COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter of:

THE JOINT APPLICATION PURSUANT TO 1994
HOUSE BILL NO. 501 FOR THE APPROVAIL OF
THE PRINCIPLES COF AGREEMENT, DEMAND SIRE
MANAGEMENT, THE UNION LIGHT, HEAT AND
POWER COMPANY, AND FOR AUTHORITY FOR THE
UNION LIGHT, HEAT AND POWER COMPANY TO
IMPLEMENT VARIQUS TARIFFS TQ RECOVER
CO8TS8, LOST REVENUES AND RECEIVE
INCENTIVES ASSOCIATED WITH DEMAND SIDE
MANAGEMENT PROGRAMS

CASE NO. 95-312

Q R D E R

On July 19, 1885, an application for approval of a demand-side
management ("DSM"} plan was filed by The Union Light, Heat and
Power Cempany ("ULH&P"), the Office of the Kentucky Attorney
General, the Northern Kentucky Citlzens Action Commiseion, Citizens
Organized to End Poverty in the Commonwealth, and two individuals:
Susan York and Hazel Buchanan. The DSM plan includes the
implementation of epecific DSM programs, a collaborative process to
conaider and develop additional DSM preograms, and tariffes which
would permit ULH&P to recover DSM program and administrative costs,
lost revenues, and incentives. The application was filed pursuant
to KRS 278.285, which grants the Commission the authority to review
and approve DSM plans and cost recovery mechanisms. The DSM plan
would be in effect through December 31, 1999.

The proposed DSM plan and recovery mechanism were developed
through a DSM Collaborative comprised of representatives of ULHAP

and ite customerxe. The Collaborative will be responsible for



developing and considering additional DSM programa to be
implemented in ULH&P'a service territory. Cuatomer claaa
subgroupe, whose yeaponsibilities will include designing,
implementing, and mconitoring the performance of DSM programa, will
be formed by the Collaborative. In aslecting programas for
implementation, the subgroups will calculate and give duae
consideration to appropriate cost-benefit taesta.

Undey the proposed DSM plan, twelve DSM programe would be
implemented in ULH&P's service tarritory: aix programs designed
for residential customera and six programa intended for commercial
and industrial customers. The residential programs include (1} a
conservation and energy education program, (i} an axparimantal
energy conservation rate, (3) direct load control of cantral aix
conditioners and heat pumps, (4) a high efficiency heat pump rebate
program, (5) a home energy checkup program, and (6) a do-it-
yourself energy analysis. The commercial and industrial programse
include (1) a high efficiency lighting rebate plan, (2) a thermal
energy storage off-peak alr conditioning plan, (3) an enargy audit
plan for small commercial and industrial cuptomers, (4) a
customized energy audit plan for medium and large industrial
customers, (5) an adjustable speed drive motor incentive plan, and
{6) a high efficiency motor incentive plan.

The DSM plan also includes proposed DSM Cost Recovery Riders
for gas and electric service which are intended toc rescovaer tha
costs related to all twelve DSM programs, as wall as the

appropriate levels of lost revenues and incentives associated with

-2



the DSM programo. 'Thomo riders are applicable to aservice provided
under two pata of gan and aleoctric tariffs, categorized anm
resldential and non-rosildential sarvica, and are designed to
recover the copts of DSM programs lmplemanted for the appropriate
cugtomer claas. Also dncluded in the application are (1)
Experimental Consarvation Rate Schedules for gas and ealectric
customers, (2) Tariff Rider IRS (Interruptible Residential Service)
permitting bill crodits for customars participating in the Peak
Energy Conservation Program, and (3) Tariff Ridex TRS (Thermal
Energy Storage) for customers who install a thermal storage cooling
aystem.

Undexr tho DSM plan, lobnt ravenuop from docreaped msales of
natural gas and electricity to residential cuptomers attributable
to DSM programe are to ba rocovared by decoupling rovenues from
sales. The docoupling machanigm will operate am follows: (1) a
bane level of non-variable reavenue is defined as the non-variable
revenue raquirement determinod in ULH&P's moat racaent rate case,
{2) an annual adjustment wlll beo made by multiplying the baae
revenue level by (i} a factor obtained by dividing tho twelve month
average number of residential customers by the avarage numbey of
renldential customers during calendar year 1994 and (il) a
compounded usage-por-customer growth factor, initially set at a
positive 00,0175 for alectric customors and a negative 00,0156 for
gap customers, and {3} the difference between the adjusted level of
non-variable revenua and actual non-variable revenus will be

divided by eatimated MCF or kWh sales for the upcoming twalve-month
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period to calculate a residential deacoupling reconciliation
adjustmant factor for gas and electric cuastomaers.

At an informal conference on July 26, 199%%, ULH&P and other
Collaborative members deacribed tha proposed DSM programg and the
Cost Recovery Mechaniem. In particular, ULH&P described the
methodology used to calculate the usage-per-customer growth factor
in the residential decoupling mechaniam,

ULH&P conducted an ordinary least squares regresaion analyasis
which indicated a positive growth rate in kWh usage per yesidential
electric customer and & negative growth rate in MCF usage per
reslidential gas customer. ULH&P's eleven-year regression analysis
of actual usage data results in the proposed growth factors of a
positive 0.0175 for electric customers and a negative 0.0156 for
gas customars.

On an annual basia, ULH&P will calculate and file itse
calculated DSM Cost Racovery Mechanism with the Commission. A
balancing account will be created to reconcile differences between
actual and estimated amounts of program and administrative costs,
incentives, and non-residentlal lost revenues collected through tha
mechaniem. For resldential customers, loet revenuep will be
collected through the decoupling mechanism, Any over- or under-
recovery, with lnterest applied, will be divided by estimated kWh
or MCF gpales for a subsequent twelve-month period to determine the
DSM balance adjustment to be included in the cost recovery

mechanigm.



Baped upon ite review of ULHAP'a proposed DSM plan, and belng
otherwiose sufficlently advised, the Commission findme that the
proposed DSM plan ip reasonable, and phould be approved for the
period ending December 31, 1992, except anm modified below.

The Commisoion finds that the usage-per-customer growth factor
contained in tho rosidential decoupling mechaniem should be
monitored over the term of the DSM plan. A roview of the elecven-
year usage data uoed by ULH&P, and additicnal data provided in
rasponse to a request for information,! indicated potential shifte
in the rates of change of annual electricity and gas usage per
customer in the later yoearns of the period under roview, For
ingtance, the rates of change of annual weather-normalilzed
electricity usage per cuptomer appear to dacrsage beginning around
1990 and a steopor docline in weather-normalized gas usage per
customer beginp around 1989. PFurthermore, actual electricity usage
per cuatomer during the last seven years of the review period
exhiblted considorable fluctuationn, Actual gas usage per customer
during the lant five years of the review period exhibited
relatively flat growth,

If these apparent patterns continue, the propoped electric and
gas usage-per-customor growth factors could overstate the actual
changeg in cusgtomor usage. Therefore, the Commission f£inds that an
annual recalculation of the eolectric and gas usage-~-per-cugtomer

growth factors, using actual cugtomer usage data from the most

ULH&P's Response to Item 1 of the Commigsion's Order dated
Septembar 8, 19985,
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current eleven-year period, will sufficiently reflect changes in
upage growth rates.

Bucceooful DSM programa should result in lowar electricity and
gan upage by participating customers. ULH&P'a reasidential
doecoupling mochaniom does not account for such a decline in usage
by program participante., Therafore, ULH&P should perform a study
which comparoos tha electricity and gas usage patterns of DSM
program participants with those of non-participating customers. So
that the Commioalon may track the progrese of the study, ULH&P
should file reports of preliminary etudy results with ite annual
rate recovery filings. The ovarall rasulte of the study should be
presented to the Commisoion at the end of the current plan in 1999,
This information may then be used in the design of a decoupling
machaniosm that xeflects any aignificant differences in usage
patterns between program participants and non-participante in the
event the Collaborative requests s continuation of residential
revenue decoupling.

IT I8 THEREFORE ORDERED that;:

1. ULH&P's DSM plan be and hereby is approved as provided
in this Order for the periocd ending December 31, 1999.

2. ULH&P nphall recalculate on an annual basis the electric
and gas ugage-por-cugtomer growth factors contained in the
reaidential decoupling mechaniom using customer usage data f£rom the
mopt recent eleven-year psriod.

3. ULH&P sBhall perform a study which compares the

electricity and gas upsage patterns of DSBM program participants with
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thosa of non-participanta, and shall present the findings to the
Commisaion in annual update reports and a final report at the end
of the DSM plan in Decembear 1999.

Done at Frankfort, Kentucky, this lat day of December, 1995,

PUBLIC SERVICE COMMISSION

= 7 .

Chairman 7;

Fpds. & Bttt

Commifésioner

ATTEST:

. AN,

ecutive Director




