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1. Introduction 

The North Carolina Utilities Commission (“Commission”) recently filed an Order Requesting 

Comments on Duke Energy Progress’ (“DEP”) and Duke Energy Carolinas’ (“DEC”, together 

“Duke”) demand-side management and energy efficiency performance incentive mechanism 

(“DSM and EE Mechanism”). The Commission is requesting comments on the following:  

i. Whether incentives in the Commission-approved Mechanism are producing 

significant DSM and EE results; 

ii. Whether the customer rate impacts from the DSM/EE rider are reasonable and 

appropriate; 

iii. Whether overall portfolio performance targets should be adopted; and 

iv. Any other relevant issues. 

Strategen Consulting was retained by the North Carolina Attorney General’s Office (“AGO”) to 

conduct a technical evaluation of Duke’s DSM and EE Mechanism. Strategen studied the 

mechanisms and compared Duke’s achieved savings, incentives, and ratepayer impacts to those 

experienced in other states.  

This memorandum outlines the current mechanisms used by DEC and DEP to recover program 

costs and incentives for Energy Efficiency and Demand-Side Management Programs. The 

memorandum discusses three areas of concern: 

First, Duke does not have a DSM/EE savings target. Savings targets are a critical component of 

a holistic DSM/EE mechanism. 

Second, multiple tools are used in the DSM/EE mechanism to compensate Duke for costs of 

DSM/EE programs and to provide incentives for Duke to offer such programs. The multiple 

layers of compensation and generous component design add up to create an overly costly 

mechanism.  The DSM/EE mechanism needs to be tailored so that the incentives are better 

aligned with performance.  By setting targets and rewarding Duke when high-performance is 

achieved, the incentives would be more cost effective for ratepayers.  

Third, the cost-effectiveness tests that are used to evaluate DSM/EE programs should be 

updated so that the avoided costs used in the evaluations account for the time value of energy 
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efficiency, as opposed to focusing on summer peaks.  In addition, the Commission should 

create a cost-effectiveness test that accounts for the costs associated with fossil-fuel emissions 

for informational purposes. 

 

2. Recommendations 

Strategen makes the following recommendations to the Commission: 

Savings Target 

 The Commission should set an explicit savings target. The savings target could be 

informed by a DSM/EE potential study or informed by comparable states savings targets. 

Based on Strategen’s analysis a retail sales performance target with the trajectory shown 

below would be reasonable.1 

 2021 2022 2023 

Duke Energy Carolinas 1.40% 1.70% 2.00% 

Duke Energy Progress 1.20% 1.60% 2.00% 

 

DUKE DSM/EE MECHANISM 

 Given that Duke is generously compensated by the Net Lost Revenues recovered under 

the mechanism, the Commission should consider restructuring the financial incentive to 

better align utility compensation with performance. Specifically, the Commission should 

consider changing the threshold point where savings begin to be shared with the utility. 

For example, the utility should only begin to share in savings once it has achieved or 

reached a threshold of 75% of the savings target.  

 

 

                                                                 
1 As in the targets for the Renewable Energy and Energy Efficiency Portfolio Standard, the target could be based on 
the incremental savings percentage relative to the utility’s prior year’s system retail electricity sales.   
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COST-EFFECTIVENESS TESTS 

 The Commission should improve the current methodologies used to calculate the Utilities 

Cost Test (“UCT”) and Total Resource Cost (“TRC”) test.  

o Specifically, the Commission should require Duke to improve avoided cost 

calculations by more granularly accounting for the time value of energy efficiency. 

 The Commission should create a cost-effectiveness test that incorporates the estimated 

cost of emissions for informational purposes. 

 

3. The Duke DSM/EE Mechanism Results in 

North Carolina 
 

According to Duke, in 2018 Duke Energy Carolinas (“DEC”) achieved incremental energy savings 

of 1.33% of its retail sales, while Duke Energy Progress (“DEP”) achieved 0.91%.2 Duke 

reported the historical savings of DSM/EE mechanisms as shown below. 

 2015 2016 2017 2018 

Duke Energy Carolinas 0.87% 1.16% 1.40% 1.33% 

Duke Energy Progress 1.08% 1.02% 1.02% 0.91% 

Based on these reported savings levels, DEC’s DSM/EE programs appear to be providing 

significant results (i.e. above average) when compared to other utility’s and state-level energy 

savings metrics.3 However, DEP’s DSM/EE programs appear to perform at an average level 

when compared to the same metric.4  

                                                                 
2 The incremental energy savings in 2018 and historical savings from the DSM/EE mechanisms were 
reported in response to Public Staff Data Request 2-6. 
3 See Relf et al., 2017. The 2017 Utility Energy Efficiency Scorecard. Available at 

https://aceee.org/research-report/u1707 See also Berg et al., 2018. The State Energy Efficiency 

Scorecard. Available at https://aceee.org/research-report/u1808 Note that ACEEE has Duke NC saving 
significantly lower than those reported by the Company. At least part of the difference is explained by the 

net to gross factor that ACEEE applies to the energy savings estimates reported by Duke.  
4 Id.  
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As indicated in the Commission’s request for comment in this docket, results, in the form of 

annual savings, are an important component of the DSM/EE mechanism review. While Duke is 

achieving average or above-average results, there are multiple components of the DSM/EE 

mechanism that must be analyzed in concert to determine whether the results are reasonable. 

The following sections assess other components of the DSM/EE mechanism to determine 

whether the results being achieved by Duke are reasonable given the incentives and regulatory 

treatments approved by the Commission. 

 

4. Savings Target 
 

Savings targets may be the single most influential component of DSM/EE mechanisms.5 Duke 

does not have to meet an explicit energy savings target. 

Savings targets are important for at least two reasons. First, a savings target helps define 

performance and informs overall mechanism design. The purpose of creating a financial 

performance incentive is to reward high achievement. Without a savings target to demarcate 

good or high achievement, the DSM/EE mechanism lacks clarity and does not provide a 

benchmark from which it may be designed. 

Second, a savings target holds the utility accountable. Failing to meet a Commission’s explicit 

target may reflect poor responsiveness to public policy goals. How Duke is perceived by the 

public is important to the Company. For this reason alone, a savings target should lead to better 

performance from the utility.  

Savings targets can be set based on a number of factors. One factor that can inform a savings 

target is a potential study. Potential studies investigate the market size, as well as the technical 

and economic potential of feasible DSM/EE measures in a region.6 Savings targets can also be 

                                                                 
5 Nowak et al. 2015. Beyond Carrots for Utilities: A National Review of Performance Incentives for Energy 

Efficiency. Available at https://aceee.org/research-report/u1504  
6 Duke had a DSM/EE potential study conducted in 2016, according to AGO Information Response 3-1. 
Given that the study is three years old, an updated study should be used to inform any future savings 

targets.   
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informed by what other states have committed to and been able to achieve. According to the 

2018 ACEEE scorecard, there are states with aggressive targets higher than 2.5% (MA, RI, AZ), 

seven states have savings targets higher than or equal to 2%, while 14 states have set targets 

below 2% but higher or equal to 1%.7 A qualitative assessment of states’ targets indicates that 

1% targets appear to be low bars, with 1.5% being moderate, and over 2% being more 

aggressive.  

While Duke does not have to meet an explicit savings target, it does have to comply with the 

Renewable Energy and Energy Efficiency Resource Standard (“REPS”). REPs require utilities to 

meet an increasing amount of their customers’ retail sales needs by a combination of renewable 

energy resources and reduced energy consumption. REPS may function in some similar ways to 

an Energy Efficiency Resource Standard (“EERS”), as it allows energy efficiency and 

conservation measures to meet renewable targets, but differs in a very important way: it does 

not set a minimum required level for DSM/EE. Thus, the REPS may not be as effective in 

encouraging cost-effective energy conservation as a more direct DSM/EE requirement. 

Furthermore, under the NCUC's final rules, there are no specified penalties or alternative 

payments for noncompliance.  

Strategen recommends that the Commission set an explicit savings target based on retail 

sales as defined in N.C.G.S. § 62-133.9. The savings target could be informed by a DSM/EE 

potential study or informed by comparable states savings targets. Based on other comparable 

states and previous DSM/EE results, the savings target trajectory displayed below is reasonable 

for DEC and DEP. 8 

 2021 2022 2023 

Duke Energy Carolinas 1.40% 1.70% 2.00% 

Duke Energy Progress 1.20% 1.60% 2.00% 

 

                                                                 
7 ACEEE 2018 State Energy Efficiency Scorecard. 
8 As in the targets for the Renewable Energy and Energy Efficiency Portfolio Standard, the target could 
be based on the incremental savings percentage relative to the utility’s prior year’s system retail 
electricity sales.   
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5. The Duke DSM/EE Mechanism in North 

Carolina 
 

Duke’s approved DSM/EE mechanism has multiple components that work in conjunction to 

provide cost recovery, recover lost revenues, and reward the utility with other incentives for 

administering DSM/EE programs. Each component is intended to enable efficient DSM/EE 

program administration and procurement—balancing costs and benefits for ratepayers.  

First, Duke recovers all reasonable and prudent costs incurred for adopting and implementing 

DSM/EE Measures, and  capitalizes and earns a rate of return on all or a portion of program-

related costs. The Company’s cost recovery measure is intended to reduce any burden placed 

on it for administering DSM/EE programs and reduce regulatory lag, while allowing a return on 

expenses provides the utility an incentive to invest in DSM/EE programs. 

Second, Duke can recover lost revenues associated with the savings associated with 

implementation of the DSM or EE measures through a Net Lost Revenues adjustment. The Net 

Lost Revenues adjustment is intended to make the utility whole from a revenue requirement 

standpoint, at least for the first 36 months after a measure takes effect. 

Third, Duke is provided a financial performance incentive, referred to as the Portfolio 

Performance Incentive or “PPI”. The Portfolio Performance Incentive is a shared savings-based 

incentive mechanism that shares 11.5% of net benefits with DEC and 11.75% with DEP. The 

Portfolio Performance Incentive is intended to reward the utility for high performance. 

Together the above DSM/EE components are intended to create a regulatory mechanism that 

balances the cost and benefits of DSM and EE for ratepayers. This section briefly describes each 

of the DSM/EE mechanism components to provide context around the multiple ways in which 

Duke is made whole or benefits from administering DSM and EE programs. Strategen’s analysis 

within this section demonstrates that the financial incentives, in concert with the Net Lost 

Revenues adjustment, are excessive and should be altered in order to bring DSM and EE 

program administration costs into balance with the costs and benefits provided to ratepayers.  
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5.1 Return on DSM/EE program costs  

 

Duke is allowed to recover all reasonable and prudent DSM/EE program costs through a rate 

rider. Allowing Duke to recover reasonable program costs is non-controversial.  

Duke is also permitted by statute to capitalize costs to the extent the costs are intended to 

produce future benefits.9 DEP’s capitalization of O&M and A&G expenses appears to have 

created a financial incentive, in the form of carrying costs, of between $10-15 million each year 

from 2015 to 2018.10 This represents a financial incentive of over half of the Portfolio 

Performance Incentive collected in each of these years for DEP. 

Allowing a return on O&M and A&G costs is not allowed under traditional cost of service 

regulation. Doing so creates a financial incentive for the utility to invest in DSM/EE by placing 

these demand-side expenses on a similar footing as supply infrastructure investments. This 

should, in effect, reduce the need for a financial performance incentive mechanism. Duke, 

however, has an additional performance incentive mechanism, the Portfolio Performance 

Incentive, which is based on shared savings and is discussed in a later section.  

Importantly, allowing a return on O&M and A&G expenses in combination with an additional 

performance incentive is not common practice. When asked, Duke could not provide a single 

example of another utility that is allowed to earn a return on A&G expenses.11 Notably, Duke 

utilities outside of the Carolinas are not allowed to both earn a return on expenses and collect a 

financial incentive.12  

Strategen recommends that the Commission consider the magnitude of the financial incentive 

that DEP and DEC receive through the capitalization of O&M and A&G expenses when 

considering changes to the Portfolio Performance Incentive. 

 

 

                                                                 
9 See N.C. G.S. § 62-133.9(d)(1). 
10 See Duke’s response to information request AGO 3-10 (Attachment 1). The $10-15 million includes 
both carrying costs net of taxes and income taxes on carrying costs.  
11 See Duke’s response to information request AGO 3-5 (Attachment 2).  
12 See Duke’s response to information request PSDR 2-1, 2-2, 2-3, and 2-4 (Attachment 3). 
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5.2 Net lost revenues 

 

Duke is allowed to earn revenues lost due to the implementation of DSM/EE investments 

through the Net Lost Revenues adjustment. Net Lost Revenues reflect the collection of already 

authorized utility system fixed costs; this collection is meant to bring the utility back in line with 

its revenue requirement. For this reason, Net Lost Revenues are calculated based on the portion 

of Duke’s retail tariff rates that represent the recovery of fixed costs. Electricity sales reductions 

that result from an approved measurement unit installed in a Vintage Year are eligible for use in 

calculating Net Lost Revenues for recovery only for the first 36 months after the installation of 

the unit. Figures 1 and 2 display the Net Lost Revenues for years 2015-2019 for vintage years 

starting in 2015.  

 

Figure 1: Net Lost Revenues by year earned (DEP, NC)13 

 

 

                                                                 
13 Docket Number E-2, Sub 1174, Evans Exhibit 2 (Attachment 4). 
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Figure 2: Net Lost Revenues by year earned (DEC, NC)14 

 

Figure 2 above indicates that Net Lost Revenues have been as high as over $80 million per year. 

This is almost 1.5 times the magnitude of the Portfolio Performance Incentive, discussed below.  

Net Lost Revenues have been criticized by regulators and research bodies as being extremely 

complex.15 The complexity stems from the EM&V calculations that are used to estimate the impact 

of DSM/EE programs. These EM&V calculations have numerous assumptions that can be 

subjective, and research has demonstrated that the methodologies vary significantly from state 

to state. 16  Given the complexity and scope associated with the Net Lost Revenue EM&V 

calculations, Strategen did not conduct an in-depth analysis of this component of the DSM/EE 

mechanism. However, the magnitude of the Net Lost Revenue adjustments alone demonstrates 

the importance of the calculation and the cost of making Duke whole as compensation for 

administering DSM and EE programs.  

 

 

                                                                 
14 Docket Number E-7, Sub 1192, Evans Exhibit 2 (Attachment 5). 

15 See Gilleo at al., 2015. Valuing Efficiency: A Review of Lost Revenue Adjustment Mechanisms. Available 
at https://aceee.org/sites/default/files/publications/researchreports/u1503.pdf See also New Hampshire 

Public Utilities Commission Docket No. DG 17-048. 
16 Id.  
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5.3 Portfolio Performance Incentive 

 

Duke’s Performance Incentive is based on the sharing of avoided cost savings (i.e., the 

reduction in generation, transmission, and distribution costs), net of program costs, achieved by 

those DSM and EE Programs in the aggregate. As the incentive, DEC keeps 11.5% of the net 

benefits and DEP keeps 11.75%. The net benefits are calculated based on the Utility Cost Test 

(“UCT”) methodology, which compares the DSM/EE program costs incurred by the utility to the 

avoided supply-side resources costs. The incentive is calculated at the year of approval and 

converted into a stream of no more than 10 levelized annual payments that the utility receives 

in subsequent years. Duke is not allowed to accrue a return on the incentive. 

 

Figure 3: Incentive Payment to DEP/DEC per vintage year 

Shared savings is an incentive tool that is used in other states besides NC. However, the design 

of the shared savings mechanism differs from state to state. At a high-level, shared savings 

mechanisms differ by the amount of net benefits shared, how net benefits are calculated, and 

at what threshold savings begin to be shared.  

The percentage of net benefits that are shared impacts the magnitude of the incentive paid. 

Shared savings mechanisms can share a constant percentage of net benefits or create a tiered 

structure that shares different percentages at different levels of savings. 
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Shared savings mechanisms also vary by the threshold level at which savings are shared with 

the utility. Varying the threshold at which savings are shared is another way that can impact the 

overall financial incentive that is paid out through a shared savings mechanism, depending on 

utility performance.   

Duke’s Ohio shared savings mechanism differs in both respects; i.e., both as to the percentage 

of net benefits shared and as to the threshold at which savings are shared. In Ohio, Duke does 

not begin to share net benefits until it reaches the required 1% annual savings target—

representing a 1% threshold. After it reaches the 1% threshold, a tiered shared savings 

mechanism is triggered, and the percentage of shared net benefits increases from 6% to 12% 

depending on the total savings level.17 Another example is Arkansas. Utilities in Arkansas must 

reach a threshold of 80% of the annual savings target before they begin to share in net 

benefits, after which they are rewarded 10% until a cap is reached.18 

Comparing the structure of Duke’s shared savings mechanism to other states demonstrates that 

the North Carolina DSM/EE is designed to provide generous incentives. First, Duke receives a 

high percentage of net savings. Out of the 12 states that reported a mechanism based on 

shared net benefits in a survey completed by ACEEE, only Kentucky, Minnesota, and Oklahoma 

reported shared saving percentages higher than North Carolina.19 Seven states (AR, AZ, CO, GA, 

MO, OH, TX) reported significantly lower percentages ranging from 1% to 10%, with many 

states reporting on the lower end.20 Sharing a higher percentage of savings increases the cost 

to ratepayers, all else constant, and therefore needs to be balanced with other DSM/EE 

components design and ultimate impact on performance. 

Second, the threshold at which Duke begins to share net savings is low—a zero percent 

threshold. The zero percent threshold is in contrast with other states, such as Arkansas, 

Minnesota, and Ohio, all with somewhat similar DSM/EE mechanisms.21 Sharing net benefits for 

all the savings that are generated suggests that Duke is immediately performing above what 

should be expected. This does not align with best practices related to designing the 

                                                                 
17 See Duke’s response to information request PSDR2-4 (see Attachment 3). 
18 See Arkansas Public Service Commission Docket No. 08-137-U. 
19 Nowak et al, Beyond Carrots for Utilities: A National Review of Performance Incentives for Energy 
Efficiency, ACEEE, 2015 at 11. 
20 Id. 
21 See MN PUC Docket No. 08-133, AR Docket No. 08-137-U, and OH Docket No. 08-920-EL-SSO. 

AGO Initial Comments
Strategen Memo

Docket No. E-7, Sub 1032
Docket No. E-2, Sub 931

https://strategen.sharepoint.com/egnyte/Consulting/Client%20Work/North%20Carolina%20AG/Duke%20EE%20and%20DSM%20incentive/Beyond%20Carrots%20for%20Utilities:%20A%20National%20Review%20of%20Performance%20Incentives%20for%20Energy%20Efficiency
https://strategen.sharepoint.com/egnyte/Consulting/Client%20Work/North%20Carolina%20AG/Duke%20EE%20and%20DSM%20incentive/Beyond%20Carrots%20for%20Utilities:%20A%20National%20Review%20of%20Performance%20Incentives%20for%20Energy%20Efficiency


 

14 

 

performance incentive mechanism. Best practices would suggest setting a realistic target and 

providing a reward once the utility’s performance is “good” or “above average,” not 

immediately.22  

The combination of a high percentage of shared net benefits with a low threshold to begin 

sharing savings is contributing to an outsized Portfolio Performance Incentive payment to Duke. 

Figure 2 shows the incentive that DEP would receive in other states for achieving the same 

savings and having a sharing threshold of zero percent in 2017.23 

 

Figure 2: The Portfolio Performance Incentive received by DEP in 2017 compared to representative mechanisms from other states that also 

implement a shared net benefits incentive structure 

 

Additionally, DEP is also allowed to earn a bonus incentive of $400,000 once it has achieved a 

1% savings target.24 The bonus incentive is insignificant compared to other incentives. It is also 

designed poorly, given that it is based on a point estimate. The bonus incentive should be 

removed to simplify the Portfolio Performance Incentive.  

Strategen recommends that the Commission should consider changing the threshold point 

where savings begin to be shared with the utility so that it is set at 75% of the savings target.  

 

                                                                 
22 See https://www.synapse-
energy.com/sites/default/files/Utility%20Performance%20Incentive%20Mechanisms%2014-098_0.pdf  
23 Incentive percentages informed by Table 1 in Id. at 11. 
24 DEC’s opportunity to receive a bonus incentive expired in 2018. 
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6. Cost Effectiveness Criteria 
 

DSM/EE mechanisms typically utilize cost-effectiveness tests to determine program and/or 

portfolio eligibility criteria. Cost-effectiveness tests include the Total Resource Cost (“TRC”) test, 

Utility Cost Test (“UCT”), Participant Cost Test (“PCT”), Societal Cost Test (“SCT”), Ratepayer 

Impact Measure (“RIM”), and others. Each test calculates costs or savings taking a different 

perspective, while some tests account also for non- energy impacts (environmental, health, 

economic). The incentive mechanism is ultimately meant to promote the interests of the 

ratepayers, while achieving state policy goals. It is important that the determination of the 

eligibility of any single measure reflects cost-effective resource procurement in line with state 

policy goals. The way to achieve this is by conducting the appropriate cost tests and weighing 

the results of each test appropriately.  

Duke uses the UCT and TRC tests to evaluate DSM/EE program cost effectiveness. More 

specifically, with the exception of Low-Income Programs or other programs explicitly identified 

at the time a new measure is proposed, all Programs are evaluated with the goal of having a 

program level UCT and TRC greater than 1.00. The benefits for both tests are the avoided 

supply costs (i.e., the reduction in generation capacity costs, transmission and distribution 

capacity costs, and energy costs), valued at marginal cost for the periods when there is a load 

reduction. The costs for the UCT are the net program or portfolio costs incurred by the utility 

and the increased supply costs for any period in which load is increased. Utility costs include 

initial and annual costs, such as the cost of utility equipment, O&M, installation, program or 

portfolio administration, incentives paid to or on behalf of participants, and participant dropout 

and removal of equipment (less salvage value). On the other hand, the costs for the TRC test 

are the utility costs and the incremental costs paid by the participants, plus the increased 

supply costs for any periods in which load is increased. All costs, no matter who pays for them, 

are included in this test.  

In general, the UCT and TRC are used in an acceptable manner by Duke. However, there are 

multiple assumptions that go into cost-effective tests that need to be carefully examined. 

Strategen will discuss three issues with the current evaluation of cost-effectiveness for Duke’s 

DSM/EE programs.  
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One of the primary issues are the avoided cost calculations used within the cost-effectiveness 

tests. Duke appears to utilize avoided energy, capacity, and transmission and distribution cost 

calculations that only factor in summer peaks.25 The focus on summer peaks within Duke’s EE 

incentive mechanisms is not consistent with its focus on winter peaks within its Integrated 

Resource Plans (“IRP”).26 In Duke’s IRP, it made the argument that its winter peak was 

becoming increasingly important for system planning purposes. However, the cost-effectiveness 

of its DSM/EE programs is being informed by summer peaks and the cost of building a gas 

combustion turbine.27  

The Commission should require Duke to revise the avoided cost calculations used for cost-

effectiveness tests to more accurately reflect the time value of energy efficiency. While a 

combustion turbine can serve both winter and summer peaks, the DSM/EE load shape could be 

different depending on which peak is used. Having an avoided cost that better reflects the time 

value of efficiency would value energy efficiency measures in a more detailed way. For 

example, looking at the energy and capacity benefits throughout the year as opposed to an 

over-emphasis on discrete summer peaks would likely result in better resource procurement. 

A second concern is process related. Duke continues to calculate the RIM test for informative 

purposes. The RIM test is typically used to inform impacts on non-participants through a rate 

impact calculation. However, the RIM test has many flaws. Specifically, it includes sunk costs 

within the calculation, which are irrelevant to future investment decisions, and may not take 

into consideration that DSM and EE can offset future capital investments.28 For example, a 

hypothetical measure that removed efficient LED lighting and replaced it with inefficient 

incandescent lighting would likely pass the RIM test, despite being contrary to customer and 

societal goals. The RIM test is not useful as the sole or primary indicator of cost-effectiveness 

for EE programs and therefore should not be used as a screening test. The Commission could 

continue to utilize the RIM test as an indicator to inform DSM/EE program impacts, but it should 

be considered with caution. 

                                                                 
25 See Duke’s response to information request PSDR2-8 (Attachment 6). 
26 See Duke’s response to information request PSDR2-8 (Attachment 6). 
27 See Duke’s response to information request PSDR2-8 (Attachment 6). 
28 See National Standard Practice Manual. Available at https://nationalefficiencyscreening.org/national-
standard-practice-manual/  

AGO Initial Comments
Strategen Memo

Docket No. E-7, Sub 1032
Docket No. E-2, Sub 931

https://nationalefficiencyscreening.org/national-standard-practice-manual/
https://nationalefficiencyscreening.org/national-standard-practice-manual/


 

17 

 

Finally, the Commission does not consider any cost-effectiveness tests that include the cost of 

emissions. Given that Duke incorporates emissions costs within its IRP, incorporating a cost-

effectiveness test, such as a societal cost test, for informational purposes within DSM/EE 

programs would provide consistency. One of the primary goals of designing the DSM/EE 

mechanism is to evaluate resources on a level playing field. Without considering emissions 

within the cost-effectiveness tests, the Commission is leaving out important information that 

could lead to procuring more cost-effective DSM and EE.   

Strategen recommends that the Commission should require Duke to improve the avoided 

cost calculation used when evaluating the cost effectiveness of measures by more granularly 

accounting for the time value of energy efficiency. Additionally, the Commission should consider 

utilizing a cost-effectiveness test that incorporates the cost of emissions for informational 

purposes.  

 

7. Conclusions 
 

Strategen’s analysis of Duke’s DSM/EE mechanism indicates that there are duplicative financial 

incentives including high levels of shared net benefits, with the result that costs are 

comparatively high for ratepayers. Consequently, a few critical modifications to the mechanisms 

are recommended so that the incentives provided to Duke are more appropriately aligned with 

performance.  

Strategen makes the following recommendations to the Commission: 

Savings Target 

 The Commission should set an explicit savings target. The savings target could be 

informed by a DSM/EE potential study or informed by comparable states savings targets.  
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 Based on Strategen’s analysis, a retail sales performance target with the trajectory 

identified below would be reasonable. 

 2021 2022 2023 

Duke Energy Carolinas 1.40% 1.70% 2.00% 

Duke Energy Progress 1.20% 1.60% 2.00% 

 

DUKE DSM/EE MECHANISM 

 Given that Duke is generously compensated by the Net Lost Revenue mechanism 

regardless of EE/DSM performance, the Commission should consider restructuring the 

financial incentive to better align utility compensation with performance. Specifically, the 

Commission should consider changing the threshold point where savings begin to be 

shared with the utility. For example, the utility should only begin to share in savings once 

it has achieved or reached a threshold of 75% of the savings target.  

COST-EFFECTIVENESS TESTS 

 The Commission should improve the current methodologies used to calculate the Utilities 

Cost Test (“UCT”) and Total Resource Cost (“TRC”) test.  

o Specifically, the Commission should require Duke to improve avoided cost 

calculations by more granularly accounting for the time value of energy efficiency. 

 The Commission should create a cost-effectiveness test that incorporates the estimated 

cost of emissions for informational purposes. 
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About Strategen 

Strategen is an internationally recognized, mission-driven, professional services firm focused on 

energy sector market transformation for a low carbon grid. Our multidisciplinary team specializes 

in work with policymakers and regulators, utilities, and unregulated market participants on issues 

related to zero carbon grid technologies such as energy storage, solar, wind, electric vehicles, 

demand response and energy efficiency. Our functional expertise includes technical analysis, 

economic analysis, regulatory thought leadership, and corporate strategy, as well as ability to 

leverage our thought leadership platform in ways that motivate and empower local leadership 

and change.
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Attorney General’s Office 
DSM/EE Mechanism Review 

       Data Request No. 3 
       Docket No. E-7, Sub 1032 

Docket No. E-2, Sub 931 
       Item No. 3-10 
       Page 1 of 2 
 

 

DUKE ENERGY CAROLINAS, LLC and DUKE ENERGY PROGRESS, LLC 

 
Request: 

 

Please provide a spreadsheet with all actual DEP and DEC EE and DSM Program 
revenues and costs for all years available. Further, provide a breakout of revenues into 
PPI revenues, NLR, Program and common cost recovery, return on program expenses, 
and bonus payment for all years for which the data is available. Where applicable, please 
provide your answer in a live Excel spreadsheet with all links and formula intact. 

 
Response: 
 
For DEC, please see attached Excel file “DEC AG 3-10” for a breakdown of the revenue 
requirement for Vintage 2014 through estimated Vintage 2020.  Miller Exhibit 2 page 1A 
shows the cumulative total for Vintage 2014 in column M broken down by program cost, 
earned utility incentives (or PPI), lost revenue and return.  The remainder of the years is 
shown in Miller Exhibit 2 pages 1-6. Total revenue received offsets the revenue 
requirement.  Please note that revenues collected are not tracked at the component level.  A 
total over/under collected calculation is performed to determine if interest needs to be 
calculated and then if so, an estimate based on percentages is used to allocate 
revenues.  This can be different each year.  As such, the best and most useful information 
the Company can provide is total revenues to calculate the total revenue requirement.  
 

DEC AG 3-10.xlsx

 
 
For DEP, please see attached Excel file “DEP AG 3-10”.  There is a tab for each year, which 
breaks out revenue requirement by program.  There is a column for lost revenues, PPI, 
DSDR costs, carrying costs and amortizations. These amounts can be subject to true-up in 
following years if EM&V reports are received; however, these changes are very small and  
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Attorney General’s Office 
DSM/EE Mechanism Review 

       Data Request No. 3 
       Docket No. E-7, Sub 1032 

Docket No. E-2, Sub 931 
       Item No. 3-10 
       Page 2 of 2 
 
 
therefore, the Company did not attempt to incorporate them in this type of schedule. There 
is also a separate tab that breaks out the amount of revenue collected for that test year 
period.    Prior to filing year 2016, interest was only calculated on over-recovered balances 
at a total level, therefore revenues were never estimated to be broken out.  As of filing year 
2016, an estimate of revenue collections by type was calculated to determine if there is an 
over or under-recovery for interest calculation purposes.  All amounts provided are best 
estimates available. 
 

DEP AG 3-10.xlsx
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Attorney General’s Office 
DSM/EE Mechanism Review 

       Data Request No. 3 
       Docket No. E-7, Sub 1032 

Docket No. E-2, Sub 931 
       Item No. 3-5 
       Page 1 of 1 
 

 

DUKE ENERGY CAROLINAS, LLC and DUKE ENERGY PROGRESS, LLC 

 
Request: 

Please provide a list of all states (and utilities) of which Duke has knowledge that have 
allowed a rate of return on administrative and general expenses of DSM and/or EE 
programs since their inception. 
 
Response: 

Duke has performed no research on other states or utilities regarding the allowance of 
returns on DSM and/or EE related administrative and general expenses.  As such, Duke 
has no knowledge of other states or utilities allowing a rate of return on administrative 
and general expenses.  
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NC Public Staff 
        Docket No. E-7, Sub 1032 
        Docket No. E-2, Sub 931 
        Data Request No. 2 
        Item No. 2-1 
        Page 1 of 1 
 
                                                           

DUKE ENERGY CAROLINAS, LLC and DUKE ENERGY PROGRESS, LLC 
  

Request: 

Please provide a narrative on the level of incentives and compensation for lost revenues 

available to Duke Energy Florida (DEF) associated with the Company’s cost recovery 

mechanism for its demand-side management and energy efficiency programs.  If 

applicable, this response should identify the incentive rate that is comparable to the 11.50% 

and 11.75% PPI as employed by DEC and DEP in their respective mechanisms.  In 

addition, please identify the Docket or Case number associated with DEF’s most recent 

cost recovery proceeding for its demand-side management and energy efficiency programs. 

Response: 

The Company objects to this question on the grounds that it is not relevant to this matter. 
The North Carolina Code of Conduct, as stipulated to by the Public Staff and Duke 
Energy and most recently approved by the North Carolina Utilities Commission in 
Docket Nos. E-2, Sub 1095A, E-7, Sub 1100A, and G-9, Sub 682A, provides that Duke 
Energy Corporation's affiliates "shall operate independently of each other" and "shall 
maintain separate books and records." Order Granting Motion to Amend Regulatory 
Conditions, issued Aug. 24, 2018 Appendix A, p. 48,  Therefore the components of Duke 
Energy Florida's EE/DSM mechanism, which is based on Florida's comprehensive legal 
and regulatory landscape, is not relevant or related to this specific North Carolina 
proceeding.  Additionally, the documents in the Florida proceeding are publicly 
available.  The objection notwithstanding, and without waiving said objection, the 
Company responds as follows: 
 
Duke Energy Florida’s approved energy efficiency mechanism allows it to recover its 
program costs and earn allowed return on capital expenditures. Its most recent cost 
recovery proceeding, which is publicly available, was filed in Docket No. 20190002-EG 
and is available through: http://www.psc.state.fl.us/ClerkOffice/Docket  
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        Docket No. E-2, Sub 931 
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        Page 1 of 1 
 
                                                           

DUKE ENERGY CAROLINAS, LLC and DUKE ENERGY PROGRESS, LLC 
  

Request: 

Please provide a narrative on the level of incentives and compensation for lost revenues 

available to Duke Energy Indiana (DEI) associated with the Company’s cost recovery 

mechanism for its demand-side management and energy efficiency programs.  If 

applicable, this response should identify the incentive rate that is comparable to the 11.50% 

and 11.75% PPI as employed by DEC and DEP in their respective mechanisms.  In 

addition, please identify the Docket or Case number associated with DEI’s most recent cost 

recovery proceeding for its demand-side management and energy efficiency programs. 

Response: 

The Company objects to this question on the grounds that it is not relevant to this matter. 

The North Carolina Code of Conduct provides that Duke Energy Corporation's affiliates 

"shall operate independently of each other" and "shall maintain separate books and 

records." (Please refer to the Companies' response to PSDR 2-1)  Therefore the components 

of Duke Energy Indiana's EE/DSM mechanism, which is based on Indiana's comprehensive 

legal and regulatory landscape, is not relevant or related to this specific North Carolina 

proceeding.  Additionally, the documents in the Indiana proceeding are publicly 

available.  The objection notwithstanding, and without waiving said objection, the 

Company responds as follows: 

Duke Energy's Indiana's EE/DSM cost recovery mechanism allows it to recover its 

program costs, earn shared savings ranging from 0% to 10%, and recover the lost revenues 

associated with the life of the measure savings.  Its most recent cost recovery proceeding 

was filed in Docket No. 43955 and is available through https://iurc.portal.in.gov/advanced-

search/.  
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DUKE ENERGY CAROLINAS, LLC and DUKE ENERGY PROGRESS, LLC 
  

Request: 

Please provide a narrative on the level of incentives and compensation for lost revenues 

available to Duke Energy Kentucky (DEK) associated with the Company’s cost recovery 

mechanism for its demand-side management and energy efficiency programs.  If 

applicable, this response should identify the incentive rate that is comparable to the 11.50% 

and 11.75% PPI as employed by DEC and DEP in their respective mechanisms.  In 

addition, please identify the Docket or Case number associated with DEK’s most recent 

cost recovery proceeding for its demand-side management and energy efficiency programs. 

Response: 

The Company objects to this question on the grounds that it is not relevant to this matter. 

The North Carolina Code of Conduct provides that Duke Energy Corporation's affiliates 

"shall operate independently of each other" and "shall maintain separate books and 

records." (Please refer to the Companies' response to PSDR 2-1)  Therefore the components 

of Duke Energy Kentucky's EE/DSM mechanism, which is based on Kentucky's 

comprehensive legal and regulatory landscape, is not relevant or related to this specific 

North Carolina proceeding.  Additionally, the documents in the Kentucky proceeding are 

publicly available.  The objection notwithstanding, and without waiving said objection, the 

Company responds as follows: 

Duke Energy Kentucky’s approved energy efficiency mechanism allows it to recover its 

program costs, earn 10% shared savings, and recover up to 36 months of lost revenues.  Its 

most recent cost recovery recent cost recovery proceeding was filed in Case No. 2018-

00370 and is available through:https://psc.ky.gov/PSC_WebNet/SearchCases.aspx  
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DUKE ENERGY CAROLINAS, LLC and DUKE ENERGY PROGRESS, LLC 
  

Request: 

Please provide a narrative on the level of incentives and compensation for lost revenues 

available to Duke Energy Ohio (DEO) associated with the Company’s cost recovery 

mechanism for its demand-side management and energy efficiency programs.  If 

applicable, this response should identify the incentive rate that is comparable to the 11.50% 

and 11.75% PPI as employed by DEC and DEP in their respective mechanisms.  In 

addition, please identify the Docket or Case number associated with DEO’s most recent 

cost recovery proceeding for its demand-side management and energy efficiency programs.  

Response: 

The Company objects to this question on the grounds that it is not relevant to this matter. 

The North Carolina Code of Conduct provides that Duke Energy Corporation's affiliates 

"shall operate independently of each other" and "shall maintain separate books and 

records." (Please refer to the Companies' response to PSDR 2-1)  Therefore the components 

of Duke Energy Ohio's EE/DSM mechanism, which is based on Ohio's comprehensive 

legal and regulatory landscape, is not relevant or related to this specific North Carolina 

proceeding.  Additionally, the documents in the Ohio proceeding are publicly 

available.  The objection notwithstanding, and without waiving said objection, the 

Company responds as follows: 

Duke Energy Ohio’s approved energy efficiency mechanism allows it to recover its 

program costs, earn shared savings ranging from 0% to 13%, and recover up to 36 months 

of lost distribution revenue from those customer classes not participating the Company’s 

revenue decoupling pilot. Its most recent cost recovery proceeding was filed in Case No. 

19-622-EL-RDR and is available through: http://dis.puc.state.oh.us/ 
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DUKE ENERGY CAROLINAS, LLC and DUKE ENERGY PROGRESS, LLC 
  

Request: 

Given that both DEC and DEP are considered to be winter planning utilities, please explain 

the justification for applying the same avoided per KW capacity costs throughout the year; 

as opposed to employing a weighted avoided capacity cost that incorporates the same 

seasonal allocations of avoided capacity costs used in the recent avoided cost proceeding.  

Response: 

Consistent with the Commission’s discussion and conclusions in its September 11, 

2018 Order Approving DSM/EE Rider and Requiring Customer Notice, in Docket No. E-7, 

Sub 1164, the Companies recognize that evaluating the contributions that DSM/EE 

measures make to a utility avoiding future capacity needs differs from the evaluation 

undertaken to determine the capacity costs avoided through the purchase of electric output 

from the QF.  Mindful of this distinction, the value of avoided capacity for EE and DR 

measures is derived from the cost of a peaker, independent of whether the peaker is used in 

the winter or the summer. Therefore, employing the same avoided per KW capacity cost 

throughout the year is the appropriate way to assign value to Avoided Capacity for EE and 

DR measures. The Companies do not currently, nor do they intend to attempt to claim 

Avoided Capacity savings that are the sum of both the Winter and the Summer Peak KW 

savings. 
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