a higher level of market share for Energy Star appliances or increasing customer
education and participation. The Commission does not necessarily believe that the
performance based metrics should supplant the kWh savings method of incentive
calculations, but rather, should supplement it. Each year, the filings in the annual DSM
docket show unique strengths and weaknesses in the performance of various programs or
in various sectors. Therefore, the supplement of the performance based metrics will give
the Commission the opportunity to direct Narragansett toward specific policy goals for
the year ahead.EI

However, when altering any policy regarding the continuation or discontinuation
of past practice such as approval of shareholder incentives, the Commission will take a
measured approach. Therefore, the Commission has directed Narragansett, with the
Collaborative, to propose, no later than March 31, 2003, a recommendation of five
performance based metrics to be tracked during 2003. These metrics will not affect

Narragansett’ s shareholder incentives for 2003, but will provide a basis to further address

It is for this reason that the Commission does not follow another state's approach of basing the entire
shareholder incentive on performance based metrics. |If there are so many metrics that a relatively small
amount of dollars is attached compared to the level of effort that is required to meet the metric, the
Commission believes that the Company will naturally focus on a few higher dollar metrics in lieu of
attempting to achieve al of them. By choosing a few metrics to supplement the traditional calculation, the
Commission is able to send a stronger statement of policy.
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the appropriate calculation method of the shareholder incentives for the 2004 DSM
programs.

Finally, while the Amended Settlement allows Narragansett the flexibility to file
its proposed 2004 DSM programs and budget on or before October 1, 2003, if the
Company and the other parties are not in agreement, the Commission directs afiling to be
made on or before October 1, 2003. The filing shall propose a single shareholder
incentive calculation mechanism to combine the traditional per kWh savings method with
the performance based metrics method. The parties may propose actual metrics or may
wait until after the technical record conferenceis held in October.EI
VIIIl. Proposed Performance Based Metrics

On March 19, 2003, the Commission conducted a Technical Record Conference
to review Narragansett’s proposed performance based metrics. The Company proposed
three C&| metrics and two Residential metrics. The C&I metrics were developed with
some input from C&I customers. The first, “Building Operator Certification,” has a goal
of enrolling 20 Rhode Island facility building engineers, technicians or operators in the
NEEP-Level 1-O&M training certification course. The course develops skills in
evaluating building energy use and fosters the creation of a safer and healthier work
place. In 2001, Narragansett trained seven people and in 2002, trained 15 people.

The second, “High Performance Schools,” has a goal of contracting with two new

school projects through Design 2000plus, offering full incremental cost for high

™ |f the parties come to a Settlement prior to October 1, 2003, they may file a Settlement. If the parties are
unable to come to an agreement, Narragansett shall file its pre-filed testimony and proposals no later than
October 1, 2003. The Commission historically has a full schedule in the fall with the required annual
reconciliation filings and DSM filings. Therefore, the process relative to the 2004 programs will be
accelerated in order to be completed before the end of the year.
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performance design and construction practices. Narragansett would provide technical
and financial support to the schools from the outset of the project to emphasize thermal,
acoustic and visual comfort with a focus on lighting design. The program’s value is in
assisting cities and towns in high quality, environmentally sensitive school construction
that isless costly to operate than traditional buildings.

The third, “Comprehensiveness in Small Business Instalations,” has a goal of
implementing comprehensive installations at 50 small business customer sites, which
means non-lighting measures or HVAC tune-up services. The value of the metric is to
enhance the appeal of the small business programs to the smaller commercial customers.
The target is based on overall participation in 2002.

The two residential programs were developed with input from the Collaborative.
The first, “Energy Star Clothes Washers,” has a goal of achieving an 18% market share
for Energy Star qualified clothes washers in the first two quarters of 2003. In 2002, the
penetration was 14.8% penetration. The value of the metric isin increasing participation
by consumers in this market. The second, “Energy Star Homes,” has a goa of
conducting plans analyses and home ratings, and sign Energy Star builders agreements
with 10% of the new homes built in Rhode Island. Achieving this goal would represent a
1.7% increase from 2002. The value of the metric isin supporting market transformation
in the construction of new energy efficient homes.

The Commission is pleased with Narragansett’s response to the Commission’s
direction. These metrics cover a wide range of program types and the indicators are

sufficiently within the Company’s control or influence. Additionally, the performance

2 Because the technical record conference provided the Commission with an opportunity to fully explore
the programs and raise policy concerns early in the process and prior to the official hearing, it should
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levels required to achieve the metrics exceed historica performance, rather than

attempting to simply retain the status quo where there is not market saturation.

Furthermore, the use of objective information to measure performance is aso a sound

design principle. The Commission looks forward to a report in late summer 2003 that

will indicate how these metrics have worked.

Accordingly, itis

(17516) ORDERED:

1.

2.

Narragansett’s Filing made on September 6, 2002, is hereby denied.

The Settlement of the Parties filed December 4, 2002, is hereby rejected.

The Amended Settlement of the Parties filed December 17, 2002 regarding
the Company’ s 2003 demand-side management programs is hereby approved
for implementation on January 1, 2003.

A Conservation and Load Management Adjustment Factor of $0.0023 per
kilowatt-hour is hereby approved for usage on and after January 1, 2003
through December 31, 2003.

The proposed 2004 DSM budget, programs and shareholder incentives shall

befiled no later than October 1, 2003.

become aregular practice.
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6. The Parties shal act in accordance with all other findings and instructions
contained in this Report and Order.
EFFECTIVE AT WARWICK, RHODE ISLAND, PURSUANT TO AN OPEN
MEETING DECISION ON DECEMBER 20, 2003. WRITTEN ORDER ISSUED JULY
21, 2003.

PUBLIC UTILITIES COMMISSION

Elia Germani, Chairman

Kate F. Racine, Commissioner

*Brenda K. Gaynor, Commissioner

*Commissioner Gaynor concurs but is unavailable for signature
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L Introduction

This Stipulation and Settlement (“Settlement”) is jointly submitted and entered into by
the Division of Public Utilities and Carriers (“Division”), The Energy Council of Rhode Island
(“TEC-RI”), the State Energy Office (“SEO”), the Coalition for Consumer Justice (“CCJ”’) and
The Narragansett Electric Company (“Narragansett” or “Company”), (hereinafter together the
"Parties") and resolves all issues among the Parties concerning the Company’s Demand-Side

Management (DSM) Program for the year 2003.

The DSM Collaborative has been meeting regularly since 1991 to analyze and inform the
Company’s DSM programs. Since 1997, the Company has been offering its programs pursuant
to statute, R.I.G.L. 39-2.1.2(b). With the passage of that statute, the Parties also developed the
Rhode Island Renewable Energy Collaborative, which began meeting late in 1996 to develop
policies and programs to promote renewable energy resources in Rhode Island. With
amendments to this statute in 2002, responsibility for administration of the Renewables Program
will be transferred from the Company to the SEO as of January 1, 2003. See R.1.G.L. 39-2.1.2(b).

Thus, the Parties have entered in to this Settlement primarily to address the Company’s proposed

2003 DSM Program.

Docket 3463 Amended Settlement



Prior stipulations have set forth criteria for the Company’s DSM programs: (1) that they
be as cost-effective as possible, (2) that they serve a large number and broad mix of Rhode Island
customers, (3) that they maximize the long-term savings, (4) that they capture potential lost
opportunities, and (5) that they promote market transformation. Over time, the Company, with
the assistance of the DSM Collaborative, has worked to enhance programs for customers by
improving the efficiency and quality of energy-efficient products, expanding services to

customers, and becoming more involved in statewide and regional initiatives.

On September 6, 2002, the Company submitted direct testimony supporting its proposed
2003 DSM program. On October 22, 2002 the Division submitted its testimony. On October
28, 2002 a technical session was held to provide and exchange information regarding the
proposed program. The Parties have had the opportunity to submit direct, supplemental and
rebuttal testimony in this proceeding. In addition, the Parties and the Commission have
completed the formal discovery process.

On December 4, 2002, the Parties submitted a settlement with the Commission covering
the 2003 DSM activities. On December 9, 2002, the Commission held a hearing to review the
merits of the proposed settlement. In response to issues raised by the Commission at that

hearing, the Parties jointly submit this amended Settlement.

II. 2002 Program Status

Narragansett’s final 2002 DSM and renewable energy budget proposed in the 2002
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stipulation as amended and approved by the Division and filed with the Commission on May 31,
2002 was $29,907,300. The projected DSM fund balance at year-end 2002 is shown in

Attachment 1.

I11. 2003 DSM Programs

The Parties accept the Company’s proposed 2003 DSM Programs with the modifications

described below:

A. Residential Programs

The Parties agree to continue residential programs with incentives similar to those offered
in 2002. The program budget for the ENERGY STAR Products program for 2003 will be $448,600.
The program budget for the ENERGY STAR Lighting program for 2003 will be $1,168,600. The
program budget for the EnergyWise program for 2003 will be $2,355,000.

The Company will carefully review the performance of the Rhode Island programs and
compare their performance with the performance of the Massachusetts programs where the
incentive structure has been changed. The results of that comparison will be shared with the
Rhode Island Collaborative and will be used to either support continuation of current rebate

levels or to modify current rebate levels in 2004 or beyond.

B. Small Business Services Program

The Parties agree that they will increase the funding level originally proposed for Small
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Business Services to $2,699,200. The Parties also agree that the Company will modify its Small
Business Services Program by reducing customer co-pay from 35% to 25% and implementing
web-based marketing techniques to promote additional customer participation. The Company

also agrees to add additional cost-effective measures to the program in 2003.

As part of this proposal, the Parties agree that the Company will conduct a mid-year
review of these program changes to evaluate whether they are having the expected effect on
customer participation in the Program. If it appears that the program changes do not produce
desired results, the Parties agree that the Company may permit customers with maximum

demands of up to 150 kW to be eligible to participate in the Small Business Services Program.

C. Large Business Services Program

The Parties agree that the Company should offer programs as proposed in its original
filing subject to the modifications specified below. First, the budgets for Energy Initiative (“EI”)
and Design 2000plus (“D2”) will be reduced by a total of $150,000 to cover the budget
restorations in the Residential programs and by $350,000 to cover budget restorations in the
Small Business Services program. Second, the Company agrees to increase customer
contribution to measures in the EI program for 2003 wherever feasible as provided in the
Summary of Proposed Changes filed by the Company in this proceeding on November 26, 2002.

See Attachment 2.
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IV. Budgets and Funding Sources

A. Budgets

The Parties agree that the portfolio of DSM for 2003 will have an overall projected
budget of $22,706,700 '. Updated program budgets calculated in accordance with this
Settlement are provided in Attachment 4. In accordance with R.I.G.L. 39-2.1.2(b), a total of
$3,789,018 has been excluded from the proposed DSM budget for 2003 reflecting a transfer of

the Company’s renewable energy fund to the SEO effective January 1, 2003. >

B. Sector Budgets and Transferring of Funds

The Parties propose to use the same methodology for the transfer of funds from one
program to another that was used in 2001 and 2002. The Parties agree to segment the budget into
three sectors: residential, small commercial and industrial and large small commercial and
industrial. Transfers may occur as follows:

a. The Company can transfer funds from one program to another within a sector

only with prior approval by the Division.

1 The program costs for 2003 continue to include employee incentive compensation costs incurred for the delivery
of DSM. The Company maintains its obligation set forth in Section IV of the 2002 Stipulation to notify the Parties
of any material changes to the overall structure or funding level of the existing incentive compensation plans as they
affect the DSM fund, and will not recover the costs of any new incentive compensation plans that were not in effect
for 2002 without the prior approval of the Division.

2 The exact renewables amount to be transferred to the SEO will be based on actual renewable spending
determined at year-end 2002.

Docket 3463 Amended Settlement



b. With Division approval, the Company can transfer funds from one sector to
another so long as the transfers from a sector reduce the approved budget for
that sector by 20% or less. Transfers that would reduce a sector’s budget by
more than 20% in aggregate (over the course of the program year) will require

Commission approval.

For transfers not requiring Commission approval, the Parties will inform the Commission
about all the transfers between sectors as they occur and transfers within sectors periodically in
conjunction with regular reporting set forth in Section IV. The parties will regularly review the
amount of funds needed and available for each program (as well as any changes to the overall
fund balance, as discussed in Section IV.C below) and will transfer monies as needed.

The Company will not be permitted to adjust its incentive target calculations for any transfers

between sector budgets.

C. 2003 DSM Program Funding Sources

The sources of funding for the 2003 DSM programs are shown in Attachment 3. The
Parties agree that the 2003 budget should continue to be funded from the following sources: (1)
the mandatory 2003 DSM charge, (2) carryover of the 2002 fund balance, (3) fund interest earned

and (4) funds received from Small Business Program co-payments in 2003. The Small Business
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co-payments will be earmarked for the Small Business program. In addition, the total budget
available continues to include leasing payments from other utilities in the New England region
for the use of Design 2000p/us and Energy Initiative. The projected amounts are shown in

Attachment 3.

The projected 2003 budget for DSM programs is dependent on a number of projections,
including projections of kilowatthour sales of electricity (which inform the amount of funding),
year-end 2002 large commercial and industrial program commitments, year-end 2002 renewable
energy commitments, and a projection of year-end 2002 spending. In order to obtain the most
accurate budget possible, the Parties agree to true up each of the components of the budget
calculation that are currently projected with actual year-end numbers. The true-up will occur
when year-end actual amounts become available, but no later than May 2003. The true-up will
result in more or less money being available for the 2003 DSM and renewable energy budget.
The Parties will review the budget to determine how best to revise the budget in accordance with
the results of the true-up. If the difference between the results of the true-up and the filed budget
is 20% or less of the total approved budget, the Division shall have the authority to approve the
reallocation; otherwise the Parties shall seek the approval of the Commission. If the Division
approves the reallocation, the Commission will be provided with the finalized budget after
reallocation. The Company will be permitted to adjust the projected spending budgets and
savings goals in the shareholder incentive calculation in accordance with the adjustments made in

the true-up filing.
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In addition, the Parties will again review the components of the budget calculation in
June and September 2003 in order to obtain the best information available about the amount of
funds available and determine how best to use them. The Parties agree that the Company should
make every attempt to spend or commit all the funds available for DSM in a given year,
including any increases in the fund balance due to increased sales or other factors. The Company
will seek Division or Commission approval of any revisions in accordance with the procedure
described above for the May true-up. The parties also agree to review the status of program
budgets regularly to assess whether they are likely to come to a successful completion. If not, the
parties agree to review the advisability of transferring funds to other programs where the money

could be effectively used.

V. Continuation of the Collaborative

The Parties agree that the Collaborative, consisting of the Parties to this Settlement plus
any and all Parties identified by the Commission for inclusion, shall meet no less than six times
in 2003, including two public forums, to review the status and performance of the Company’s
2002 and 2003 DSM programs throughout the year, particularly with respect to performing the
duties specified in Section IV.C. above. Second, the Collaborative will provide input to the
Company for establishing the format and content of the Company’s semi-annual public forums
described in Section VI. below. Third, the Collaborative will issue a report to the Commission

detailing the results of the semi-annual public forums. Fourth, in 2003, the Parties agree to
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review the methodology by which the Company’s rebate levels are established. Finally, the
Company will review with the Collaborative its proposed 2004 DSM programs, including a
proposal for the implementation of so-called performance metrics.” The Parties will periodically
inform the Commission of their progress in developing this proposal. If the Parties are unable to
agree on all or part of the Company’s 2004 DSM programs, the Company will be free to
unilaterally file all or part of its 2004 DSM program proposal for approval by the Commission on

or before October 1, 2003.

VI.  Public Forum

The Parties agree that the Company will implement in 2003 two public forums for the
purpose of both educating interested members of the public about its DSM programs and
receiving input about its DSM programs. The Company will publish an agenda for each forum
and provide notice to the public. In addition, the Company will provide to the Parties and to the
Commission a transcript of each meeting. Finally, the Parties agree to submit a report or reports
to the Commission summarizing the content of the forum and proposed actions to address
feedback received. The purpose of these public forums will not only be to inform the public, but

also to receive feedback to evaluate the effectiveness of the Company’s DSM programs.

3 Performance Metrics are defined as performance based incentives, other than the current energy savings method,
that can be used to measure the Company’s success in implementing measures that reflect other public policy
interests in the DSM programs. For example, a performance metric might measure the change in market share
achieved under a particular program.
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VII.  Incentive

Rather than base its incentives on actual expenditures as originally proposed in the
Company’s direct filing, the Parties agree that the Company will base its incentives on budgeted
expenditures. The incentive percentage cap for each sector will be as follows: 5% for Residential
Programs, 6% for the Small Business Services Program and 3.5 % for the Large Business
Services Program. The Company will not seek any type of bonus incentive above the caps. The
threshold level of annual energy savings will be set at 45 percent of the annual kWh savings goal
for the sector.

There are three circumstances that would necessitate the recalculation of the threshold,
calculated cap, and incentive rate for a particular sector. First, if budgets are adjusted as a
consequence of the Company’s true-up filing in May 2003 (with Division or Commission
approval, as appropriate), the threshold and incentive rate for the affected sectors will be adjusted
as would each of the sector’s incentive caps. Second, an adjustment will be made at the end of
2003 in the large C&I sector to adjust the threshold, incentive rates, and the sector incentive
levels by any change in the spending and commitment budgets from those filed in this Settlement
. All uncommitted funds will be considered part of the spending budget for doing this final
calculation. Third, if the assumptions used to develop savings goals change as a result of
completed evaluation studies, the Company will recalculate savings goals to account for those

evaluation findings and will report actual savings on the same basis. In addition, the Parties
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agree that, as a condition to restricting recalculation of sector-specific incentive targets in the
case of transfers between sector budgets as described in Section IV.B., above, and agreeing to
conduct open forums as specified in Section VI. above, all Planning and Evaluation costs, except
those associated with the Home Energy Management Program, will be included in the
calculation of the incentive. Any transfers of funds to or from evaluation activities will be made
in accordance with Section IV. B. of this Settlement. An updated calculation of shareholder

incentives as amended by this Settlement is provided in Attachment 5.

VIII. Miscellaneous

A. Cost-Effectiveness

The Parties agree not to change the cost-effectiveness analysis except to include non-
electricity resource savings in the current cost-effectiveness test. An update to reflect the agreed

2003 cost effectiveness analysis and goals of this Settlement is provided in Attachment 6.

B. Reporting Requirements

The Company will make reports to the Division and the Commission on the most currently
available program performance at the regularly scheduled Collaborative meetings. The Company
will provide to the Parties a summary of evaluation results along with a memo summarizing the
impact of those results on Narragansett’s programs no later than early September 2003. The
Company will provide to the Parties and file with the Commission its 2002 Year-End Report no

later than May 1, 2003.

Docket 3463 Amended Settlement
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C. Miscellaneous Provisions

—

Other than as expressly stated herein, this Settlement establishes no principles and
shall not be deemed to foreclose any Party from making any contention in any
future proceeding or investigation.

2. This Settlement is the product of settlement negotiations. The content of those
negotiations is privileged and all offers of settlement shall be without prejudice
to the position of any Party.

3. This Settlement is submitted on the condition that it be approved in full by the
Commission, and on further condition that if the Commission does not approve
the Settlement in its entirety, the Settlement shall be deemed withdrawn and
shall not constitute a part of the record in any proceeding or used for any
purpose.

4. Other than as expressly stated herein, the approval of this Settlement by the
Commission shall not in any respect constitute a determination as to the merits
of any issue in any other proceeding.

5. For all matters brought before the Collaborative, the Parties intent is to make

unanimous decisions. In some cases in this Settlement, however, such as fund

transfer, only Division approval of a proposal is required. In the event that the

Parties do not reach a unanimous decision on a matter requiring Division

approval, and the Division approves a Company proposal that TEC-RI does not
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support, TEC-RI shall have the right to appeal the Division’s approval to the

Commission.

The Parties respectfully request the Commission approve this Stipulation as a final

resolution of all issues in this proceeding.

Dated as of this 17th day of December, 2002.

Docket 3463 Amended Settlement

Respectfully submitted,

THE NARRAGANSETT ELECTRIC COMPANY

Terry L. Schwennesen, Esq.

DIVISION OF PUBLIC UTILITIES

AND CARRIERS

William K. Lueker, Special Assistant Attorney General
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THE ENERGY COUNCIL OF RHODE ISLAND

William Gilmore
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THE STATE ENERGY OFFICE

Janice McClanaghan
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THE COALITION FOR CONSUMER JUSTICE

Arline Bolvin
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ATTACHMENT 1
THE NARRAGANSETT ELECTRIC COMPANY

Revised 2002 Start of Period Fund Balance

1 2002 Start of Period Fund Balance $11,151,397

2 2001 Incentive $0

3 Revised 2002 Start of Period Fund Balance $11,151,397
Notes:

As filed in the 2001 Year End Fund Balance, April 2002.

Line 1 + Line 2
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PREPARED BY: J. Lloyd
Date: 16-Dec-02

FIRST HALF 2002 - Total C&LM Revenue/Expense for Jan-June 2002

THE NARRAGANSETT ELECTRIC COMPANY

ATTACHMENT 1

DEMAND - SIDE MANAGEMENT ANALYSIS OF 2002 FUND BALANCE

7 Months Actual , 5 Months Estimated 2002

Actual Actual Actual Actual Actual Actual 6MTHS
JAN FEB MAR APRIL MAY JUNE Y.T.D
. DSM Factor Revenue $1,512,193 $1,442,097 $1,304,781 $1,303,370 $1,243,886 $1,298,253 $8,104,579

la. Leasing Revenues $19,375 $18,762 $0 $0 $0 $0 $38,137
2. Customer Co-Payments $80.644 $77.951 $65.714 $58,088 $55.281 $61,856 $399.534
3.  Total Revenue $1,612,212 $1,538,810 $1,370,495 $1,361,457 $1,299,167 $1,360,108 $8,542,250
4.  Total Expenses $541,177 $1,227,809 $1,698,106 $1,232,206 $1,353,723 $1,175,888 $7,228,909
5. DSM Incentive $0 $0 $0 $0 $0 $0 $0
6.  Cash Flow Over/(Under) $1,071,035 $311,001 ($327,611) $129,251 ($54,556) $184,220 $1,313,341
7. Start of Period Balance $11,151,397 $12,268,693 $12,628,873 $12,350,603 $12,528,998 $12,523,928 $11,151,397
8. End of Period Balance

Before Interest $12,222,432 $12,579,694 $12,301,262 $12,479,854 $12,474,442 $12,708,149 $12,464,738
9.  Approximate Interest on Fund $46,261 $49,179 $49,341 $49,144 $49,486 $49,938 $293,349
10. End of Period Balance

After Interest $12,268,693 $12,628,873 $12,350,603 $12,528,998 $12,523,928 $12,758,087 $12,758,087
Line 1: Applicable kWh Sales x $0.00230 per kWh (factor does not include any Gross Earnings Tax)
Line la: Lease payments from other utilities for use of programs
Line 2: Customer payments less Gross Earnings Tax.

(Customer co-payments from Small C&I and Technical Assistance programs)
Line 3: Line | + Line la + Line 2
Line 4: Source DSM Evaluation and Planning. Expenses include spending on Renewable Energy Projects and Evaluation Costs.
Line 5: Estimated 2002 Incentive
Line 6: Line 3 - (Line 4 + Line 5)
Line 7: Line 10 of Previous Month
January Start of Period Balance: 2001 Year End Balance as filed in April 2001.
Line 8: Line 6 + Line 7
Line 9: Interest Rates: Jan. = 4.75% Feb. = 4.75% Mar. = 4.75% Apr. = 4.75%
May = 4.75% Jun. = 4.75% Jul. = 4.75% Aug. = 4.75% Sep. = 4.75%
Oct. = 4.75% Nov. = 4.75% Dec. = 4.75%

Line 10: Line 8 + Line 9
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PREPARED BY: I. Lloyd

Date: 16-Dec-02

ATTACHMENT 1
THE NARRAGANSETT ELECTRIC COMPANY

DEMAND - SIDE MANAGEMENT ANALYSIS OF 2002 FUND BALANCE

7 Months Actual , 5 Months Estimated 2002

SECOND HALF 2002 - Total C&ILM Revenue/Expense for July-December 2002

1. DSM Factor Revenue
la. Leasing Revenues

2. Customer Co-Payments
3. Total Revenue

4. Total Expenses

5. DSM Incentive

6. Cash Flow Over/(Under)

7.  Start of Period Balance

8. End of Period Balance
Before Interest

9.  Approximate Interest on Fund $49,814 $49,648

10. End of Period Balance
After Interest

11. Year-end Commitments
for Design 2000 &
Energy Initiative

11a. Year-end Commitments
for Renewable Energy

Actual Estimated Estimated Estimated Estimated Estimated ANNUAL
JULY AUG SEPT OCT Nov DEC TOTAL
$1,516,927 $1,565,302 $1,465,551 $1,302,168 $1,378,586 $1,504,485 $16,837,597
$0 $0 $0 $0 $0 $0 $38,137
$45,571 $70,979 $88,724 $118,299 $27,192 $38,717 $789,015
$1,562,498 $1,636,281 $1,554,275 $1,420,467 $1,405,778 $1,543,202 $17,664,749
$1,909,556 $1,472,668 $1,731,780 $1,922,328 $1,863,736 $2,413,230 $18,542,207
$0 $0 $0 $0 $0 $705,600 $705,600
($347,058) $163,613 ($177,505) ($501,861) ($457,958) ($1,575,628) ($1,583,058)
$12,758,087 $12,460,842 $12,674,103 $12,546,415 $12,093,223 $11,682,228 $11,151,397
$12,411,028 $12,624,455 $12,496,598 $12,044,553 $11,635,265 $10,106,600 $9,568,339
$49,817 $48,670 $46,963 $43,124 $581,385
$12,460,842 $12,674,103 $12,546,415 $12,093,223 $11,682,228 $10,149,724 $10,149,724
$6,150,000
$3,789,018
$210,706

12 FUND BALANCE AT YEAR-END

Line 1: Applicable kWh Sales x

$0.00230 per kWh (factor does not include any Gross Earnings Tax)

Line la: Lease payments from other utilities for use of programs

Line 2: Customer payments less Gross Earnings Tax.

(Customer co-payments from Small C&I and Technical Assistance programs)

Line 3: Line | + Line la + Line 2

Line 4: Source DSM Evaluation and Planning. Expenses include spending on Renewable Energy Projects and Evaluation Costs.

Line 5: Estimated 2002 Incentive
Line 6: Line 3 - (Line 4 + Line 5)
Line 7: Line 10 of Previous Month

January Start of Period Balance: 2001 Year End Balance as filed in April 2001.

Line 8: Line 6 + Line 7
Line 9: Interest Rates:
May = 4.75%
Oct. = 4.75%
Line 10: Line 8 + Line 9
Line 11: Per the DSM database
Line 11a: Per the DSM database
Line 12: Line 10 - Line 11 - Line 11a

Jan. = 4.75% Feb. = 4.75%
Jun. = 4.75% Jul. = 4.75%
Nov. = 4.75% Dec. = 4.75%

Mar. = 4.75%
Aug. = 4.75%

Apr. =
Sep. =

4.75%
4.75%



ATTACHMENT 2
Page 1 of 1

I. Summary of Proposed Changes to Energy Initiative (EI) and Design 2000 Plus (D2)
Programs for 2003

Lighting:

Fluorescent Fixtures 1. Add Tandem Wired Energy Conservation Measure (ECM) for pairs
of fixtures with a total of 4 lamps and a single tandem wired ballast.
(A group of 3 or 4 fixtures tandem wired with 1 ballast would also
be eligible).
Code 11: $24 EI incentive only

2. Add High efficiency T-8 lamps and ballast combination
Code 12: for EI, $5 per ballast and is applied in addition to the
incentive for all other fluorescent product codes.
Code 12: for D2, $5 per ballast and is applied in addition to the
incentive for all other fluorescent product codes. Product Code 10,
which offers an incentive of $10 per fixture for high efficiency T-8
lamp and ballast will still be available to <50 kW customers.

LED Traffic Light Fixtures 1. Add flashing amber traffic light retrofit.
Code 27: for EI, $90 per lamp.

2. Remove LED traffic signal ECM's from D2 applications, and have
all LED traffic signal projects use EI applications for incentives.

High Bay/ Low Bay Increase high intensity fluorescent fixture incentives for D2
Fluorescent Fixtures (also 1. Code 56: for D2 increase incentive from $22 to $30 per unit
called “high intensity 2. Code 57: for D2 increase incentive from $30 to $40 per unit

fluorescent” or “HIF”)
Exterior Lighting Retro-fits | Pulse Start MH or HPS retrofits or replacements for exterior fixtures will no
longer be allowed, as they do not pass company program B/C test. Exterior
lighting may be considered under Custom approach, to determine if cost
effective for particular projects.

Specialty Lighting Decrease incentive for metal halide track lighting

Code 70: for EI decrease incentive from $110 to $90 per fixture
Code 70: for D2 decrease incentive from $140 to $130 per fixture

D2 Occupancy Sensors Due to changes in State Energy Codes, occupancy sensors will not be
eligible for New Construction or Major Renovations.

Controls for HID/HIF Decrease incentive for occupancy controlled ON/OFF for high intensity

Lighting Fixtures fluorescent (HIF) and high intensity discharge (HID) fixtures

1. Code 68: for both EI and D2 decrease the incentive from $90 to $60
per control

Custom Worksheet
General (Energy Initiative | Maximum eligible incentive reduced from 50% of total measure cost to 45%
only) (10% reduction in the incentive)




ATTACHMENT 2
Page 2 of 2

I1. Summary of Proposed Changes to the Small Business Services Program for 2003

The following measures will be added:
Domestic Hot Water Pump | This measure proposes to install a time clock to turn off the domestic hot

Time Clock water circulating pump during unoccupied hours. The pump would be
turned on shortly before scheduled occupancy to warm the distribution
piping.

Efficient Evaporator Fan The measure will replace existing shaded-pole evaporator fan assemblies in

Motors walk-in coolers and freezers with unitary fan assemblies containing efficient
motors.

Condensate Evaporators This measure is aimed at retrofitting electrically heated condensate

evaporators in roll-in refrigerators and coolers with models having
condensate level controls on the heating element. The heaters are used to
boil off collected condensate.

Automatic Door Closers on | This measure proposes to install automatic door closers on walk-in cooler
Walk-in Equipment and freezer doors that do not close automatically.




ATTACHMENT 3
The Narragansett Electric Company
DSM Funding Sources in 2003 by Sector

Projected kWh Sales:

Residential 2,728,290,360
Small Commercial & Industrial 1,314,375,741
Large Commercial &Industrial 3.453.165.785
Total 7,495,831,886
DSM Revenue per kWh: $0.002

Projected DSM Revenues ($000's)

Residential $5,500.0
Small Commercial & Industrial $2,600.0
Large Commercial &Industrial $6.900.0
Total $15,000.0

Other Sources of DSM Revenues ($000's)1:

Projected Large C&I Program Leasing Revenues - 2003 $14.0
Projected DSM Fund Balance Interest in 2003 $576.0
Residential $218.9
Small C&I $103.7
Large C&I $253.4
Projected Co-payments by Customers in 2003 $756.0
Residential $0.0
Small C&I $716.0
Large C&I $40.0
Projected DSM Commitments in 2002 $6,150.0
Residential $0.0
Small C&I $0.0
Large C&I $6,150.0
Projected 2002 Fund Balance $210.7
Residential $141.2
Small C&I $115.9
Large C&l (846.4)
Subtotal - Other Sources $7,706.7
Total Funding Available in 2003’ $22,706.7
Residential $5,860.1
Small C&I $3,535.6
Large C&I $13,311.1
Notes:

1 The projected renewables fund balance is not included here. The Company anticipates turning those funds over to the State Energy Office who will be responsible for administering

the renewables funds beginning in 2003.

2 Includes projected kWh by large C&I customers as well as projected streetlighting sales.

3 Because of a spreadsheet error, Total Funding Available in 2003 shown on Schedule TFH-2 of Mr. Horan's testimony was understated by the $14,000 shown for Projected
Program Total Leasing Revenues - 2003. As a result, the proposed 2003 budget was also understated by $14,000. The Company proposes to make this $14,000 available to support

the State Energy Office in its efforts to develop renewable energy resources in RI.



THE NARRAGANSETT ELECTRIC COMPANY
R.I.P.U.C. Docket No. 3463
Attachment 4 to Amended Settlement

Page 1 of 2
NARRAGANSETT ELECTRIC COMPANY
2003 Proposed Settlement Budget
PAYROLL EXPENSE ADVERTISING TOTAL
($000) ($000) ($000) ($000)
RESIDENTIAL PROGRAMS
IN-HOME SERVICES
Energy Wise $27.7 $2,322.3 $5.0 $2,355.0
Appliance Management Program (Low Income) $19.1 $927.9 $5.0 $952.0
Home Energy Management $3.8 $155.5 $0.0 $159.4
ENERGY EFFICIENT PRODUCTS
Energy Star Products $17.4 $301.2 $130.0 $448.6
Energy Star Heating System $6.3 $131.9 $20.0 $158.2
Energy Star HVAC $12.7 $174.7 $58.5 $245.8
Energy Star Lighting $19.1 $949.5 $200.0 $1,168.6
INFORMATION & EDUCATION
|Energy Efficiency Educational Programs $6.3 $100.6 $0.0 $106.9
NEW CONSTRUCTION
Energy Star New Construction $22.3 $449.0 $50.0 $521.3
Subtotal Residential $134.8 $5,512.5 $468.5 $6,115.8
C&l PROGRAMS
LARGE C&I PROGRAMS (1)
Design 2000plus $414.0 $4,983.5 $16.9 $5,414.4
Energy Initiative $411.7 $6,969.2 $10.0 $7,390.9
SMALL C&I PROGRAMS
Small Business $28.7 $2,658.5 $12.0 $2,699.2
Subtotal C&l $854.4 $14,611.2 $38.9 $15,504.5
Total Res and C&Il Programs $989.2 $20,123.6 $507.4 $21,620.3
OTHER DSM EXPENSE ITEMS
Company Incentive $0.0 $684.5 $0.0 $684.5
Renewables Support $0.0 $0.0 $0.0 $0.0
Load Response Program $0.0 $25.9 $0.0 $25.9
Program Design, Evaluation & Planning $114.8 $261.2 $0.0 $376.0
Subtotal Other Items $114.8 $971.6 $0.0 $1,086.4
TOTAL DSM BUDGET $1,104.0 $21,095.3 $507.4 $22,706.7

1) Includes commitments for Design 2000plus and Energy Initiative of $2,100,000 and $3,550,000, respectively.




THE NARRAGANSETT ELECTRIC COMPANY

R.I.P.U.C. Docket No. 3463

Attachment 4 to Amended Settlement

NARRAGANSETT ELECTRIC COMPANY
Comparison of 2003 Proposed Settlement Budget to Originally Filed 2003 Budget

SETTLEMENT ORIGINAL DIFFERENCE
($000) ($000) ($000)
RESIDENTIAL PROGRAMS
IN-HOME SERVICES
Energy Wise $2,355.0 $2,505.0 ($150.0)
Appliance Management Program (Low Income) $952.0 $952.0 $0.0
Home Energy Management $159.4 $159.4 $0.0
ENERGY EFFICIENT PRODUCTS
Energy Star Products $448.6 $398.6 $50.0
Energy Star Heating System $158.2 $158.2 $0.0
Energy Star HVAC $245.8 $245.8 $0.0
Energy Star Lighting $1,168.6 $918.6 $250.0
INFORMATION & EDUCATION
|Energy Efficiency Educational Programs $106.9 $106.9 $0.0
NEW CONSTRUCTION
Energy Star New Construction $521.3 $512.0 $9.3
Subtotal Residential $6,115.8 $5,956.5 $159.3
C&I PROGRAMS
LARGE C&] PROGRAMS (1)
Design 2000plus $5,414.4 $5,614.4 ($200.0)
Energy Initiative $7,390.9 $7,690.9 ($300.0)
SMALL C&lI PROGRAMS
Small Business $2,699.2 $2,349.2 $350.0
Subtotal C&l $15,504.5 $15,654.5 ($150.0)
Total Res and C&l Programs $21,620.3 $21,611.0 $9.3
OTHER DSM EXPENSE ITEMS
Company Incentive $684.5 $679.8 $4.7
Renewables Support $0.0 $0.0 $0.0
Load Response Program $25.9 $25.9 $0.0
Program Design, Evaluation & Planning $376.0 $375.9 $0.1
Subtotal Other Items $1,086.4 $1,081.6 $4.8
TOTAL DSM BUDGET $22,706.7 $22,692.7 $14.0

1) Commitments for Design 2000plus and Energy Initiative in the Original filing of $2,300,000
and $3,850,000 were changed for the Settlement to $2,100,000 and $3,550,000 respectively.

Page 2 of 2



Sector

Residential

Small Commercial & Industrial
Large Commercial & Industrial
Total

Column 1:

Column 2:

Column 3:

Column 4:

Column 5:
Column 6:

Column 7:

THE NARRAGANSETT ELECTRIC COMPANY
R.I.P.U.C. Docket No. 3463
Attachment 5

Calculation of Target Shareholder Incentives Under Proposed Settlement

(1 () 3) “) (%) (6) (7

Threshold Above Incentive Per

Spending Incentive Target Savings Goal Savings Threshold Above
Budget Rate Incentive (Annual kWh) (Annual kWh) kWh Threshold kWh
$6,142,561 5.0% $307,128 12,452,223 5,603,500 6,848,723 $0.0448
$2,000,051 6.0% $120,003 4,724,796 2,126,158 2,598,638 $0.0462
$7.354,117 3.5% $257,394 25,297,189 11,383,735 13,913,454 $0.0185
$15,496,729 $684,525 42,474,209

Equal to the sector spending budget plus an allocated share of "other" expenses. Expenses
associated with the Home Energy Management Program, Renewables Support, Design
2000plus Commitments of $2,100,000, Energy Initiative commitments of $3,550,000, and
Small Business Copays of $716,000 are excluded.

Incentive rates as supported by the Company and the Division at the December 9, 2002 hearing.

Column 1 x Column 2.

Annual kWh savings for all program efforts applicable to the sector. See Attachment 6 page 3 of 3.

45% of Column 4.
Column 4 - Column 5.

Column 3/Column 6.

ammended settlement attach 5 no links - 12/16/2002 - 9:08 AM



THE NARRAGANSETT ELECTRIC COMPANY
R.I.P.U.C. Docket No. 3463

Attachment 6

Page 1 of 3

Calculation of 2003 Program Year Cost-Effectiveness and Goals Under Proposed Settlement

2003 RI BENEFIT COST TEST
Summary of Benefit, Expenses, Evaluation Costs ($000)
Narragansett Electric Company

Rhode Rhode Customer
Island Island Program Costs
Benefit/ Benefit |Implementation| Customer from Evaluation | Shareholder

Large Commercial/ Industrial Cost (2) Total Expenses |Contribution| Spillover Cost |Incentive (3)
Design 2000plus 2.84| $9,668.1 $3,314.4 N/A N/A $91.4 NA
Energy Initiative 3.95| 15,4077 3,840.9 N/A N/A 62.4 NA

SUBTOTAL 3.31| $25,075.9 $7,155.3 N/A N/A $153.8 $257.4
Small Commercial/ Industrial
Small Business (1) 2.35| $5,065.4 $2,138.9 N/A N/A $16.9 NA

SUBTOTAL 2.23| $5,065.4 $2,138.9 N/A N/A $16.9 $120.0
Residential Programs
IN-HOME 1.24| $4,324.2 $3,466.4 N/A N/A $13.9 NA
Appliance Management Program 1.21 1,154.9 952.0 N/A N/A 0.0 NA
Energy Wise 1.21 2,863.3 2,355.0 N/A N/A 13.8 NA
Home Energy Management 1.92 306.0 159.4 N/A N/A 0.1 NA
PRODUCTS 2.59| $5,529.9 $2,021.2 N/A N/A $117.4 NA
Energy Star Appliances 3.22 1,583.4 448.6 N/A N/A 43.5 NA
Energy Star Lighting 2.88 3,578.1 1,168.6 N/A N/A 73.9 NA
Energy Star Heating System 1.18 186.8 158.2 N/A N/A 0.0 NA
Energy Star Air Conditioning 0.74 181.6 245.8 N/A N/A 0.0 NA
NEW CONSTRUCTION 2.53| $1,409.6 $521.3 N/A N/A $36.9 NA

SUBTOTAL 1.74| $11,263.8 $6,008.9 N/A N/A $168.2 $307.1
Other
NEED Program NA NA 106.9 NA NA NA NA
Load Response NA NA 25.9 NA NA NA NA
Renewables Support NA NA 0.0 NA NA
Other Program Design, Evaluation and Planning NA NA NA NA NA 371 NA

SUBTOTAL NA NA $132.8 NA NA $37.1 NA
| TOTAL]| 2.51] $41,405.1] $15,436.0] N/A] N/A| $376.0] $684.5|

(1) Small Business program expenses are net of the projected customer co-pay for 2003 installations ($560,211).
(2) RI B/C Test = (Energy + Capacity + MDC + Participant Resource Benefits) / (Program Implementation +
Evaluation Costs + Shareholder Incentive)
(3) Incentives earned for the three program sectors have been allocated by program spending (implementation + evaluation expenses).

12/16/2002 9:09 AM ammended settlement Attachment 6



THE NARRAGANSETT ELECTRIC COMPANY
R.I.P.U.C. Docket No. 3463
Attachment 6

Page 2 of 3
Calculation of 2003 Program Year Cost-Effectiveness and Goals Under Proposed Settlement
Summary of 2003 Expenses, Benefit, kW, and kWh by Program for Rl Benefit/Cost Test
Narragansett Electric Company
Program Imp Benefit (000's) Load Reduction in kW MWh Saved
Expenses Participant| Maximum Maximum

Large Commercial/ Industrial (000's) Total Capacity | On Peak | Off Peak MDC Resource || Annual | Summer | Winter Lifetime Annual Lifetime
Design 2000plus $3,314 $9,668 $1,995 $3,989 $2,514 $1,171 0 2,228 1,785 1,275 35,930 10,458| 161,408
Energy Initiative 3,841 15,408 3,473 6,297 3,581 2,056 0 3,288 2,851 2,265 57,306 14,839] 242,070

SUBTOTAL $7,155]  $25,076 $5,468] $10,286 $6,094 $3,227 0 5,515 4,636 3,540 93,236 25297 403,478
Small Commercial/ Industrial
Small Business (1) $2,139] $5,065 $1,344 $2,157 $779 $786 $0 1,553 1,396 895 21,089 4,725 65,475

SUBTOTAL $2,139] $5,065 $1,344 $2,157 $779 $786 $0 1,553 1,396 895 21,089 4,725 65,475
Residential Programs
IN-HOME $3,466! $4,324 $704 $1,077 $1,017 $721 $805] 3,455 1,873 3,454 12,797 4,138 50,304
Appliance Management Program 952 1,155 124 247 232 113 $439 130 96 129 1,864 849 12,212
Energy Wise 2,355 2,863 447 830 785 436 365 707 285 707 8,314 3,289 38,092
Home Energy Management 159 306 133 0 0 173 0 2,618 1,492 2,618 2,618 0 0
PRODUCTS $2,021 $5,530 $850 $1,290 $1,258 $860 $1,272 2,483 592 2,263 20,358 8,173 64,363
Energy Star Appliances 449 1,583 144 121 114 115 1,089 184 184 60 2,325 417 5,774
Energy Star Lighting 1,169 3,578 622 1,146 1,124 685 0 2,201 312 2,201 16,262 7,696 57,515
Energy Star Heating System 158 187 1 1 1 1 182 2 0 2 30 4 60
Energy Star Air Conditioning 246 182 83 21 19 59 0 97 97 0 1,742 56 1,014
NEW CONSTRUCTION $521 $1,410 $108 $59 $54 $94 $1,095 108 90 33 2,543 141 2,925

SUBTOTAL $6,009| $11,264 $1,554 $2,426 $2,330 $1,675 53,171 6,046 2,556 5,751 35,698 12,452 117,593

TOTAL] $15,303|]  $41,405] $8,366] $14,869] $9,203] $5,688] $3,171 13,115] 8,587] 10,186]  150,023] 42,474]  586,546|

(1) Small Business program expenses are net of the projected customer co-pay for 2003 installations ($560,211).

12/16/2002 9:10 AM ammended settlement Attachment 6



12/16/2002

9:11 AM

Calculation of 2003 Program Year Cost-
Effectiveness and Goals Under Proposed

Settlement
PROGRAM GOALS
Program
Large Commercial/ Industrial
Design 2000plus
Energy Initiative
SUBTOTAL

Small Commercial/ Industrial
Small Business (1)
SUBTOTAL

Residential Programs

IN-HOME

Appliance Management Program

Energy Wise

Home Energy Management

PRODUCTS

Energy Star Appliances

Energy Star Lighting

Energy Star Heating System

Energy Star Air Conditioning

NEW CONSTRUCTION
SUBTOTAL

TOTAL

THE NARRAGANSETT ELECTRIC COMPANY

Annual

Energy Savings

MWh)

10,458
14,839
25,297

849
3,289

417
7,696
56
141

12,452

42,474

R.I.P.U.C. Docket No. 3463
Attachment 6
Page 3 of 3
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