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BY THE COMMISSION: Pursuant to N.C. Gen. Stat. § 62-133.9(d) the
North Carolina Utilities Commission (Commission) is authorized to approve an annual
rider to the rates of electric public utilities, outside of a general rate case, for recovery of
all reasonable and prudent costs incurred for adoption and implementation of new
demand-side management (DSM) and energy efficiency (EE) measures. The
Commission is also authorized to award incentives to electric companies for adopting and
implementing new DSM/EE measures, including, but not limited to, appropriate rewards
based on (1) the sharing of savings achieved by the DSM and EE measures and/or (2)
the capitalization of a percentage of avoided costs achieved by the measures.
Commission Rule R8-69(b) provides that every year the Commission will conduct a
proceeding for each electric public utility to establish an annual DSM/EE rider to recover
the reasonable and prudent costs incurred by the electric utility in adopting and
implementing new DSM/EE measures previously approved by the Commission pursuant
to Commission Rule R8-68. Further, Commission Rule R8-69(b) provides for the
establishment of a DSM/EE experience modification factor (EMF) rider to allow the
electric public utility to collect the difference between reasonable and prudently incurred
costs and the revenues that were actually realized during the test period under the
DSM/EE rider then in effect. Commission Rule R8-69(c) permits the utility to request the
inclusion of utility incentives (the rewards authorized by the statute), including net lost
revenues (NLR), in the DSM/EE rider and the DSM/EE EMF rider.

On June 20, 2018, Duke Energy Progress, LLC (DEP or the Company), filed an
application for approval of its annual DSM/EE cost recovery rider (Application) pursuant
to N.C. Gen. Stat. § 62-133.9 and Commission Rule R8-69. Along with the Application,
DEP filed the associated testimony and exhibits of Carolyn T. Miller and Robert P. Evans
in support of recovery of DSM/EE costs and utility incentives forecasted for the rate period
of January 1, 2019 through December 31, 2019, including program expenses,
amortizations and carrying costs associated with deferred prior period costs, Distribution
System Demand Response (DSDR) depreciation and capital costs, NLR, and program



and portfolio performance incentives (PPI). In addition, DEP asked for approval of an
EMF component of its DSM/EE rider to true-up its actual DSM/EE costs and utility
incentives during the test period of January 1, 2017 through December 31, 2017.

On July 2, 2018, the Commission issued an order scheduling a public hearing in
this matter for September 18, 2018, establishing discovery guidelines, providing for
intervention and testimony by other parties, and requiring public notice (Scheduling
Order). On September 13, 2018, DEP filed its affidavits of publication indicating that the
Company had provided notice in newspapers of general circulation as required by the
Commission’s Scheduling Order.

The intervention of the Public Staff is recognized pursuant to
N.C. Gen. Stat. § 62-15(d) and Commission Rule R1-19(e). On June 28, 2018, the
North Carolina Sustainable Energy Association (NCSEA) filed a petition to intervene,
which was granted by Commission order on June 29, 2018. On July 3, 2018, the Carolina
Industrial Group for Fair Utility Rates Il (CIGFUR II) filed a petition to intervene, which
was granted by Commission order on July 6, 2018. On July 19, 2018, the Carolina Utility
Customers Association, Inc. (CUCA) filed a petition to intervene, which was granted by
Commission order on July 24, 2018. On August 2, 2018, the North Carolina Justice
Center, Southern Alliance for Clean Energy, Natural Resources Defense Council, and
North Carolina Housing Coalition (collectively, NC Justice Center) filed a petition to
intervene, which was granted by Commission order on August 14, 2018.

On September 4, 2018, NC Justice Center filed the testimony and exhibits of
Christopher Neme, and the Public Staff filed the testimony and exhibits of Michael C.
Maness, David M. Williamson, and John R. Hinton.

On September 10, 2018, DEP filed the supplemental testimony and exhibits of
witness Miller and the supplemental exhibits of witness Evans (Supplemental Filing). The
Supplemental Filing supported adjustments to the PPI relating to Vintage 2016 and
Vintage 2017 of the EnergyWise for Business program; adjustments to Vintage 2016 and
Vintage 2017 lost revenues to align with the final outcome of DEP’s most recent general
rate case in Docket No. E-2, Sub 1142; and adjustments to the valuation of Vintage 2017
lost revenues allocated to the non-residential lighting program.

Also on September 10, 2018, the Company filed a Motion for Additional Public
Hearing and Public Notice of Revised Proposed Rates. On September 11, 2018, the
Commission issued an order scheduling an additional public hearing in this matter for
October 8, 2018, and requiring public notice. On October 5, 2018, DEP filed its affidavits
of publication indicating that the Company had provided notice in newspapers of general
circulation as required by the Commission’s September 11, 2018 order. On
October 16, 2018, the Company filed additional affidavits of publication that it had been
unable to obtain earlier due to Hurricane Florence.

On September 12, 2018, DEP filed the rebuttal testimony and exhibit of
Timothy J. Duff and the rebuttal testimony of withess Evans.



On September 12, 2018, NC Justice Center filed a motion to excuse witness Neme
from appearing at the September 18, 2018 hearing. On September 13, 2018, the Public
Staff and DEP filed a motion to excuse their withesses. On September 13, 2018, the
Commission issued an order granting both motions.

On September 17, 2018, the Public Staff filed the supplemental testimony and
exhibit of witness Maness, which incorporated the impact of the Public Staff’'s
recommended adjustments to avoided costs to be used in the determination of the PPI
and reflected the termination of the Residential Smart $aver EE Program, as well as the
three adjustments made in DEP witness Miller’s supplemental testimony and exhibits.

On September 18, 2018, the hearing was held as scheduled. No public withesses
appeared at the hearing.

On September 21, 2017, DEP filed the Affidavit of withess Evans authenticating
Supplemental Evans Exhibit 9.

On October 8, 2018, the additional public hearing was held as scheduled. No
public withesses appeared at the hearing.

On October 18, 2018, the Public Staff filed a letter stating it had completed its
review of DEP’s 2017 DSM/EE program costs and had found no exceptions.

On October 18, 2018, DEP filed a proposed order, NC Justice Center filed a brief,
NCSEA filed post-hearing comments, and the Public Staff filed a proposed order.

Cost Recovery Mechanism

On June 15, 2009, in Docket No. E-2, Sub 931, the Commission issued an Order
Approving Agreement and Stipulation of Partial Settlement, Subject to Certain
Commission-Required Modifications in DEP’s first DSM/EE rider proceeding
(Sub 931 Order). In the Sub 931 Order, the Commission approved, with certain
modifications, an Agreement and Stipulation of Partial Settlement (Stipulation) between
DEP, the Public Staff, and Wal-Mart Stores East, LP, and Sam’s East, Inc., setting forth
the terms and conditions for approval of DSM/EE measures and the annual DSM/EE rider
proceedings pursuant to N.C. Gen. Stat. § 62-133.9 and Commission Rules R8-68 and
R8-69. The Stipulation included a Cost Recovery and Incentive Mechanism for DSM and
EE Programs (Original Mechanism), which was modified by the Commission in its Sub
931 Order and subsequently in its Order Granting Motions for Reconsideration in Part
issued on November 25, 2009, in the same docket. The Original Mechanism as approved
after reconsideration allows DEP to recover all reasonable and prudent costs incurred
and utility incentives earned for adopting and implementing new DSM and EE measures
in accordance with N.C. Gen. Stat. § 62-133.9, Commission Rules R8-68 and R8-69, and
the additional principles set forth in the Original Mechanism.



On January 20, 2015, in Docket No. E-2, Sub 931, the Commission issued an
Order Approving Revised Cost Recovery and Incentive Mechanism and Granting
Waivers. In that Order, the Commission approved an agreement between DEP, the Public
Staff, Natural Resources Defense Council (NRDC), and Southern Alliance for Clean
Energy (SACE) proposing revisions to the Original Mechanism, generally to be effective
January 1, 2016 (Revised Mechanism). The Revised Mechanism allows DEP to recover
all reasonable and prudent costs incurred and utility incentives earned for adopting and
implementing new DSM and EE measures in accordance with N.C. Gen. Stat. § 62-133.9,
Commission Rules R8-68 and R8-69, and the additional principles set forth in the Revised
Mechanism.

On November 27, 2017, in Docket No. E-2, Sub 1145 (Sub 1145), the Commission
issued its Order Approving DSM/EE Rider and Requiring Filing of Proposed Customer
Notice (Sub 1145 Order), in which it approved the agreement to revise certain provisions
of the Revised Mechanism reached by the Company and the Public Staff. The Revised
Mechanism, as revised by the Sub 1145 Order, is set forth in Maness Exhibit | and
referred to herein as the “Mechanism.”

In the present proceeding, based upon DEP’s verified Application, the parties’
testimony and exhibits received into evidence, and the record as a whole, the
Commission makes the following:

FINDINGS OF FACT

1. DEP is a duly organized limited liability company existing under the laws of
the State of North Carolina, is engaged in the business of developing, generating,
transmitting, distributing, and selling electric power to the public in North and
South Carolina, and is subject to the jurisdiction of the Commission as a public utility.
DEP is lawfully before this Commission based upon its Application filed pursuant to
N.C. Gen. Stat. § 62-133.9 and Commission Rule R8-69.

2. The test period for purposes of this proceeding extends from
January 1, 2017 through December 31, 2017.

3. The rate period for purposes of this proceeding extends from
January 1, 2019 through December 31, 2019.

4, DEP has requested approval for the recovery of costs, and utility incentives
where applicable, related to the following DSM/EE programs:



Residential

J Appliance Recycling

. EE Education Program

o Multi-Family EE

My Home Energy Report (MyHER)

Neighborhood Energy Saver (Low-Income)

Smart $aver EE Program (formerly, Home Energy Improvement Program)
New Construction

EnergyWise (Load Control)

Save Energy and Water Kit

Energy Assessment

Non-Residential

. Smart $aver Energy Efficient Products and Assessments (formerly, EE for
Business)

. Smart $aver Performance Incentive Program

. Small Business Energy Saver

. Commercial, Industrial, and Governmental (CIG) Demand Response
Automation

. EnergyWise for Business

Residential and Non-Residential

. DSDR
o EE Lighting

These programs are eligible for cost and utility incentive recovery, where
applicable.

5. For purposes of inclusion in this DSM/EE rider the Company’s portfolio of
DSM and EE programs is cost-effective.

6. The MyHER and Non-Residential Smart $aver Performance Incentive
Programs do not require additional scrutiny at this time. However, if the programs do not
project cost-effectiveness for future vintages, pursuant to Paragraph 22B of the
Mechanism, the Company should provide a discussion of the actions being taken to
maintain or improve cost-effectiveness, or alternatively, its plans to terminate the program
in its next DSM/EE rider proceeding.

7. The Residential Smart $aver EE Program should not be terminated at this
time. DEP should propose modifications to this program not later than
December 31, 2018, with the goal of restoring the Total Resource Cost test result to 1.00
or greater. DEP should include a discussion of the impact of these modifications and other
actions it has taken to improve cost-effectiveness in its next year's DSM/EE rider
proceeding.



8. The evaluation, measurement, and verification (EM&V) reports filed as
Evans Exhibits A, B, C, D, E, F, G, H, and K are acceptable for purposes of this
proceeding and should be considered complete for purposes of calculating program
impacts. DEP has appropriately incorporated the results of these EM&V reports into the
DSM/EE rider calculations.

9. Acceptance of the EM&V report for the MyHER Program (Evans Exhibit I)
should be postponed and addressed in next year’s proceeding pending completion of the
Public Staff’s review.

10. The EM&V recommendations contained in the testimony of Public Staff
witness Williamson are appropriate for inclusion in future EM&V reports for the applicable
EE programs, when feasible and not cost prohibitive, including certain program vintages
that remain to be verified and trued up.

11. The Company has complied with the Commission’s requirement that DEP
monitor the changes in annual ratios of allocations between non-DSDR and DSDR
equipment and report the degree of change in its annual DSM/EE rider filing. No change
in the allocation ratio applicable to capacitors was necessary for 2018. The allocation ratio
applied to regulators was elevated from 77.79 percent to 79.45 percent for 2018. Annual
review of the allocation ratios should continue, should be reported to the Public Staff each
year, and any changes should be addressed in future rider proceedings.

12. It is inappropriate to calculate the avoided capacity cost benefits for
purposes of the PPl and cost-effectiveness of the Company’s DSM/EE programs under
the assumption that capacity avoided prior to year 2022 be assigned a zero dollar value.
The Public Staff's recommendation of such, and the corresponding reduction to the
Company’s Vintage 2019 PPI, should not be accepted.

13. Inits direct testimony and exhibits, DEP requested the recovery of NLR in
the amount of $40,178,116 and PPI in the amount of $21,846,452 through the EMF
component of the total DSM/EE rider, and NLR of $32,348,840 and PPI of $25,997,556
for recovery in the forward-looking, or prospective component of the total rider. As a result
of additional analysis performed by DEP and discussions with the Public Staff during the
course of the proceeding, in its Supplemental Filing, the Company corrected its EMF NLR
amount to $40,144,647 and the EMF PPI amount to $21,798,731. The Company also
corrected its prospective NLR amount to $31,947,155, as reflected in its Supplemental
Filing. DEP’s proposed recovery of NLR and PPI, as adjusted by the Supplemental Filing,
is consistent with the Mechanism and is appropriate, subject to further review to the extent
allowed in the Mechanism.

14.  For purposes of the DSM/EE rider to be set in this proceeding and subject
to review in DEP’s future DSM/EE rider proceedings, the reasonable and appropriate
estimate of the Company’s North Carolina retail DSM/EE program rate period amounts,
consisting of its amortized operations and maintenance (O&M) costs, depreciation, capital
costs, taxes, amortized incremental administrative and general (A&G) costs, carrying



charges, NLR, and PPI, is $175,770,263, and this is the appropriate amount to use to
develop the forward-looking DSM/EE revenue requirement. This amount is the total of the
$176,171,948 proposed in DEP’s initial filing and the total adjustment of $(401,685)
reflected in DEP’s Supplemental Filing.

15.  For purposes of the EMF component of its DSM/EE rider, DEP’s reasonable
and prudent North Carolina retail test period costs and incentives, consisting of its
amortized O&M costs, capital costs, taxes, amortized incremental A&G costs, carrying
charges, NLR, and PPI, are $168,007,613. This amount is the total of the $168,088,803
proposed in DEP’s initial filing and the total EMF adjustment of $(81,190) reflected in
DEP’s Supplemental Filing. The reasonable and appropriate amount of test period
DSM/EE rider revenues and miscellaneous adjustments to take into consideration in
determining the test period DSM/EE under- or over-recovery is $157,320,600. Therefore,
the test period revenue requirement, minus the test period revenues collected and
miscellaneous adjustments, leaves $10,687,013 as the test period under-collection that
is appropriate to use as the DSM/EE EMF revenue requirement in this proceeding.

16.  After assignment or allocation to customer classes in accordance with N.C.
Gen. Stat. 8§ 62-133.9, Commission Rule R8-69, and the Commission orders in Docket
No. E-2, Sub 931, the revenue requirements for each rate class, excluding the North
Carolina Regulatory Fee (NCRF), are as follows:

DSM/EE PROSPECTIVE

COMPONENT:

Residential $100,657,479
General Service EE 68,669,252
General Service DSM 6,086,071
Lighting 357,461
Total $175,770,263
DSM/EE EMF:

Residential $ 494,880
General Service EE 11,979,271
General Service DSM (1,790,030)
Lighting 2,892
Total $10,687,013

17.  The appropriate and reasonable North Carolina retail class level kilowatt-
hour (kwWh) sales for use in determining the DSM/EE and DSM/EE EMF billing factors in
this proceeding are:



Rate Class kWh Sales

Residential 15,740,238,953
General Service EE 9,852,771,378
General Service DSM 9,737,467,991
Lighting 361,265,217

18.  The appropriate DSM/EE EMF billing factors, excluding NCRF, are: 0.003
cents per kWh for the Residential class; 0.122 cents per kWh for the EE component of
the General Service classes; (0.018) cents per kWh for the DSM component of the
General Service classes, and 0.001 cents per kwWh for the Lighting class. These DSM/EE
EMF billing factors do not change when the NCRF is included.

19. The appropriate forward-looking DSM/EE rates to be charged by DEP
during the rate period, excluding NCRF, are: 0.640 cents per kWh for the Residential
class; 0.697 cents per kWh for the EE component of the General Service classes; 0.063
cents per kWh for the DSM component of the General Service classes; and 0.099 cents
per kWh for the Lighting class. The appropriate forward-looking DSM/EE rates to be
charged by DEP during the rate period, including NCRF, are: 0.641 cents per kWh for the
Residential class; 0.698 cents per kWh for the EE component of the General Service
classes; 0.063 cents per kWh for the DSM component of the General Service classes;
and 0.099 cents per kWh for the Lighting class.

20. DEP should leverage its collaborative stakeholder meetings (Collaborative)
to discuss the EM&V issues and program design issues raised in the testimony of NC
Justice Center witness Neme and report the results of those discussions in the
Company’s 2019 DSM/EE rider filing.

21. Beginning in 2019, the Company should increase the frequency of the
Collaborative meetings so that the combined DEP/Duke Energy Carolinas, LLC (DEC)
Collaborative meets every two months.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1

This finding of fact, which is supported by DEP’s Application, is essentially
informational, procedural, and jurisdictional in nature and is uncontroverted.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 2-3
No party opposed DEP’s proposed rate period and test period. The rate period and

test period proposed by DEP are consistent with the Mechanism approved by the
Commission. The proposed rate period and test period are reasonable.



EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 4

The evidence for this finding of fact can be found in DEP’s application, the
testimony and exhibits of DEP witnesses Miller and Evans, the testimony of Public Staff
witness Williamson, and various Commission orders in program approval dockets.

DEP witness Miller’s testimony shows the portfolio of DSM/EE programs that is
associated with the Company’s request for approval of this rider. The direct testimony of
DEP witness Evans lists the DSM/EE programs for which the Company is requesting cost
recovery, and incentives where applicable, in this proceeding. Those programs are:

Residential

Appliance Recycling

EE Education Program

Multi-Family EE

MyHER

Neighborhood Energy Saver (Low-Income)

Smart $aver EE Program (formerly, Home Energy Improvement Program)
New Construction

EnergyWise (Load Control)

Save Energy and Water Kit

Energy Assessment

Non-Residential

. Smart $aver Energy Efficient Products and Assessments (formerly, EE for
Business)

Smart $aver Performance Incentive Program

Small Business Energy Saver

CIG Demand Response Automation

EnergyWise for Business

Residential and Non-Residential

o DSDR
o EE Lighting

In his testimony, Public Staff witness Williamson also listed the DSM/EE programs
for which the Company seeks cost recovery and noted that each of these programs has
received approval as a new DSM or EE program and is eligible for cost recovery in this
proceeding under N.C. Gen. Stat. § 62-133.9.

Thus, the Commission finds and concludes that each of the programs listed by
witnesses Evans and Williamson has received Commission approval as a new DSM or
EE program and is, therefore, eligible for cost recovery in this proceeding under N.C. Gen.
Stat. § 62-133.9.
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EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 5-7

The evidence for these findings can be found in the testimony and exhibits of
Company witness Evans, Public Staff witness Williamson, and NC Justice Center witness
Neme.

DEP witness Evans testified that the Company reviewed the portfolio of DSM/EE
programs and performed prospective analyses of each of its programs and the aggregate
portfolio for the Vintage 2019 period, the results of which are incorporated in Evans Exhibit
No. 7. He noted that the Company’s aggregate portfolio continues to project
cost-effectiveness. However, DEP’s calculations indicate that that the following programs
do not pass the Total Resource Cost test (TRC) threshold of 1.00: Residential Smart
$aver (TRC of 0.57); My Home Energy Report (TRC of 0.96); and Non-Residential Smart
$aver Performance Incentive (TRC of 0.92).

Public Staff withess Williamson stated in his testimony that he reviewed DEP’s
calculations of cost-effectiveness under each of the four standard cost-effectiveness tests
— the Utility Cost Test (UCT), TRC, Participant, and Ratepayer Impact Measure (RIM)
tests. The Public Staff also compared the cost-effectiveness test results in previous
DSM/EE proceedings to the current filing and developed a trend of cost-effectiveness that
serves as the basis for the Public Staff's recommendation of whether a program should
be terminated. Witness Williamson testified that while many programs continue to be cost-
effective, the TRC scores as filed by the Company for all programs have decreased since
the 2017 DSM/EE rider proceeding, mainly due to changes in avoided costs, but also due
to updated EM&V and program participation.

Witness Williamson explained that the Public Staff does not agree with the avoided
capacity rates used by the Company in its calculations of cost-effectiveness filed in this
proceeding. Under the Public Staff's interpretation, the avoided capacity rates would
reflect zero avoided capacity values in years prior to the identified need for new capacity
in the underlying Integrated Resource Plan (IRP) that serves as the basis for the avoided
capacity rate calculations.

As reflected in Evans Exhibit 7, under DEP’s calculations of cost-effectiveness, the
Residential Smart $aver EE Program, MyHER Program, and Non-Residential Smart
$aver Performance Incentive Program are not projected to be cost-effective for Vintage
2019 under the TRC test. Under the Public Staff's methodology (i.e., applying zero
capacity value for years prior to 2022), the Residential New Construction, EE for
Business, and EnergyWise for Business programs would also not be cost-effective under
the TRC test for Vintage 2019.

Witness Williamson recommended that pursuant to the Mechanism, the Company
should provide a discussion in its filing for next year's DSM/EE rider proceeding on the
actions being taken to maintain or improve the cost-effectiveness of the MyHER and the
Non-Residential Smart $aver Performance Incentive Programs. Under Paragraph 22 and
Paragraphs 22A-D of the Mechanism, the Company is directed to take certain actions for
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programs that are not projected to be cost-effective. According to Paragraph 22B-22D of
the Mechanism, if a program demonstrates a prospective TRC score of less than 1.0 in a
DSMI/EE rider proceeding, the Company should provide a discussion of the actions being
taken to maintain or improve the program’s cost-effectiveness. If a program demonstrates
a prospective TRC score of less than 1.00 in a third DSM/EE rider proceeding, the
Company will terminate the program at the end of the year following the DSM/EE rider
order, unless otherwise ordered by the Commission.

DEP witness Evans in his rebuttal testimony notes that the TRC score for the
MyHER Program is 0.96, and given how close the program is to being cost-effective,
Paragraph 22B of the Mechanism should not be applicable. In his rebuttal testimony, he
also notes that the Non-Residential Smart $aver Performance Incentive Program should
not be subject to the scrutiny of Paragraph 22B because it has only been in place a short
period of time, and it is anticipated to be cost-effective.

NC Justice Center witness Neme testified that DEP’s DSM/EE portfolio is very
cost-effective, demonstrating that DSM/EE programs are a least cost resource for
meeting consumers’ electricity needs. Based on DEP’s estimated UCT benefit-cost ratio,
he stated that for every dollar that DEP spends on its programs, it is eliminating the need
to spend $2.63 on new power plants, the fuel to run those power plants, new power lines,
and other investments otherwise needed to supply electricity to homes and businesses.
DEP’s analysis also suggests that the programs are very cost-effective under the TRC
test, with a benefit cost-ratio of approximately 2.1 to 1.

As a whole, the Commission concludes that DEP’s portfolio of DSM and EE
programs is cost-effective and eligible for inclusion in the Company’s DSM/EE rider. The
Commission makes specific findings and conclusions as to the individual programs that
DEP and/or the Public Staff have identified as not being cost-effective below.

Residential New Construction, EE for Business, and EnergyWise for Business

Witness Williamson testified that DEP’s EnergyWise for Business Program is a
DSM program that draws the majority of its avoided cost benefits from capacity and
transmission and distribution (T&D) reductions. He acknowledged that using the
Company’s application of avoided capacity costs, this program is cost-effective under the
TRC test. However, when using the Public Staff’'s methodology, this program is no longer
cost-effective. Thus, according to witness Williamson, pursuant to Paragraph 22B of the
Mechanism, the Company should provide a discussion of the actions being taken to
maintain or improve cost-effectiveness, or alternatively, its plans to terminate the
program. He recommended further that pursuant to Paragraph 22C of the Mechanism, if
this program shows a prospective TRC of less than 1.00 in next year's DSM/EE rider
proceeding, the Company should include a discussion of what actions it has taken to
improve cost-effectiveness.

Like EnergyWise for Business, the Residential New Construction and EE for
Business programs are cost-effective under the TRC test using the Company’s
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application of avoided capacity costs, but drop below 1.00 after incorporating zeros for
the value of calculating avoided costs pursuant to the Public Staff's methodology. As a
result, withess Williamson recommended that, pursuant to Paragraph 22B of the
Mechanism, the Company should provide a discussion of the actions being taken to
maintain or improve cost-effectiveness, or alternatively, its plans to terminate the
program.

In his rebuttal testimony, witness Evans indicated that the Company does not
agree with the application of zero avoided capacity cost values proposed by the Public
Staff for the determination of program cost-effectiveness. He reiterated that while use of
the Public Staff's proposed zero avoided capacity cost values would render the
EnergyWise for Business, EE for Business, and Residential New Construction programs
non-cost-effective, these programs are considered to be cost-effective under the avoided
cost rates applied by the Company. He concluded that because these programs are
cost-effective under the TRC test using the Company’s methodology, Paragraph 22B of
the Mechanism does not apply. He added that it is important to recognize that these
programs constitute a significant portion of the Company’s DSM/EE portfolio, which
demonstrates the impact that the Public Staff’'s position on avoided costs could have on
the Company’s portfolio.

In Docket No. E-7, Sub 1164, Duke Energy Carolinas, LLC’s (DEC’s) most recent
DSM/EE Rider proceeding, the Commission concluded that it was inappropriate to
calculate the avoided capacity cost benefits for purposes of the PPl and cost-
effectiveness of the DEC’s DSM/EE programs under the assumption that capacity
avoided prior to year 2023 be assigned a zero dollar value. As a result, the Commission
held in its order dated September 11, 2018 (DEC Order), that the Public Staff's
recommendation otherwise, the same argument the Public Staff is making here, should
be rejected. For the reasons stated in the DEC Order, the Commission declines to accept
the Public Staff's position that capacity avoided by DEP prior to year 2023 be assigned a
zero dollar value.

The parties note that the EnergyWise for Business, EE for Business, and
Residential New Construction programs are cost-effective under the TRC test using
DEP’s calculation of avoided capacity costs. Therefore, the Commission finds that these
programs are cost-effective, and no further action is required by the Company.

MyHER Program

Witness Williamson recommended that the Company be required to provide a
discussion in the next proceeding on the actions being taken to maintain or improve
cost-effectiveness of the MyHER program, or alternatively, its plans to terminate this
program, under Paragraph 22B of the Mechanism.

Witness Evans testified that the Company’s EM&V for the MyHER Program

indicates a TRC result of 0.96, which is very close to 1.0. He noted that there has only
been a single EM&V study performed on the MyHER Program and that this single
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program constitutes a significant portion of the Company’s portfolio. He explained that
this is merely a short-term issue that will resolve itself over time. Witness Evans testified
that the program is still relatively young (launched in March 2015) and was evaluated
shortly after its launch (evaluation period of calendar year 2016). Witness Evans stated
that based on the MyHER results the Company has experienced in other jurisdictions
where the program has been in the market longer (including DEC), the Company believes
that the savings realized by participants will increase as customer engagement becomes
more established. In addition, withess Evans stated that the Company continues to work
with the program vendor to identify potential cost savings for the program. Given the
closeness of the applicable cost-effectiveness test to 1.00 and the importance of the
program, he testified that he would not recommend that MyHER fall under the provisions
of Paragraph 22B of the Mechanism at this time.

Non-Residential Smart $aver Performance Incentive Program

Evans Exhibit 7 reflects the forecasted 2019 TRC score for the Non-Residential
Smart $aver Performance Incentive Program is 0.92, and the UCT score is 3.75. DEP
Witness Evans pointed out that these scores are significantly greater than the 0.40 TRC
and 0.54 UCT scores submitted in the Company’s 2017 cost recovery request. He noted
that while the 0.92 TRC score may be viewed as slightly less than optimal in isolation,
this program encompasses energy saving measures related to new technologies,
unknown building conditions and system constraints, as well as uncertain operating
circumstances, occupancy, or production schedules. He noted that as such, energy
savings are difficult to project with any level of accuracy and that due to the scope of
projects envisioned, the Company also believes that the program could impact a
customer’s decision to opt into the EE portion of the rider. Witness Evans further testified
that if this program were no longer offered as part of the Company’s EE portfolio,
additional customers may elect to opt out as a result. Withess Evans testified that the
program also limits the prospects of overcompensating participants at the expense of
other customers, or undercompensating participants for their EE improvements. He
emphasized that the Company believes that this program is an important element of its
non-residential portfolio of programs and that its cost-effectiveness results will continue
to improve as more customers become familiar with it and participation increases.

Witness Williamson testified that the Non-Residential Smart $aver Performance
Incentive Program was launched in January 2017. He indicated that though this is the
second year that the program has not been cost-effective, the Public Staff prefers to give
new programs a year to get established before directing the Company to take action to
improve cost-effectiveness. He then recommended that the Company be required to
provide a discussion in the next proceeding on the actions being taken to maintain or
improve cost-effectiveness of the Non-Residential Smart $aver Performance Incentive
Program, or alternatively, its plans to terminate this program, under Paragraph 22B of the
Mechanism.

In his rebuttal testimony, witness Evans reiterated that the program was intended
to encompass large EE-related projects with uncertainty relative to their performance
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(e.g., projects that employ new technologies). He explained that related program
incentives are provided in installments based on actual savings. As a result, participants
are properly incentivized for their EE-related investments, and other customers are
shielded from the impacts of overstated performance. He also indicated that very few
projects are appropriate for participation in the program. The 0.92 TRC test score
reflected in Evans Exhibit 7 was based upon participation forecasts and costs used in the
Company’s 2016 program filing. During 2017, only five projects were involved. Currently,
there are seventy-four projects underway in the DEP service territory. Witness Evans
testified that the Company’s estimated TRC score for this program, based on these and
other projects under review, should exceed 1.50. Therefore, he testified that the Company
does not believe that this program requires additional scrutiny at this time, due to both the
short time it has been in place and its anticipated cost-effectiveness results.

Based on the evidence presented above, and in particular the short time each
program has been in place and the anticipated cost-effectiveness results, the
Commission concludes that the MyHER and Non-Residential Smart $aver Performance
Incentive programs do not require additional scrutiny at this time. However, if the
programs to not project cost-effectiveness for future vintages, pursuant to Paragraph 22B
of the Mechanism, the Company should provide a discussion of the actions being taken
to maintain or improve cost-effectiveness, or alternatively, its plans to terminate the
program in its next DSM/EE rider proceeding.

Residential Smart $aver EE Program

Witness Evans testified that despite several modifications, the Residential Smart
$aver EE Program (formerly, HEIP) continues to struggle to maintain cost-effectiveness.
More specifically, he explained that during 2016 and 2017, the Company made several
changes to the program to address the erosion in the program’s cost-effectiveness
caused by advancement in efficiency standards and the associated lower incremental
savings associated with exceeding the new standards. These program changes, which
included redesign of the program to include a referral channel that reduced program
costs, proved successful in returning the program to cost-effectiveness in 2017 and 2018.
Unfortunately, with the application of the new lower avoided costs in 2019, the program
is again projecting to no longer be cost-effective. According to witness Evans, the
Company is actively working to evaluate additional programmatic changes, such as the
Public Staff's recommendation to transition to referral channel measures that would offset
the decline in avoided costs and make the program cost-effective in 2019 and beyond.

Witness Williamson testified that the Residential Smart $aver EE program has
struggled to achieve cost-effectiveness for several years due to: (1) higher efficiency
standards mandated by the federal government that have increased baselines against
which savings impacts have been measured; and (2) the need for large participant
incentives to overcome the upfront out-of-pocket costs to participants. He noted that DEP
has consistently advocated the need to offer a residential HVAC replacement program.
Because HVAC is one of the largest energy-consuming users in homes, Witness
Williamson agreed that a well-designed, cost-effective program that encourages adoption
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of higher efficiency HVAC equipment is fundamental for any utility EE portfolio. He noted
that DEP has also indicated the importance of maintaining its trade ally network. Witness
Williamson agreed that it is desirable to maintain a good vendor network that provides
customers with accurate, reliable information on HVAC energy consumption and other
assistance. Nevertheless, he expressed concern that ratepayers should not be required
to pay for a program that is not cost-effective, especially when cost-effectiveness
projections continue on a downward trend.

Witness Williams testified that in Docket No. E-2, Sub 114 (Sub 1145), DEP’s 2017
DSM/EE Rider proceeding, the Commission’s Order stated that “if the Commission-
approved modifications do not maintain or improve the program’s cost-effectiveness by
the next DSM/EE rider proceeding, the program should be terminated at the end of 2018.”
Because the Residential Smart $aver EE Program’s performance has not improved,
Witness Williamson recommended that the program be closed at the end of 2018.
Consistent with this recommendation, Public Staff Witness Maness concluded that all
associated Vintage 2019 program costs, NLR, and PPI should be removed from the
calculating billing factors.

Witness Neme encouraged the Company to focus on promoting longer-lived major
measures, such as those included in the Residential Smart $aver EE Program. He
suggested that the Company make efforts to increase participation in rebate offers for
high-efficiency heat pumps, central air conditioners, heat pump water heaters, pool
pumps, attic insulation, air sealing, and duct sealing. He stated that there should be
significant savings potential from these measures as they address the largest electricity
end-uses in homes.

In his rebuttal testimony, witness Evans responded to witness Williamson’s
recommendation that the Residential Smart $aver Program be terminated. He testified
that the Company believes that terminating the only program that offers assistance for
making the largest single energy user in the home, a customer’'s HVAC system, more
energy efficient does not seem reasonable, especially when the decision to make said
investment only comes around once every fifteen years. He also noted that the
recommended termination of the program does not take into consideration the Company’s
relationships with HVAC contractors. According to witness Evans, the proposed
termination will likely erode trust and engagement with these valuable “trade allies,”
making it difficult to offer similar types of programs that would require trade ally support
in the future.

Witness Evans explained that in the past, when the program’s cost-effectiveness
has struggled due to efficiency standard changes, the Company has demonstrated the
ability to effectively modify the program to restore cost-effectiveness and should have the
opportunity to attempt to restore to the cost-effectiveness of the program that was eroded
by reduction in avoided costs. He indicated that Company is currently investigating
several opportunities to increase the cost-effectiveness of the program, including the
following:
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1. While the Company does have some concerns with respect to the Public
Staff’'s recommendation to move the program to an all-referral structure,
DEP is not opposed to adopting this proposal so long as the Commission
deems it appropriate. However, in lieu of moving to a referral only approach,
the Company’s program management team has developed a number of
potential revisions to the referral program that will improve cost-
effectiveness and lead to a more gradual transition to a referral only
approach. The Company believes that these modifications would result in
improving the program and the cost-effectiveness tests referenced in
Witness Williamson’s testimony;

2. The Company has been reevaluating and updating studies of the
incremental costs actually being paid by customers to adopt higher
efficiency equipment. This work will ensure that the Company’s
cost-effectiveness analysis is consistent with the current market conditions
and reflects the changes in equipment pricing that occur as the new higher
efficiency standards have been in place for a longer period of time. The
Company believes that such information could lead to improvements in the
program’s TRC scores; and

3. The Company’s program management team has been working with the
third-party vendor used in program administration (payment processing) to
further reduce program costs and increase the TRC score. (Id. at 80-81.)

Witness Evans testified that the Company is sure that the combination of these
actions will restore cost-effectiveness and that shutting down the current operations
without an appropriate time frame for planning and adjustment is not the best answer for
its customers.

The Commission agrees with witnesses Evans, Neme, and Williamson that a
residential HYAC program is an important program for an electric utility to offer as part of
its DSM/EE portfolio. All three witnesses testified that the HVAC is one of the largest — if
not, the largest — energy-consuming appliances in the home. In addition, as noted by
witnesses Neme, the long measure life of an HVAC unit makes it particularly important to
maintain this program as part of the Company’s portfolio. A rebate for a high-efficiency
HVAC unit could lead to savings for many years to come.

Both witnesses Evans and Williamson also recognize that DEP’s relationship with
its trade ally network — i.e., the HVAC contractors that service the HVAC equipment of
participants in the Residential Smart $aver EE Program — is important to maintaining a
viable HVAC program. The Commission agrees with witness Evans that a termination of
the program would place those valuable relationships at risk, which could jeopardize the
Company’s ability to offer an HVAC program in the future. Accordingly, the Commission
finds and concludes that the Residential Smart $aver EE Program should not be
terminated at this time. That said, the Commission is mindful of the Public Staff’'s concerns
that ratepayers should not pay for programs that are not cost-effective. Based on the

17



Company’s persistent efforts to maintain the viability of the program through program
modifications, as well as the negative impact on the Company’s PPI if the program
continues to struggle to maintain cost-effectiveness, the Commission is persuaded that
DEP is highly motivated to continue to find ways to improve cost-effectiveness. The
Commission is hopeful that the possible improvements outlined by witness Evans will
improve cost-effectiveness. Thus, the Commission directs the Company (1) to propose
modifications to this program no later than December 31, 2018, with the goal of restoring
the TRC score to 1.00 or greater, and (2) to include a discussion of the impact those
modifications and other actions it has taken to improve cost-effectiveness in next year’s
DSMI/EE rider proceeding. However, if DEP cannot demonstrate cost-effectiveness of this
program by its next DSM/EE rider proceeding, the Commission may order the program
closed as of December 31, 2019.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NOS. 8-10

The evidence for these findings of fact can be found in the testimony and exhibits
of DEP witness Evans and the testimony of Public Staff withess Williamson.

DEP witness Evans testified regarding the EM&V process, activities, and results
presented in this proceeding. He explained that the EMF component of the Company’s
DSM/EE rider incorporates actual customer participation and evaluated load impacts
determined through EM&V and applied pursuant to the Mechanism. In addition, actual
participation and evaluated load impacts are used prospectively to update estimated NLR.
In this proceeding, the Company submitted, as exhibits to witness Evans’ testimony,
detailed completed EM&V reports or updates for the following programs:

e CIG Demand Response Automation — 2016 (Evans Exhibit A)

e EE Education Program — 2015 & 2016 (Evans Exhibit B)

e EnergyWise Home Demand Response Program — Summer 2016 (Evans
Exhibit C)

e EnergyWise Home Demand Response Program — Winter 2016 & 2017 (Evans
Exhibit D)

e Multi-Family EE Program — 2015 & 2016 (Evans Exhibit E)

Non-Residential Smart $aver Program (Prescriptive) — 2016 & 2017 (Evans

Exhibit F)

EnergyWise for Business Program — 2016 (Evans Exhibit G)

EE Lighting Program — 2016 & 2017 (Evans Exhibit H)

MyHER Program — 2016 (Evans Exhibit I)

Small Business Energy Saver Program — 2015 & 2016 (Evans Exhibit J)

Save Energy and Water Kit Program — 2016 (Evans Exhibit K)

In his testimony, Public Staff witness Williamson testified that with respect to
program vintages for which EM&V reports were filed in this proceeding, he does not
recommend any adjustment to the impacts at this time. He also testified that he had
confirmed through sampling that the changes to program impacts and participation were
appropriately incorporated into the rider calculations for each DSM and EE program, as
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well as the actual participation and impacts calculated with the EM&V data. Witness
Williamson stated his belief that DEP was appropriately incorporating the results of EM&V
into the DSM/EE rider calculations consistent with Commission orders and the
Mechanism.

In addition, withess Williamson stated that DEP had adopted his EM&V-related
recommendations made in the 2017 DSM/EE rider proceeding, Docket No. E-2, Sub
1145, to the extent those recommendations are applicable to the EM&V reports filed in
this proceeding. He also provided recommendations concerning the content of future
EM&YV studies for particular EE programs, noting that DEP’s implementation of these
recommendations would be subject to the consideration of whether the recommendation
would be cost prohibitive.

Witness Williamson also provided recommendations concerning the content of
future EM&V studies for the Company’s EE Lighting Program, noting that DEP’s
implementation of these recommendations would be subject to the consideration of
whether the recommendation would be cost prohibitive. Public Staff withess Williamson
recommended that:

1. The program evaluator should include the basis for the selected weighting
methodology (weightings based on bulb sales, measure savings, or other
metric) when assessing program savings. The program evaluator should also
indicate the other weighting methodologies that were considered, why they
were rejected, and why the selected methodology is preferable;

2. The program evaluator should provide further clarity into the sales of
incentivized bulbs at dollar/discount stores to determine the income levels of
customers purchasing these bulbs; and

3. The program evaluator should update its study on the percentage of bulb
sales to residential and non-residential customers.

Regarding the EM&V report for the MyHER Program, Evans Exhibit I, witness
Williamson stated that while the Public Staff has confidence in the methodology applied
to complete this evaluation and believes that the overall savings appear to be reasonable
and in line with the findings of other similar evaluations of residential behavioral savings
in the United States, it has not finalized its review of the overall findings and savings
estimates put forth in the evaluation report at this time. Witness Williamson recommended
postponing acceptance of the results of the MyHER program until the Public Staff
conducts further review and offers recommendations in the next DSM/EE rider
proceeding.

Witness Williamson concluded that, with the exception of the MyHER Program
EM&V Report (Evans Exhibit 1), the EM&V of the vintages of the measures covered by
the remaining reports filed in this proceeding should be considered complete. In addition,
he recommended that the two reports from the Sub 1145 proceeding, Small Business
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Energy Saver Program EM&V Report, and the Multi-Family EE Program EM&V Report,
(Evans Exhibits D and E, respectively, filed in the Sub 1145 proceeding) be considered
complete for the purposes of calculating program impacts in this proceeding.

In his rebuttal testimony, DEP Witness Evans raised concerns regarding two of the
recommendations regarding the future evaluations of the EE Lighting Program. Witness
Evans noted that the most reliable methods to determine both the income level of the
purchasers of bulbs at dollar/discount stores and to update the percentage of bulb sales
to residential and non-residential customers would require in-store intercepts. However,
he pointed out that the EM&YV evaluators have had problems in the past gaining access
to stores to conduct the in-store intercepts.

With the exception of those EM&V-related recommendations made by Public Staff
witness Williamson for revisions to Evans Exhibits H and I, no party contested the EM&V
information submitted by the Company. The Commission therefore finds that the EM&V
reports filed as Evans Exhibits A, B, C, D, E, F, G, H, J, and K are acceptable for purposes
of this proceeding and should be considered complete for purposes of calculating
program impacts; that the EM&V reports for Small Business Energy Saver Program
(Evans Exhibit D) and the Multi-Family EE Program (Evans Exhibit D) from the 1145
proceeding should be considered complete; acceptance of the EM&V Report for the
MyHER program should be postponed until the Public Staff conducts further review and
offers recommendations in the next DSM/EE rider proceeding; and the EM&V
recommendations concerning future EM&V reports contained in the testimony of Public
Staff witness Williamson should be approved and applied in future EM&V reports for the
applicable EE programs, when feasible and not cost prohibitive.

Based upon the testimony and evidence cited above, the Commission finds the
net energy and capacity savings derived from the EM&V to be reasonable and
appropriate. Further, the Commission concludes that DEP is appropriately incorporating
the results of EM&V into the DSM/EE rider calculations.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 11

The evidence for this finding of fact can be found in the testimony of DEP witness
Evans.

The Commission’s Order Approving DSM/EE Rider and Requiring Filing of
Proposed Customer Notice, issued on November 16, 2015 in Docket No. E-2, Sub 1070,
provided that DEP shall file all changes in annual ratios of allocations between non-DSDR
and DSDR equipment, report the degree of change in its annual DSM/EE rider filing, and
provide such changes to the Public Staff as they become available. Witness Evans
informed the Commission that a review of 2016 units showed that no change in the
allocation ratio applicable to capacitors was necessary for 2018. However, the allocation
ratio applied to regulators was elevated from 77.79 percent to 79.45 percent for 2018. He
stated that 2017 units would be reviewed, and any changes would be communicated to
the Public Staff and implemented on January 1, 2019. Based on the evidence, the
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Commission concludes that DEP should continue to file reports of changes to its
allocations between non-DSDR and DSDR equipment in future proceedings and provide
the Public Staff with information on any changes to the allocation factor as they become
available.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 12

The evidence in support of this finding can be found in the testimony and exhibits
of Company witness Duff; the testimony and exhibits of Public Staff withesses Maness,
Hinton, and Williamson; and various Commission orders.

In its application, the Company included avoided capacity cost benefits in every
year of the life of a measure when calculating the PPl and when calculating the
cost-effectiveness of its programs. The Public Staff disagreed with the Company
regarding the appropriate level of avoided costs to be used in the determination of the
PPl and calculations of cost-effectiveness. The Public Staff contended that DEP is
required by the Revised Mechanism and the Sub 148 Order to use zero as the input when
calculating the avoided capacity values for DSM/EE until 2021, when DEP’s IRP shows
a capacity need. As such, the Public Staff recommended that the avoided capacity cost
benefits for purposes of the PPl and cost-effectiveness of the Company’s DSM/EE
programs be calculated under the assumption that capacity avoided prior to year 2021 be
assigned a zero dollar value.

Background

Paragraph 70 of the Revised Mechanism set out the method for determination of
avoided capacity costs as follows:

69. Forthe PPI for Vintage Year 2016, the per kW avoided
capacity costs used to calculate avoided cost savings shall be
the avoided capacity cost rates approved by the Commission
for DEP in the most recent biennial avoided cost proceeding
as of the date of the filing of the 2015 DSM/EE cost and
incentive recovery proceeding. The per kWh avoided energy
costs shall be those reflected in or underlying the most
recently filed integrated resource plan (IRP).

70. For the PPl for Vintage Years after 2016, the
presumptive per kW avoided capacity costs and per kWh
avoided energy costs used to calculate avoided cost savings
shall be those determined pursuant to paragraph 69 above.
However, if at the time of initial estimation of the PPI for each
vintage year after 2016, either (a) the Company’s per kWh
avoided energy costs calculated for the purposes of the
Company’s annual IRP or resource plan update filings have
increased or decreased by 20% or more or (b) the Company’s
per kW avoided capacity costs reflected in the rates approved
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in the biennial avoided cost proceedings have increased or
decreased by 15% or more, the avoided costs (both energy
and capacity) will be updated for purposes of the DSM/EE
rider proceeding.

The parties sometimes referred to the method for updating avoided costs under
Paragraph 70 of the Revised Mechanism as the “trigger” or “ratchet” method, in that
avoided costs would remain the same unless and until the specified thresholds were met
— either a change in avoided energy costs of at least 20% or a change in avoided capacity
costs of at least 15% — which would then trigger an update of both avoided energy and
avoided capacity costs. In addition, under Paragraph 70 of the Revised Mechanism,
avoided energy costs and avoided capacity costs were derived from two different sources:
the annual IRP or resource plan update filings for avoided energy, and the biennial
avoided cost proceedings for avoided capacity.

In DEP’s 2017 DSM/EE proceeding (Sub 1145), the Public Staff and DEP
discovered that they had differing interpretations as to the appropriate avoided costs to
be used in calculating the 2018 DSM/EE rider pursuant to Paragraph 70 of the Revised
Mechanism. The Public Staff believed that the “ratchet” that would cause avoided
capacity and energy costs to be updated for purposes of the DSM/EE rider proceeding
had been triggered for purposes of the PPI to be calculated for Vintage 2018. The
Company maintained that the ratchet had not been triggered. Had avoided cost rates
been updated in a manner consistent with the Public Staff’s interpretation of Paragraph
70, the Vintage 2018 PPI would have been reduced by approximately $3.3 million.

The Company and the Public Staff eventually reached a comprehensive
agreement (Sub 1145 Agreement) resolving their differences which consisted of (1) a
monetary adjustment which reduced the Vintage 2018 PPI by $2.1 million; and (2) certain
revisions to the Revised Mechanism, including the method by which avoided costs would
be updated for purposes of the PPl and DSM/EE program cost-effectiveness. In
particular, DEP and the Public Staff recommended certain changes to Paragraphs 18, 22,
and 70 of the Mechanism, and the addition of new Paragraphs 22A through 22D and 70A.
The Commission approved the Sub 1145 Agreement and the resulting revisions to the
Revised Mechanism in the Sub 1145 Order.}

1 In DEC’s 2017 DSM/EE proceeding (E-7, Sub 1130, or Sub 1130), DEC and the Public Staff
encountered the same disagreement over whether the avoided cost ratchet had been triggered for
purposes of DEC’s 2018 DSM/EE rider. DEC and the Public Staff eventually reached a resolution (the Sub
1130 Agreement) which consisted of (1) a monetary adjustment which reduced the Vintage 2018 PPI (which
in DEC’s case amounted to a $6.75 million adjustment); and (2) revisions to DEC’s cost recovery
mechanism, including the method by which avoided costs would be updated for purposes of the PPl and
DSM/EE program cost-effectiveness. The Sub 1130 Agreement and resulting revisions to DEC’s cost
recovery mechanism were approved by the Commission in its Order Approving DSM/EE Rider, Revising
DSM/EE Mechanism, and Requiring Filing of Proposed Customer Notice, issued in Sub 1130 on August
23, 2017, prior to the Sub 1145 proceeding. The Sub 1130 Agreement and the resulting revisions to DEC’s
cost recovery mechanism are substantively the same as — and, in fact, are the basis of — the Sub 1145
Agreement and the resulting revisions to DEP’s Revised Mechanism approved in Sub 1145.
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Paragraph 70A now governs the calculation of the PPI, and provides that:

For the PPI for Vintage Years 2019 and afterwards, the
program-specific per kW avoided capacity benefits and per
kWh avoided energy benefits used for the initial estimate of
the PPl and any PPI true-up will be derived from the
underlying resource plan, production cost model, and cost
inputs that generated the avoided capacity and avoided
energy credits reflected in the most recent
Commission-approved Biennial Determination of Avoided
Cost Rates for Electric Utility Purchases from Qualifying
Facilities as of December 31 of the year immediately
preceding the date of the annual DSM/EE rider filing.
However, for the calculation the underlying avoided energy
credits to be used to derive the program- specific avoided
energy benefits, the calculation will be based on the projected
EE portfolio hourly shape, rather than the assumed 24x7 100
MW reduction typically used to represent a qualifying facility.

Paragraph 18 (which governs the calculation of cost-effectiveness for program
approval filings) and Paragraph 22 (which governs continuing cost-effectiveness for
existing programs) were revised to reflect the same method for determining avoided
costs.?

Public Staff withess Williamson testified that the Public Staff believes that the
Company’s calculation of cost-effectiveness was not appropriately based on the avoided
capacity rates approved in the Commission’s October 11, 2017 order approving new
avoided cost rates in Docket No. E-100, Sub 148 (Sub 148 Avoided Cost Order). The
Public Staff believes that the Mechanism requires the Company to use avoided capacity
rates consistent with the Sub 148 Avoided Cost Order and that the rates should reflect
zero capacity value in years prior to the identified need for new capacity in the underlying
IRP. Public Staff withess Williamson stated that the avoided cost methodology used for
capacity payments to qualified facilities (QFs) should be the same as the methodology
for calculating cost effectiveness of DSM/EE measures. Public Staff withess Maness also
stated that the avoided costs benefits used to determine PPI should also be consistent
with the avoided cost rates for capacity set by the Commission for QFs. He further
recommended that DEP adjust its estimated Vintage Year 2019 PPI proposed in this case
to bring it into compliance with Paragraph 70A of the Revised Mechanism.

In the most recent Biennial Determination of Avoided Cost Rates for Electric Utility
Purchases from Qualifying Facilities (Avoided Cost Proceeding) in Docket No. E-100, Sub
148 (Sub 148), the Commission was faced with whether certain changes to the
previously-approved methods used to calculate avoided cost rates and to the current
framework for implementing Section 210 of the Public Utility Regulatory Policies Act of

2 The Public Staff refers to the method for calculating avoided cost rates pursuant to revised
Paragraph 18 and new Paragraphs 22A and 70A as the “PURPA method.”
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1978 (PURPA) were warranted given the amount and pace of the development of QFs,
and in particular solar QFs, in North Carolina. The issue arose as to whether utilities
should have to pay QFs for capacity in years in which they do not have a capacity need.
Witnesses in the proceeding described significant growth in solar production in the State
resulting in over-supply, operational challenges, and artificially high costs passed on to
North Carolina residents, businesses, and industries. Both DEP and DEC proposed, and
a number of parties, including the Public Staff, agreed, that a utility should include zeros
in the calculation of capacity rates for the years in which the utility does not have a
capacity need.

While the case was pending, N.C. Gen. Stat. 8§ 62-156(b)(3) was amended by the
General Assembly to provide, with respect to power sales by small power producers to
public utilities:

A future capacity need shall only be avoided in a year where
the utility’s most recent biennial integrated resource plan filed
with the Commission pursuant to G.S. 62-110.1(c) has
identified a projected capacity need to serve system load and
the identified need can be met by the type of small power
producer resource based upon its availability and reliability of
power, other than swine or poultry waste for which a need is
established consistent with G.S. 62-133.8(e) and (f).

In its Sub 148 Order, the Commission concluded that with regard to QFs that are
small power producers, N.C. Gen. Stat. § 62-156(b)(3) requires that when calculating
avoided capacity rates using the peaker method, it is appropriate to require a payment
for capacity in years of a utility’s IRP forecast period only when a capacity need is
demonstrated during that period. The Commission found that providing a levelized
capacity payment over the term of the standard offer contract is a reasonable means of
implementing this capacity payment. The Commission also determined that this avoided
capacity payment methodology is appropriate with regard to the standard offer to
purchase available to QFs that are not small power producers. The Commission based
this change in methodology upon the “changed economic and regulatory circumstances
facing QFs and utilities” — namely, the increasing amount of solar powered QF
development activity and its impact on utilities’ systems and rates.

The underlying IRP for purposes of the Sub 148 proceeding — DEP’s 2016 IRP —
does not show a capacity need until 2022. As such, the Commission’s ruling in Sub 148
results in avoided capacity rates that use a zero value for capacity for the years 2019 to
2021. However, that ruling does not apply to QFs that established a legally enforceable
obligation (LEO) prior to the date the Company made its avoided cost filing in Sub 148.
As a result, QFs establishing a LEO after November 15, 2016 (new QFs) receive a
capacity value that is zero in years 2019 through 2021; QFs that established LEOs prior
to November 15, 2016 (legacy QFs) receive a capacity value that is not zero in years
2019 through 2021.
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Summary of Testimony

Public Staff witness Hinton testified that the Public Staff interprets the Sub 1145
Order and the Sub 148 Order to mean that the Company’s avoided capacity rates for
DSM/EE should reflect zero avoided capacity value in years prior to the identified need
for new capacity in the Company’s IRP. He explained that as a result of the Commission
ruling in the Sub 148 Order, “new” QFs seeking to sell their energy and capacity to DEP
will not be paid capacity payments until new capacity is needed in 2022, as identified in
the Company’s 2016 IRP.3

Witness Hinton pointed out that the Commission noted in the Sub 148 Order that
“in addition to providing the basis for electric power purchases from QFs by a utility, the
Commission determined avoided costs are utilized in, among other applications, the
determination of the cost-effectiveness of DSM/EE programs and the calculation of the
performance incentives for such programs...” Though he acknowledged that the focus of
his testimony in DEP’s 2017 DSM/EE rider proceeding (Sub 1145) was on the use of
PURPA-based models to determine the appropriate avoided energy cost, witness Hinton
asserted that his testimony in DEC’s parallel 2017 rider proceeding (Sub 1130) linked the
PURPA-based avoided capacity and energy costs to the savings and financial incentives
of the Company’s DSM/EE programs. As a result, he concluded that in order to be
consistent with the Sub 148 Order and the Mechanism, “determinations of ongoing cost-
effectiveness and utility incentives of both new DSM/EE programs and new vintages of
existing DSM/EE programs starting in vintage 2019 should be based on avoided capacity
rates that reflect zero avoided capacity value in years prior to the identified need for new
capacity in the Company’s IRP (2022).”

Witness Hinton testified that the Public Staff believes that the Company was not
consistent with Sub 148 and the Mechanism in how it applied avoided capacity value with
respect to its DSM/EE programs. He stated that, in assessing the ongoing cost-
effectiveness of its DSM/EE programs and the appropriate level of utility incentives, the
Company applied the approved avoided capacity rate in all years of the measures lives
for its programs, as opposed to applying zero capacity values in years prior to the need
for new capacity.

Witness Hinton noted that in response to data requests, the Company contended
DSM/EE is distinct from QFs in that without DSM/EE in the IRP, there would be an
immediate need for new capacity. The Company maintained that the very fact that the
DSM/EE portfolio has been included in the resource plan is the reason there is not a
capacity need until 2022. As such, the Company’s position is that the DSM/EE within the
IRP has capacity value and should receive avoided capacity benefits in all years. Witness
Hinton disagreed, stating that in his opinion the utilization of the existing block of DSM/EE
programs in the IRP does not justify an exception from the use of zero capacity values.

3 New QFs under the standard offer tariff will receive capacity payments in years prior to the utilities’
first capacity need because the new QFs will receive a levelized capacity rate reflecting a lower annual
payment to account for those initial years in which there are no avoidable capacity costs.
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Public Staff withess Maness testified that he concurs with witness Hinton’s
recommendation that the avoided capacity cost benefits for purposes of the PPI and
cost-effectiveness of the Company’s DSM/EE programs be calculated under the
assumption that capacity avoided prior to year 2022 be assigned a zero dollar value. He
testified that the Company’s estimated PPI calculations should be adjusted to reflect this
assumption. He testified that the Public Staff asked the Company to provide a calculation
of estimated avoided cost benefits related to Vintage Year 2019 under the assumption
that avoided capacity kW occurring prior to year 2022 is assigned a zero dollar value.
According to the Company’s calculation, making this assumption reduces the estimated
Vintage 2019 system-level PPI (before levelization) from $14,913,197 to $13,404,068, a
decrease of $1,509,129. He also recommended that the $1,509,129 reduction in the
system PPI be included in all future true-ups of the Vintage 2019 DSM/EE revenue
requirement and billing factors. In his supplemental testimony, withness Maness testified
that the rate period 2019 revenue requirement impact of the Public Staff's recommended
adjustment to reduce the avoided costs used in the determination of the PPI to reflect a
value of zero is a reduction of $488,550.4 Witness Maness incorporated this reduction
into his recommended billing factors as set forth on Maness Exhibit I1.

Public Staff witness Williamson discussed the impact to the cost-effectiveness of
the Company’s DSM/EE portfolio that would result from applying zero capacity value for
years prior to 2022, in accordance with the Public Staff's recommendation. Williamson
Exhibit 3 shows the decrease in cost-effectiveness scores for each program when no
capacity value is given for years that DEP’s 2016 IRP does not show a capacity need. In
addition to the programs that were not cost-effective under the TRC test according to the
Company’s calculations, DEP’s Residential New Construction, EE for Business, and
EnergyWise for Business programs, which are addressed in a previous section of this
order would, no longer be cost-effective under the Public Staff's methodology.

DEP witness Duff provided rebuttal testimony on the issue of the appropriate
avoided capacity value to be used in calculation of the PPl and cost-effectiveness.
Witness Duff explained that the revisions to the Mechanism approved in Sub 1145
eliminated the Mechanism triggers to change the avoided cost rates to be used to
evaluate the PPI and cost-effectiveness, and approved the current language of
Paragraphs 18, 22A, and 69 of the Mechanism. He also noted that a second primary
purpose of the revision was to change the source and methodology for calculating
avoided energy costs from the IRP to the most recently approved avoided cost
proceeding. He contended that the revisions approved in the Sub 1145 Order did not
change the source of methodology. underlying the avoided capacity calculation.

Witness Duff described how, consistent with the Commission-approved revisions
to DEP’s DSM/EE cost recovery Mechanism, the Company derived both the avoided
energy and avoided capacity using the rates approved in the Company’s most recent
biennial avoided cost proceeding, which in this case is Sub 148. In particular, he noted

4 Witness Maness noted that, if accepted by the Commission, the long-term impacts of this
adjustment will be significantly greater, in total, because a given vintage year’s PPI is typically amortized
over several years into the future; the $488,550 figure represents only one of those years.
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that the Company utilized the avoided capacity value calculated using the peaker method
consistent with the Company’s understanding of the Sub 1145 Agreement, which, in the
Company’s view, did not modify the approach used in past DSM/EE proceedings.

Witness Duff opined that the Company had calculated avoided capacity values
consistent with Public Staff Witness Hinton’s testimony in Sub 1145, and that witness
Hinton had never testified that the avoided capacity rates used for existing DSM EE
programs should be the same as those paid to QFs. Witness Duff further stated that
during the Sub 1145 proceeding, DEP had provided the Public Staff with a projection of
what the change in Vintage 2019 PPI would be under the revisions to the Mechanism if
DEP’s proposed avoided costs rates in Sub 148 were approved. The projection showed
capacity values in each year. Witness Dulff further testified that the Company agrees with
Public Staff witness Hinton’s testimony that the rates paid QFs are generally linked to the
avoided cost rates utilized for DSM/EE. However, according to witness Duff that does not
mean the rates are the same.

Witness Duff also disagreed with the Public Staff's argument that the Sub 148
Order dictates that the Company must use zero values instead of capacity values for
existing DSM/EE programs. He explained how witness Hinton quoted the Sub 148 Order
out of context, and that the language witness Hinton referenced does not support the
Public Staff’s position.

Next, witness Duff explained why DEP believes the Public Staff's approach is
inappropriate and underestimates the value of the Company’s DSM/EE programs.
Witness Duff testified that the Public Staff’'s adjustment would remove the avoided
capacity value of DSM/EE in the years 2019 to 2021 for purposes of evaluating
cost-effectiveness and PPI, a removal of capacity value for 951 MW of DSM impacts and
128 MW of EE impacts of summer capability from DEP’s portfolio of DSM/EE programs.

Witness Duff indicated that legacy DSM programs are embedded in the resource
plan, and like legacy QFs with LEOs existing prior to November 15, 2016, should receive
a capacity value in the 2019 to 2021 time period. He disagreed with witness Hinton’s
contention that the Company’s existing DSM programs should be treated differently from
existing QFs with regard to receiving avoided capacity value based on contract length.
Witness Duff notes that witness Hinton bases his contention on the assumption that while
existing QFs are under long-term contracts of up to ten years, customers who participate
in DSM are under a contract for one year. First, witness Duff clarified that while residential
customers do have the ability to cease participation in the residential DSM program after
one year, non-residential customers who elect to participate in the Company’s CIG
Demand Response Automation Program agree to a contract period of five years, with
automatic extensions of two years thereafter, unless terminated by either party at the end
of the contract period with at least 60 days prior written notice. Second, while
acknowledging that the majority of the Company’s EE programs do not require the
customer to sign a contract, witness Duff stated that one EE program, MyHER, is
effectively in the same position as the legacy DSM programs. He noted that the MW
capability provided by the MyHER EE program was created prior to the establishment of
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the new avoided cost rates. According to witness Duff, all that is required is the
expenditure of funds to maintain the impacts, just like the Company must do to maintain
the availability of the impacts from the legacy DSM programs. Like the Company’s legacy
DSM programs, the MyHER program impacts are also not incremental or new after
November 2016. He stated that they are embedded in the resource plan, and like legacy
QFs with LEOs existing prior to November 15, 2016, should receive a capacity value in
the 2019 to 2021 time period.

With respect to the other EE programs (aside from MyHER), witness Duff indicated
that there is a summer capacity need of 216 MW (166 MW for the winter) from the EE
programs in the year 2022. He observed that, “Those familiar with the implementation of
EE programs will recognize that one does not create 216 MW of EE overnight. It takes
time. It takes time to build customer awareness. It takes time for equipment to wear out
and be replaced or for customers to recognize that it is time to change out equipment.” In
addition, he noted in the Company’s IRP, the EE impacts are subtracted from the load
forecast. As a result, there is no reserve margin for the EE impacts.

Witness Duff testified that the very fact that DSM/EE capacity savings from existing
approved programs are included in the IRP forecast is a critical part of the reason there
is not a capacity need until 2022. The Company’s inputs to the IRP for the cost of the
DSM and EE programs include not just the implementation cost, but also the estimate of
the utility’s PPI, which contains a capacity value for the years 2019 through 2021. As a
result, to be consistent with the underlying resource plan, including the cost inputs, one
should be including the avoided capacity cost for DSM/EE for the years 2019 to 2021.

Finally, witness Duff noted that the Company believes that the Commission’s ruling
in the DEC Order relating to avoided costs is dispositive of the avoided cost issue in this
proceeding. He stated that the relevant language in the DEC cost recovery mechanism
is substantively identical to the relevant language in the DEP cost recovery mechanism;
the agreement reached between the Public Staff and the Company which resulted in that
language was substantively the same as that reached for DEC; and the rationale with
which the Commission generally agreed in the DEC Order (“evaluating the contributions
that DSM/EE measures make to a utility avoided future capacity needs to determine cost-
effectiveness is inherently different than the evaluation undertaken to determine the
capacity costs avoided through the purchase of the electric output from a QF”) applies
equally in this case. Accordingly, the Company believes that the Commission should
reach the same result and decline to accept the Public Staff's downward adjustment to
DEP’s PPI in this docket.

In its post-hearing brief, NC Justice Center agreed with DEP’s calculation of
avoided capacity costs for purposes of establishing the PPl and calculating cost
effectiveness. NC Justice Center contended that assigning a zero-capacity value to
DEP’s suite of cost-effective DSM/EE programs would discourage the Company from
making investments that save ratepayers money in part because of the avoided capacity.
Moreover, NC Justice Center stated that it agrees with DEP’s decision to continue offering
the Residential Energy $aver Program.
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In its post-hearing comments, NCSEA maintained that the Commission should
reject the Public Staff's position that the avoided capacity benefits used for program
approval, PPI, and review of on-going cost effectiveness of DEP’s DSM/EE programs
should include zero capacity value in years prior to 2023.

Commission Discussion

Based on the foregoing, as well as the record in Sub 1145, the Commission finds
and concludes that the Company’s calculation of its proposed DSM/EE rider for 2019 is
consistent with the language and intent of the Sub 1145 Agreement and Paragraphs 18,
22A, and 70A of the Mechanism. As witness Duff testified, the Sub 1145 Agreement was
intended to eliminate the trigger method, so that avoided costs would be updated more
frequently, and to change the source of avoided energy costs, so that avoided energy
and avoided capacity rates for DSM/EE would be derived from the same proceeding. The
revisions to Paragraphs 18, 22, and 70 resulting from the Sub 1145 Agreement did not
alter the source or manner in which the avoided capacity costs are to be derived for the
purpose of calculating cost-effectiveness and incentives associated with DSM/EE
programs.

The Commission notes that in DEC’s most recent DSM/EE rider proceeding in
Docket No. E-7, Sub 1164, the Commission rejected this same argument now raised by
the Public Staff, holding that “It is inappropriate to calculate the avoided capacity cost
benefits for purposes of the PPl and cost-effectiveness of the Company’s DSM/EE
programs under the assumption that capacity avoided prior to year 2023° be assigned a
zero dollar value. The Public Staff's recommendation of such, and the corresponding
reduction to the Company’s Vintage 2019 PPI, is rejected.” The controlling facts in the
DEC Order are essentially the same in this proceeding, and the Commission finds no
reason to stray from that same conclusion.

The Commission further finds that including capacity values with respect to this
issue is consistent with the public policy of the State of North Carolina. The Public Staff’s
position implies that DSM/EE is the first capacity resource that should be cut out of the
Company’s resource plan in the event DEP’s IRP does not show a need for capacity.
Similarly, adopting the Public Staff's zero avoided capacity value position for DSM/EE,
would have the effect of removing the financial incentive for the Company to pursue
certain programs in years 2019 through 2021, and would discourage the Company from
developing DSM/EE programs to help customers to reduce their kW impact.

Finding that customers should not have to pay for third parties to supply generation
capacity that the Company does not need — the crux of N.C. Gen. Stat. 8 62-156 and the
Sub 148 Order —is a different matter from encouraging customers to use less energy and
capacity to decrease their bills. As the stated public policy of North Carolina, use of less
energy should be encouraged and reflected in the Company’s rates through

5 DEC’s 2016 IRP does not show a capacity need until 2023.
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“consideration of appropriate rewards to utilities for efficiency and conservation which
decrease utility bills.”

The Commission generally agrees with the testimony of DEP witness Duff and
DEP’s arguments that evaluating the contributions that DSM/EE measures make to a
utility’s avoiding future capacity needs to determine cost-effectiveness is inherently
different from the evaluation undertaken to determine the capacity costs avoided through
the purchase of the electric output from a QF. In addition, the Commission is persuaded
by the arguments of DEP and NC Justice Center that assigning a zero capacity value to
DSM programs would under-value the contributions of those programs and send the
wrong pricing signal. The Commission, therefore, declines to accept the Public Staff's
downward adjustment to the Vintage 2019 PPI, and, instead, accepts the cost-
effectiveness calculations performed by the Company for purposes of the DSM/EE rider
at issue in this proceeding, and approves the Company’s calculation of the DSM/EE rates
for Vintage 2019, as reflected in the supplemental testimony and exhibits of DEP witness
Miller.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 13-19

The evidence for these findings of fact can be found in the testimony and exhibits
of DEP witnesses Miller and Evans and the testimony and exhibits of Public Staff withess
Maness.

In her direct testimony and exhibits, DEP witness Miller calculated proposed North
Carolina retail NLR in the amount of $40,178,116 and a PPl in the amount of $21,846,452
for the EMF component of the total DSM/EE rider, and North Carolina retail NLR of
$32,348,840 and a PPI of $25,997,556 for the forward-looking, or prospective component
of the total rider. Company witness Miller indicated that as a result of additional analysis
performed by DEP and discussions with the Public Staff, the Company adjusted its NLR
and PPl amounts in the Supplemental Filing. The supplemental exhibits of witness Miller
included in the Supplemental Filing indicated that the EMF NLR and PPl amounts were
adjusted to $40,144,647 and $21,798,731, respectively, and the prospective NLR
estimate was adjusted to $31,947,155.

In her exhibits filed as part of the Supplemental Filing, DEP witness Miller
calculated DEP’s total North Carolina retail adjusted test period costs and utility
incentives, consisting of its amortized DSM/EE O&M costs, capital costs, taxes, amortized
incremental A&G costs, carrying charges, NLR, and PPI to be $168,007,613. Witness
Miller’s testimony and exhibits also indicated that the amount of test period DSM/EE rider
revenues and miscellaneous adjustments to take into consideration in determining the
test period DSM/EE under- or over-recovery is $157,320,600. Therefore, the aggregate
DSM/EE under-recovery recommended by DEP for purposes of this proceeding is
$10,687,013, as reflected in the Supplemental Filing.

Witness Miller also calculated DEP’s estimate of its North Carolina retail DSM/EE
program rate period amounts, consisting of its amortized O&M costs, depreciation, capital
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costs, taxes, amortized incremental A&G costs, carrying charges, NLR, and PPI, as
$175,770,263.

According to the revised exhibits of DEP witness Miller as filed in the Supplemental
Filing, after assignment or allocation to customer classes in accordance with N.C. Gen.
Stat. § 62-133.9, Commission Rule R8-69, and the Commission orders in Docket No. E-2,
Sub 931, the revenue requirements for each class, excluding NCRF, are as follows:

DSM/EE PROSPECTIVE

COMPONENT:

Residential $100,657,479

General Service EE 68,669,252

General Service DSM 6,086,071

Lighting 357,461

Total $175,770,263

DSM/EE EMF:

Residential $ 494,880
General Service EE 11,979,271
General Service DSM (1,790,030)
Lighting 2,892
Total $10,687.,013

Witness Miller's exhibits also set forth the North Carolina retail class level kWh
sales that DEP believes are appropriate and reasonable for use in determining the
DSM/EE and DSM/EE EMF billing factors in this proceeding. She adjusted the kwWh sales
to exclude estimated sales to customers who have opted out of participation in DEP’s
DSM/EE programs. The adjusted sales amounts are as follows: Residential class —
15,740,238,953 kWh; General Service EE class — 9,852,771,378 kWh; General Service
DSM class — 9,737,467,991; and Lighting class — 361,265,217 kWh.

According to her revised exhibits filed as part of the Supplemental Filing, withess
Miller calculated the DSM/EE billing factors without NCRF as follows:
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DSM/EE PROSPECTIVE BILLING FACTORS (cents/kWh):

Residential 0.640
General Service EE 0.697
General Service DSM 0.063
Lighting 0.099

DSM/EE EMF BILLING FACTORS (cents/kWh):

Residential 0.003
General Service EE 0.122
General Service DSM (0.018)
Lighting 0.001

Including the NCRF, the factors calculated by witness Miller are as follows:

DSM/EE PROSPECTIVE BILLING FACTORS (cents/kWh):

Residential 0.641
General Service EE 0.698
General Service DSM 0.063
Lighting 0.099

DSM/EE EMF BILLING FACTORS (cents/kWh):

Residential 0.003
General Service EE 0.122
General Service DSM (0.018)
Lighting 0.001

Public Staff witness Maness indicated that the focus of the Public Staff's
investigation of DEP’s filing in this proceeding was whether the proposed DSM/EE rider
was calculated in accordance with the Mechanism and otherwise adhered to sound
ratemaking concepts and principles. The Public Staff’s investigation included a review of
the Company’s filing and relevant prior Commission proceedings and orders, and
workpapers and source documentation used by the Company to develop the proposed
billing rates (including the selection and review of a sample of source documentation for
test period costs included by the Company for recovery).

With the exception of the avoided costs to be used in determination of the PPl and
the recommendation of the Public Staff to terminate the Residential Smart $aver EE
Program, witness Maness testified that the Company has calculated its proposed
prospective DSM/EE and DSM/EE EMF billing factors in a manner consistent with N.C.
Gen. Stat. § 62-133.9, Commission Rule R8-69, and the Mechanism.
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Company Supplemental Adjustments to Rate Calculations

Public Staff witness Maness testified that in its filing in this proceeding, the
Company cut off NLR, as of the March 16, 2018, the effective date of the general rate
increase approved by the Commission in Docket No. E-2, Sub 1142 (Sub 1142),
associated with DSM/EE measures installed through December 31, 2016, the end of the
Sub 1142 test year.® However, DEP did not further reduce NLR to reflect the update
adjustment made in Sub 1142 to capture changes in residential per customer usage
through October 31, 2017. Witness Maness testified that after discussions with the Public
Staff, the Company agreed to make an adjustment to remove from residential NLR the
impacts of the measures installed/implemented through October 31, 2017. He noted that
the Company also indicated to the Public Staff that in calculating this adjustment related
to 2017, it found that it had initially overstated the amount of residential and nonresidential
NLR related to 2016 that should be removed. He stated that DEP had provided
workpapers to the Public Staff that indicated that the net of the two corrections for the
2019 rate period is a reduction to NC retail NLR of approximately $308,0007. He testified
that the Public Staff was in the process of reviewing the workpapers and that it was his
understanding that DEP would incorporate said adjustments into its supplemental filing.

Witness Maness noted in his testimony that although the test period in the
Company’s most recent general rate case in Sub 1142 was January 1, 2016 through
December 31, 2016, the Agreement and Stipulation of Partial Settlement agreed to
between the Public Staff and the Company in that proceeding included updated revenues
that reflected changes in the number of customers and, for the residential class, changes
in weather-normalized usage per customer through October 31, 2017.

In her supplemental testimony, witness Miller testified that the Public Staff and the
Company discussed the methodology that should be used to incorporate these revenue
adjustments from the Sub 1142 rate case into the Company’s DSM/EE rider filing. Based
on these discussions, she stated that the Company will do the following:

a. For residential customers, the Company will extend the rate case test period to
October 31, 2017 as the customer growth adjustment used in the rate case also
included updated actual kwh sales through that time period; and

6 This adjustment is necessitated due to paragraph 58 of the mechanism which states that:
“‘Notwithstanding the allowance of 36 months’ Net Lost Revenues associated with eligible kWh sales
reductions, the kWh sales reductions that result from measurement units installed shall cease being eligible
for use in calculating Net Lost Revenues as of the effective date of (a) a Commission-approved alternative
recovery mechanism that accounts for the eligible Net Lost Revenues associated with eligible kwWh sales
reductions, or (b) the implementation of new rates approved by the Commission in a general rate case or
comparable proceeding to the extent the rates set in the general rate case or comparable proceeding are
set to explicitly or implicitly recover the Net Lost Revenues associated with those kWh sales reductions.”

7 For rate period 2018, the net adjustment is estimated to be an increase of approximately

$1,022,000; however, this adjustment would not be reflected in the rates until rate period 2018 is trued up
in a future proceeding.
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b. For non-residential customers, the Company will continue to utilize the rate
case test period January 1, 2016 through December 31, 2016, as no
adjustments were made to incorporate actual kWh sales past that date.

In addition, she indicated that the following modification will be made to calculate
how much lost revenue is included in kWh sales for the test period. She explained that
since the twelve-month rate case test period uses actual kWh sales, and participation in
EE measures occurs throughout the year, in any given twelve-month period, a full year of
lost revenues are not captured in test period kWh sales, as all measures are not in place
at the beginning of the test period. The Company believes it is appropriate to quantify the
actual incremental savings by month during that twelve-month rate case test period to
calculate the amount of lost revenues that is truly being reflected in the new base rates
that will be recovered from customers. Witness Miller testified that the difference between
the annualized amount of energy savings and the actual amount of energy savings should
be recovered through the Company’s DSM/EE rider. The final result of the adjustment for
the 2019 rate period is a reduction in NLR requested for residential customers in the
amount of ($1,669,505) and an increase in NLR requested for non-residential customers
in the amount of $1,361,119.

In his supplemental testimony, withess Maness indicated that the Public Staff
agrees that this adjustment is appropriate for purposes of this proceeding.

Further, in her supplemental testimony, witness Miller testified that during the
course of the Company’s review of its DSM/EE filing in this docket, DEP discovered that,
although the EM&YV results received in 2017 for the EnergyWise for Business Program
had been appropriately applied prospectively, these results had not been included in
calculation of the filed EMF rate. Accordingly, in its Supplemental Filing the Company
updated Vintages 2016 and Vintage 2017 to reflect the revised kW savings included in
the EnergyWise for Business EM&V report, which results in a reduction of PPI for
non-residential customers in the amount of ($8,468) for Vintage 2016 and a reduction in
PPI for non-residential customers in the amount of ($47,721) for Vintage 2017.

Witness Miller also testified that during the analysis to determine the appropriate
Vintage 2017 lost revenues for non-residential customers, the Company found that there
were certain non-residential customers in the lighting program whose benefits were
inadvertently calculated using the residential lost revenue rate. In the Supplemental Filing,
the Company made an adjustment that corrects that error. According to witness Miller,
the impact on NLR for Vintage 2017 non-residential EE Lighting is ($33,469) for Vintage
2017 and ($93,299) for Vintage 2019.

In his supplemental testimony, witness Maness indicated that the Public Staff
agrees that this adjustment is appropriate for purposes of this proceeding.

With respect to DEP’s proposed adjustments reflected in the Supplemental Filing,

the Commission notes that no party opposed such recovery, and the Public Staff has
agreed that they are reasonable for purposes of this proceeding. The Commission finds
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that such proposed recovery is consistent with the Commission’s orders in Docket Nos.
E-2, Sub 931 and Sub 1145, and that NLR and PPI are appropriate for recovery in this
proceeding, with the prospective rate period costs subject to further review in DEP’s future
annual DSM/EE rider proceedings. The Commission concludes that DEP has complied
with N.C. Gen. Stat. § 62-133.9, Commission Rule R8-69, and the Commission’s orders
in Docket Nos. E-2, Sub 931 and Sub 1145, with regard to calculating costs and utility
incentives for the test and rate periods at issue in this proceeding.

Therefore, the Commission concludes that for purposes of the DSM/EE EMF billing
rates to be set in this proceeding, DEP’s reasonable and prudent North Carolina retail
test period costs and incentives, consisting of its amortized DSM/EE O&M costs, capital
costs, taxes, amortized incremental A&G costs, carrying charges, NLR, and PPI, are
$168,007,613. The reasonable and appropriate amount of test period DSM/EE rider
revenues and adjustments to take into consideration in determining the test year and
prospective period DSM/EE under- or over-recovery is $157,320,600. Therefore, the
aggregate DSM/EE under-recovery for purposes of this proceeding is $10,687,013.

For purposes of the DSM/EE rider to be set in this proceeding, and subject to
review in DEP’s future DSM/EE rider proceedings, the Commission concludes that DEP’s
reasonable and appropriate estimate of its North Carolina retail DSM/EE program rate
period amounts, consisting of its amortized O&M costs, capital costs, taxes, amortized
incremental A&G costs, carrying charges, NLR, and PPI, after incorporation of the
adjustments reflected in the Company’s Supplemental Filing, is $175,770,263, and this is
the appropriate amount to use to develop the DSM/EE revenue requirement.

With regard to the revenue requirements per class, the Commission concludes that
after assignment or allocation to customer classes in accordance with
N.C. Gen. Stat. § 62-133.9, Commission Rule R8-69, and the orders in
Docket No. E-2, Sub 931, the revenue requirements for each class, excluding NCRF, are
as follows:

DSM/EE PROSPECTIVE

COMPONENT:

Residential $100,657,479
General Service EE 68,669,252
General Service DSM 6,086,071
Lighting 357,461
Total $175,770,263
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DSM/EE EMF:

Residential $ 494,880
General Service EE 11,979,271
General Service DSM (1,790,030)
Lighting 2,892
Total $10,687,013

Furthermore, the Commission finds that the appropriate and reasonable North
Carolina retail class level kWh sales for use in determining the DSM/EE and DSM/EE
EMF billing factors in this proceeding are as follows: Residential class — 15,740,238,953;
General Service class EE - 9,852,771,378; General Service class DSM - 9,737,467,991;
and Lighting class — 361,265,217.

Based on the testimony and exhibits of witnesses Miller and Evans, the testimony
and exhibits of withess Maness, and the entire record in this proceeding, the Commission
finds and concludes that the forward-looking DSM/EE rates as proposed by DEP in the
Supplemental Filing to be charged during the rate period for the Residential, General
Service, and Lighting rate schedules are appropriate. The Commission further concludes
that the DSM/EE EMF billing factors as proposed by DEP in the Supplemental Filing are
appropriate.

EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NOS. 20-21

The evidence for these findings of fact can be found in the testimony of NC Justice
Center witness Neme, Public Staff witness Williamson, and DEP witness Evans.

Company witness Evans noted that Vintage 2017 of the Company’s DSM and EE
programs produced over 416 million kWh of energy savings and over 450 MW of capacity
savings, which produced net present value of avoided cost savings of close to $287
million.

Witness Evans testified that opt-outs by qualifying industrial and commercial
customers have had a significant impact on the Company’s overall non-residential
participation and the associated impacts. For Vintage 2017, 4,165 eligible customer
accounts opted out of participating in DEP’s non-residential portfolio of EE programs, and
4,099 eligible customer accounts opted out of participating in the Company’s non-
residential DSM programs. Witness Evans stated that to reduce opt-outs, the Company
continues to evaluate and revise its non-residential portfolio of programs to accommodate
new technologies, eliminate product gaps, remove barriers to participation, and make its
programs more attractive to opt-out eligible customers. It also continues to leverage its
Large Account Management Team to make sure customers are informed about product
offerings.

NC Justice Center witness Neme testified that in the three years from 2015
through 2017, DEP’s efficiency programs have saved enough energy at the time of
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system peak to eliminate the need for the equivalent of approximately two and half natural
gas peaker plants. He also commended the Company for including a wide range of
efficiency measures and programs in its DSM/EE portfolio, including “some national
state-of-the art program design features.” However, witness Neme noted that DEP’s 2019
projected energy savings are 0.84%, which he indicated is below the 1% annual energy
savings target contained in the settlement of the then-proposed merger of Duke Energy
and Progress Energy (Merger Settlement).®

In his testimony, witness Neme also made several recommendations related to
DSM/EE portfolio design, cost-effectiveness analysis, and EM&V. He emphasized that
the complicated issues that he raises in his testimony would probably be best addressed,
at least initially, through in-depth discussions between the utilities and other parties. Thus,
he recommended that the Commission refer those issues to the DEP/DEC Collaborative,
with a requirement that DEP report back on decisions in its 2019 DSM/EE rider
proceeding. In particular, he recommended that DEP should leverage its Collaborative to
discuss: (a) ways to improve participation in the Company’s Residential Smart $aver EE
Program, such as establishing a midstream channel for promoting measures, increasing
incentives, and enhancing marketing; (b) greater promotion of whole-building retrofits,
with an initial focus on targeting low-income communities; (c) building on DEP’s recent
successes in promoting measures in the midstream channel of its Non-Residential
Prescriptive Rebate measure; (d) the potential to reduce the number of customers who
opt out by educating customers who are eligible to opt out on available programs and/or
improving program design to make programs more attractive to these customers; (e) the
value of a Technical Reference Manual (TRM); (f) the propriety of assuming a one-year
life for savings from the MyHER; (g) the impact of EISA on the Company’s savings
assumptions for residential light bulbs; and (h) the appropriateness of including non-
electric benefits in cost-effectiveness analyses In addition, he suggested that the
Collaborative explore program options for decreasing emphasis on short-lived savings,
increasing investment in longer-lived measures, filling the “savings gap” that will be
created by the elimination of most residential-lighting savings potential in 2020, and
increasing program offerings to low-income communities. He noted that analysis and
consideration of his program ideas will likely require more than a quarterly Collaborative
meeting.

Public Staff withess Williamson also discussed his concerns regarding the fact that
the EE lighting market is being transformed and that non-specialty LED lighting will likely
become the baseline standard for general service bulb technologies by January 2020, as
the second phase of the federal Energy Independence and Security Act (EISA) goes into
effect, thereby decreasing savings from EE lighting programs. He indicated that it appears
that the lighting market may be close to adopting EE lighting technologies as baseline
and that further incentives for certain EE lighting measures for certain customers may not
be necessary after January 1, 2020. Witness Williamson recommended that the Company
include in its 2019 rider filing its plans for general service lighting measures in all of its EE
programs that include lighting measures.

8 The Merger Settlement was approved by the Public Service Commission of South Carolina in
Docket No. 2011-158-E.
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Witness Williamson also testified that the Company was in the process of installing
Advanced Metering Infrastructure (AMI) meters and new customer information systems,
and there may be some redundancy in the information available through these new
systems and the information provided through the MyHER Program. He stated that the
EM&V for the MyHER Program will need to clearly isolate any savings associated with
enhanced access to customer data provided through AMI and customer information
systems from the impacts solely attributable to the customized suggestions for the home
provided by the MyHER Program.

In his rebuttal testimony, DEP witness Evans testified that given that the updated
customer information system and billing system will not be in service for several years,
he believes that witness Williamson’s observations relating to potential overlap between
AMl/customer information system and the MyHER Program are premature.
Nevertheless, witness Evans indicated that the Company will work with the Public Staff
to evaluate the MyHER Program’s energy savings, recognizing the impacts of AMI and
the updated customer information system.

In response to witness Williamson’s comments regarding the impact of EISA on
the Company’s EE lighting programs, witness Evans stated that the Company is
amenable to discussing its plans for EE programs that include general use lighting
measures in its 2019 DSM/EE rider filing.

Witness Evans testified that while the Company does not necessarily agree with
all of the recommendations included in withness Neme’s testimony, it does agree that the
Company’s Collaborative meetings are the appropriate forum to discuss his program
ideas. Witness Evans indicated that given the commonality between DEC’s and DEP’s
programs, a combined DEC/DEP Collaborative would be preferable. He also agreed with
witness Neme’s assessment that quarterly meetings would be insufficient to adequately
address the issues raised in his testimony, and recommended that the Collaborative
meetings be expanded to every two months, as was approved in the Sub 1164 Order.

In its post-hearing brief, NC Justice Center reiterated witness Neme’s testimony
that DEP failed to reach the savings target of 1% per year agreed upon by DEP as part
of the Merger Settlement. NC Justice center stated that it continues to have concerns
about DEP’s: (1) over reliance on short-lived measures, particularly its residential
behavioral program My Home Energy Report; (2) inadequate promotion of longer-lived
measures and comprehensive treatment of buildings; (3) insufficient planning to offset a
significant loss of lighting savings once the 2020 federal EISA efficiency standards go into
effect; (4) need to reach more lower-income communities and deliver programs that reach
rental units; and (5) failure to account for all benefits achieved when calculating the cost-
effectiveness of its programs. NC Justice Center urged the Commission to order DEP to
take up these issues in the Collaborative over the course of the next year.

The Commission concludes that the Collaborative is the appropriate forum for

consideration of all the issues raised by witness Neme as outlined herein. The
Collaborative should also consider the issues raised by Public Staff witness Williamson
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regarding the MyHER program and the impact of upcoming lighting standards. The
Commission agrees that given the overlap between DEC’s and DEP’s programs, as well
as the stakeholders who participate in each utility’s Collaborative, a combined
Collaborative is appropriate and should meet every other month as suggested by witness
Evans.

IT IS, THEREFORE, ORDERED as follows:

1. That the appropriate DSM/EE EMF billing factors, excluding NCRF, for the
Residential, General Service, and Lighting rate classes are: 0.003 cents per kwWh for the
Residential class; 0.122 cents per kWh for the EE component of General Service classes;
(0.018) cents per kWh for the DSM component of General Service classes; and 0.001
cents per kWh for the Lighting class. These DSM/EE EMF billing factors do not change
when the NCRF is included.

2. That the appropriate forward-looking DSM/EE rates to be charged by DEP
during the rate period for the Residential, General Service, and Lighting rate classes
(excluding NCRF) are: 0.640 cents per kWh for the Residential class; 0.697 cents per
kWh for the EE component of General Service classes; 0.063 cents per kWh for the DSM
component of General Service classes; and 0.099 cents per kwWh for the Lighting class.
The appropriate forward-looking DSM/EE rates to be charged by DEP during the rate
period, including NCRF, are increments of: 0.641 cents per kWh for the Residential class;
0.698 cents per kwWh for the EE component of the General Service classes; 0.063 cents
per kWh for the DSM component of the General Service classes; and 0.099 cents per
kWh for the Lighting class.

3. That the appropriate total DSM/EE annual riders including the DSM/EE rate
and the DSM/EE EMF rate (including NCRF) for the Residential, General Service, and
Lighting rate classes are increments of 0.644 cents per kWh for the Residential class,
0.820 cents per kWh for the EE portion of the General Service classes, 0.045 cents per
kWh for the DSM portion of the General Service classes, and 0.100 cents per kWh for the
Lighting class.

4, That DEP shall file appropriate rate schedules and riders with the
Commission in order to implement these adjustments as soon as practicable. Such rates
are to be effective for service rendered on or after January 1, 2019.

5. That DEP shall work with the Public Staff to prepare a joint proposed Notice
to Customers giving notice of rate changes ordered by the Commission herein, and DEP
shall file such proposed notice for Commission approval as soon as practicable.

6. That the Company shall propose modifications to the Residential Smart
$aver EE Program no later than December 31, 2018, with the goal of restoring the TRC
score to 1.00 or greater, and the Company shall include a discussion of the impact of
these modifications and any other actions it has taken to improve cost-effectiveness in
next year's DSM/EE rider proceeding.
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7. That in its next rider application, DEP shall address the continuing
cost-effectiveness of the Non-Residential Smart $aver Performance Incentive Program
and if it is not cost-effective, provide details of plans to modify or close the program.

8. That in its next rider application, DEP shall address the continuing cost-
effectiveness of the MyHER Program and if it is not cost-effective, provide details of plans
to modify or close the program.

9. That the results of the EM&V report for the MyHER Program, as shown in
Evans Exhibit I, are accepted conditionally for purposes of this proceeding. The Public
Staff shall continue to review this report and offer further recommendations for the
Company’s consideration in the next DSM/EE rider proceeding.

10.  That the Company should incorporate the recommendation made by Public
Staff witness Williamson that the program evaluator for the Company’s EE Lighting
Program should (a) include the basis for the selected weighting methodology (weightings
based on bulb sales, measure savings, or other metric) when assessing program savings,
and (b) indicate what other weighting methodologies were considered and why they were
rejected, and why the selected methodology is preferable, in future EM&V reports for the
EE Lighting Program.

11. That DEP shall leverage the DEP Collaborative to discuss the EM&V issues
and program design issues raised in the testimony of NC Justice Center witness Neme
as discussed herein, as well as the issues raised by Public Staff withess Williamson
regarding the MyHER program and the impact of upcoming lighting standards. The results
of these discussions, specifically including the salient points arising from the discussion
of the issues raised in the testimonies of witnesses Neme and Williamson, shall be
reported to the Commission in the Company’s 2019 DSM/EE rider filing. In addition, the
report should identify all participants in the Collaborative discussions; identify any new
ideas, proposals, programs and/or program adjustments presented or arising out of the
discussions; summarize the Company’s analysis or evaluation of such ideas, proposals,
programs or program adjustments; and provide a status update with respect to unfinished
or future discussions of the Collaborative.

12.  Beginning in 2019, the combined DEC/DEP Collaborative shall meet every
other month.

ISSUED BY ORDER OF THE COMMISSION.
This the 29" day of November, 2018.

NORTH CAROLINA UTILITIES COMMISSION

I\
L

Janice H. Fulmore, Deputy Clerk
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