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COMMONWEALTH OF W,NTUCICY 
BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE JOINT APPLICATION OF LOUISVILLE 1 
GAS AND ELECTRIC COMPANY AND ) 
IUCNTIJCKY UTILITIES COMPANY DEMAND- ) 
SIDE MANAGEMENT FOR THE REVIEW, 
MODIFICATION, AND CONTINUATION OF ) 
ENERGY EFFICIENCY PROGRAMS AND DSM ) 
COST RECOVERY MECHANISMS ) 

) CASE NO. 2007-00319 

ATTORNEY GENERAL’S AMENDED COMMENTS 

Comes now the intervenor, the Attorney Geiieral of the Commonwealtli of Kentucky, by 

and through his Office of Rate Iiiterveiitioii (hereinafter the “Attorney General”), and teiiders the 

following aineiided coinments ill tlie above-styled matter. Succiiictly stated, this joint application 

should only be approved subject to tlie changes and disallowances discussed hereinafter. 

I. Summary of Plan 

In their application, Louisville Gas and Electric Coiiipany (“LG&E) and I<entucky 

Utilities Coinpaiiy (“KU”) (collectively “the Companies”) request approval for their proposed 

Energy Efficiency Program Plan aiid Deiiiaiid Side Management (‘DSM”) cost recovery tariffs. 

These proposals offer significant modifications to existing programs and propose new initiatives 

designed to encourage and assist ratepayers iii all rate classes to become inore energy efficient. 

Tlie Coinpaiiies assuine an effective date of January 1, 2008 for all programs in its Application. 

Tlie Application assuines a seven year prograin life and entails significant iricreases in 

costs to ratepayers over tlie program last approved by the Coinniission. Tlie Companies’ 2008 

budget for tlie programs is estimated at $25.8 iiiillioii aiid averages approxiinately $26.0 iiiillioii 



per year for 2008-2014.2 While actual costs may vary, the Coiiipaiiies propose that these costs 

will be recoiiciled through the balancing adjustment component of the DSM cost recovery 

meclianisin. 

The Application notes that wliile the program will operate as “one” effort from a 

customer perspective, the Companies intend to maintain separate accounting to allow recovery of 

eacli individual program’s costs from the individual customers within tlie appropriate rate class. 

I n  order to fund the programs coiitaiiied in the Application, the Companies seek to 

continue the DSM Cost Recovery Mechanism from tlie current tariff for both LG&E and I W .  

This mechanism provides that tlie DSM Cost Recovery Component (“DSMRC”) be comprised of 

four parts: DSM Cost Recovery Component (“DCR”), DSM Revenues fi-om Lost Sales 

(“DRLS”), DSM Iiiceiitive (“DSM”), and DSM Balaiicing Adjustment (“DBA”). The aiiiouiit 

charged to customers on a monthly basis is calculated using the formula as f ~ l l o w s : ~  

DSMRC = DCR + DRLS + DSMI + DBA 

This fonnula was approved by the Commissioii in the Companies’ previous DSM filings. 

To calculate the DSM incentive, the Coiiipanies note that the cuimit tariff employs two 

methods. Currently, tlie tariff specifies that for all program except Education and Load Control, 

the DSM incentive amount is computed by multiplying tlie annual net resource savings expected 

under tlie programs by fifteen (1 5 )  percent, not to exceed five ( 5 )  percent of program 

expe~iditures.~ The Application notes tliat currently net resource savings is defined as program 

I 

- Sce Application, Pairigiaph 9, 11 4 

4 
Scc Applicntioii. Paiagiapli I I ,  1) 5 

Sec Application, Paiuglaph 12, 11 5 
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beiiefits less utility program costs and participant costs wliere program beiiefits are calculated 

using the present value of tlie Companies’ avoided costs over tlie expected life of tlie program, 

aiid includes both capacity aiid energy savings. For tlie Education aiid Load Control prograiiis, 

tlie current tariff specifies that the DSM iiiceiitive amount is calculated by inultiplyiiig tlie annual 

cost of the program by five ( 5 )  percent. 

Tlie Coiiipaiiies seek to iiiodify the DSM iiiceiitive calculatioii iii tlieir current 

Application to use the method employed for Education and Load Control for all their proposed 

programs. The Companies state that tliey seek this iiiodificatioii in order to simplify tlie 

calculation and to apply a consistent nietliodology to all tlieir progra~iis.~ 

Tlie Application outliiies tlie Coiiipanies’ existing Energy Efficiency Program offerings 

to consist of tlie following:6 

* Residential Coiiservatioii Program, 

0 R esideii ti a1 and C oinm er ci a1 Lo ad Man agein en t Pro grain, 

Residential Low Iiicome Weatherization Program, aiid 0 

0 Commercial Coiiservatioii Program. 

In addition to tlieir existing programs, the Companies propose the following iiew programs: 

Responsive Pricing and Smart Metering Pilot Program, 

Residential High Efficieiicy Lighting Program, 

Resideiitial New Construction Program, 

0 Residential and Commercial HVAC Diagnostics aiid Tuiie Up Program, 

See Application, Pnrngiaiili 13. p 5 

Scc Applicalion, P;i~;igi;iph 8. 11 4 
6 

Page 3 of 68 



e Customer Education and Public hifoi-niation Program, and 

e Dealer Referral Network. 

Tlie Coiiipanies state tliat they evaluated each program’s benefits versus costs using 

DSMaiiager software which incorporates tlie tests outlined in tlie California Standard Practice 

Manual. Each program was examined utilizing the Participant, Utility Cost, Ratepayer Impact, 

arid tlie Total Resource Cost tests.7 The cost/beiiefit ratios for each program under each test are 

given for each program in tlie Application,8 and tlie Companies state tliat each of tlie proposed 

programs passes tlie Participant and Total Resource Cost test. 

Tlie Coiiipaiiies provide an estimate o f  tlie annual, cuiiiulative energy savings from all its 

Energy Efficieiicy Prograins in tlie Application and states that over tlie seven year life of the 

proposed programs they expect to save 3,346,213 MWli, 303 MW, of electricity and 13,322 

MCF of natural gas.9 Tlie proposed total expenditure for all its energy efficiency and DSM 

programs for tlie seveii year life is estimated at $182,053,6S6.00. I ”  

Tlie Conipanies state that they plans to address tlie iiiiplementation requirements of tlieir 

existing program initially as tlie program sti-uctirre and inailagemelit are already in place and tlie 

Coiiipaiiies believe it is important to maintain coiitiiiuity of service. I Tlie Companies intend to 

fiiialize program specifications and issue requests for proposals (“RFP”) during tlie third quarter 

of 2007. Tlie Companies hope to complete contractor selection and tlie negotiation of contracts 

for the existing programs during tlie fourth quarter of 2007 and, pending program approval by 

’ See Application. Executive Summaiy, p 7 
8 

Scc Applicatioii, Executive Suiiimoiy, 11 S 
9 

See Application, Executive Summriiy, 12 9 

I o  Sec Application, Executive Suiniiiaiy, p 9 
I I  

Scc Appliciition. Section 12, 11 74 
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the Commission, will be prepared to sign contractual documents to ensure that no interruption of 

service occurs. I 2  A scliedule indicating implementatioii milestones is provided by the Companies 

in Section 12, page 74 of tlie Application. The Companies iiiteiid to impleiiient iiew programs as 

quickly as feasible and once Commission approval is received, tlie Companies will prepare 

descriptions for iiew positions associated with tlie programs for posting. The Companies note 

that the dernaiid for sucli employees is high and as such there is a shortage of qualified personnel. 

Tlie Companies state that they will fill tlie iiew positions as rapidly as possible and will utilize 

existing personnel to the extent possible to complete preliminary work on tlie programs. I 3  The 

Companies state that they hope to implement all iiew program offerings by the elid of the third 

quarter of 2008. I' Tlie Companies provide a schedule indicating tlie anticipated implementatioii 

of iiew programs in Section 12, page 75 of the application. 

Tlie Companies have budgeted for a complete on-going evaluation of its program 

offerings to ensure that program goals are being met. While tlie individual evaluation budgets are 

given in tlie specific program descriptions, the Companies have budgeted approximately $5.1 8 

million dollars or 2.8% of its total program budget over the life of the program for evaluation 

efforts. 

11. Program Description 

A. Residential Conservation Program 

The Residential Conservation Program was originally approved in April 1998 and re- 

approved in 2000. Tlie current program offers customers an in-home energy analysis utilizing a 

I2 
See Applicntion, Scctioii 12, 1) 74 

I3Scc Application, Scctioii 12 0 .  p 7 5  
14 

Scc Appl i cahn ,  Sect ion I2 0 ,  p 75 

Page 5 of 68 



walk-through inspection, examination and recording of appliance data, iiieasureiiieiit and testing 

of energy related attributes of tlie liome, and an evaluation of tlie personal energy habits and 

usage o f  tlie customer. Tliis information is compared to historical energy usage and is used to 

develop energy saving recommendations to tlie customer. Tliese recommendations are 

incorporated into a foiinal report that is provided to tlie customer and which details each 

recoininelidation along with its potential energy and cost savings. 

Tlie results of this program were indepeiidentl y evaluated by Summit Blue Consulting 

(“SBC”) and tlie results of this evaluation are provided in the Application. I These results 

indicate that tlie pi-ograiii participation exceeded its participant goal achieving 122% of customer 

participation levels. 

savings, achieving only 54% of its plaiiiied electrical savings but performing much better on tlie 

gas side with tlie program achieving 234% o f  its plaiiiied gas savings.i7 Tlie evaluation also 

noted that while tlie audits are valued by custoiners, tlie i~nplementatioii rate of recommended 

measures requiring extra effort or capital was extreiiiely low at only 5%. 

that this low iinplementatioii rate is typical throughout tlie industry. 

However, tlie evaluation indicated mixed results with program energy 

Tlie Companies note 

Tlie Companies propose to modify this program to add on-line and teleplione energy 

audit capability. The ratioiiale being that customers who are only inargiiially iiiterested in tlie 

program will have tlie opportunity to participate initially via computer or telephone at no-cost to 

gauge their interest in tlie on-site audits. From tlie Application, tlie on-site audit cmrently utilized 

15 

16 
See Application, Voluinc I l l ,  Appendix D 
Scc Applicntion, Sectioii I 0, 17 I3 ’ Scc Api~liciitioii. Scction I 0. 1) 13 

Scc Application. Scctioii I 0, 17 12 
18 
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by the Cornpanies does iiot appear to change significantly; however, based on the results of the 

audit, customers may be referred to other programs offered by tlie Coiiipaiiies (e.g., HVAC 

Diagnostics and Tune Up Program). Customers clioosing to participate via tlie on-line and 

telephone audits will answer questions regarding their home and tliose answers will be used in 

coiijuiictioii with data stored in tlie audit database to generate a foriiial report which may either 

be printed, if tlie participant iises tlie on-line audit, or which will be mailed to tlie customer ill the 

case of a teleplioiie audit. All customers participating in the program will be furnished with 

printed educatioiial materials which will offer recommendations and tips for conserving energy. 

The on-line and telephone audits will iiot be as comprehensive or detailed as tlie on-site audit due 

to tlie imprecise nature of tlie data obtained. Customers participating in the on-line audit may 

receive coinpact florescent light bulbs ("CFL"). 

The Coinpaiiies propose to increase the amount charged to a customer clioosing the 011- 

site audit fkom $15.00 to $2.5.00.19 This increase will not cover tlie Companies' cost of tlie audit 

but will provide a contribution tliat tlie Companies feel is appropriate. Custoiners participating in 

tlie on-site audit may receive CFLs, prograininable tlieimostats, air sealing services, energy 

saving showerlieads, water heater wraps, and faucet aerators.'() The Coilnpatiies propose to 

monitor customer satisfactioii and quality assurance through tlie use of raiidoiii site visits, review 

of data from customers, and follow-up customer surveys. Additionally, tlie Companies intend to 

retain an independent evaluation contractor to review program results. 

I"' See Coiiipany Respotiscs lo tlic Data Requests 01 the Att~ii iey Gcncial, Queslioii N o  4 
2 0 

See Application, Section I 0, p I 4  
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The Coinpaiiies estimate that approximately 43,000 customers will participate in tlie 

program with tlie cumulative annual energy savings over the life of the pro@-ani estimated at 

56,142 MWh, 6,070 ICw in electrical savings aiid 2,924,054 CCF of gas savings.” 

The Coiiipaiiies estimate tlie cost of on-line aiid telephone audits at $5.00 per participant 

and $200.00 per participant for on-site audits.’‘ 

Tlie total budget for tlie life of the program is $5,242,288.00 or $748,898.00 average per 

year.23 

B. Residential and Comniercial Load Managenlent Program 

This program was originally impleiiiented in 200 1 as “Demand Conservation.” Tlie 

program seeks to reduce peak demand and energy use tlirougli tlie iiistallation of control devices 

which allow the Coinpaiiies to cycle specified equipiiieiit on and off according to a 

predetermined strategy. Tlie control devices are typically iiistalled on an air conditioning or heat 

pump unit but can also be utilized to coiitrol electric water heaters and/or pool pimps. These 

devices utilize a one-way corninercial paging system to control tlie devices coiiiiected to tlie 

customer’s 

between 30% to 45% based on temperature and tlie equipment co~i t rol led.~~ This 30% to 45% is 

predicated on the theory that if equipment is tuiiied off for 1 S minutes over a 30 minute period, it 

is being “cycled” 50% of tlie time. Tlie Companies state that their cull-ent control strategy lias 

Tlie Companies’ control strategy lias been to control a co~isuiiier~s load 

provision for up to 20 control days per year and lias allowed it to achieve an average demand 

21 
Scc Application. Scction I 0 ,  p I4 

See Application. Section I 0,  11 I7 

Scc Application, Scctioii I 0 ,  11 I7 

Scc Applicatioii, Scctioii 2 0, p 23 

Scc Applicntion, Scctioii 2 0,  11 I O  

77 -- 
23 

24 

25 
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reduction of over 1 Kw per switch, although tlie Companies’ actual control days have averaged 

only 11 days per year since 200’3.26 The results of tlie program indicated a suminer peak deinaiid 

reduction of over 107 Mw aiid were evaluated and verified by SBC in 200427 and GoodCents 

Solutions in 2005.” 

Beginning in late 2005, the Coinpaiiies began deploying a new programmable tlieniiostat 

to participants wliicli iiicorporated load control fimctioiis in addition to tlie ftinctioiis of a 

standard programmable tliemostat. These tliei-mostats are offered as an option to customers 

participating in tlie program and those choosing this option are not provided the bill credit that is 

given to participants who have oiily the load control device. The Coinpaiiies state this option 

offers tlie potential for additional energy savings as participants may use the thennostat to “set 

l?ack” the control temperature in the home at iiiglit or when the home is unoccupied.2o Altliougli 

tlie use of the programmable thennostat option lias a liiglier initial cost, tlie Companies state the 

eliiniiiatioii of tlie on-going bill credit results in a lower life cycle cost and results in additional 

Kwli energy savings and reduced HVAC contractor coiiceim regarding installation of load 

control switches and any perceived iiiterfereiice with system operatio~i.~” 

The Coiiipatiies will allow all residetitial aiid coiniiiercial customers with qualifying 

equipinelit to participate in tlie program subject to tlie availability of reliable paging 

26 
Scc Applicntioii, Scctioii 2 0. p 20 

27 
Scc Application. Volume 111, Appciitlix F 

28 
See Application, Volume 111, Appciitlix F 

29 
Scc Application, Scctioii 2 0, 11 20 

30 See Application, Section 2 0, 13 20 

Page 9 of68 



comiiiunicatioii seivices in tlie custoiner’s area.3’ Tlie Companies propose to continue to offer 

incentives to participants in tlie program and will offer incentives such that residential customers 

clioosiiig the switch optioii will receive an annual iiiceiitive of $20.00 per year for each air 

conditioner and $8.00 per year for a water heater or pool pump.32 The Coiiipaiiies have also 

worked with large residential complexes to install devices. In the case of large residential 

complexes, tlie incentive is reduced to $16 per year per air conditioner and is split between 

property owtiers aiid tena~its.’~ The Companies note that although it  sees substantial benefits 

from the program, other than tlie incentives, customers participating in tlie switch optioii see very 

little if any 1tw1i savings as a result oftlie load iiianage~iieiit.~~ Citing tlie example of a 

participant’s air coiiditioniiig system, tlie Companies state that because tlie intenial temperature 

of tlie space controlled by tlie switch will rise during control periods, tlie system will still need to 

remove this additional heat, resulting in tlie “payback” of any energy co~ i se rved .~~  As stated 

previously, participants choosing the programmable theiinostat option, may be able to achieve 

additional energy savings due to setback function. 

Tlie program cui-rently has approximately 15% market ~a tu ra t io i i ,~~  aiid tlie Companies 

believe it is reasonable to double that iiuiiiber under tlie proposed program to achieve a 3 3% 

market saturation by 201 4.37 In order to achieve these goals, tlie Companies seek to increase tlie 

number of residential customers eiirollecl in tlie program to 1 35,000 and coiiiinercial customers 

See Application. Section 2 0 .  11 22 
31 

32 
See Applicntion, Section 2 0, 11 22 

33Sec Application, Section 2 0, 11 22 

34See Applicatiori, Section 2 0. 11 23 
35 

See Application, Sectioti 2 0 .  11 23 

36Scc Applicotioii. Scctioii 2 0 ,  11 20 

37Scc Application. Scctioii 2 0, 11 20 
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to 5,000 by 2014.38 Should tlie Coiiipaiiies attain these goals, they estimate that they will save 

120,057 MWh, 110.9 MW, and 7,098,000 CCF from residential participants aiid 5,709 MWh, 

7.3 MW, and 337,000 CCF fiom coininercial participants over the life of the prog~-a i i i .~~  

Tlie Companies propose to spend $68.8 million dollars over the life of the prograiii on tlie 

residential portion of the program and $3 ~iiillion dollars on the commercial portion of the 

program. A proposed program budget is fiiriiished by the Company under table 2.6 aiid 2.6.2.“) 

C. Residential Low Income Weatherization Program (WeCare) 

This program was initially iiiipleineiited as a pilot program in I994 and iiicluded 

education and weatherization components. The pilot program was renamed the Energy Partners 

Program and targeted 1,500 participants in its initial three-year period. An iiidepeiident 

evaluation of tlie program determilied that while tlie program met customer participation goals, 

positively impacted customers’ bills aiid achieved customer satisfaction, the program did not 

meet its targeted energy savings and was terminated pursuant to tlie Commission’s Order in 

April 1998.41 

In response, tlie Cornpatlies redesigned the program to iiicoiyorate a tiered approach that 

tied dollars speiit on energy saving iiieasures to a custoiner’s historical energy usage and utilized 

a matrix system to identify maximum potential energy saving measures to ensure cost effective 

iinpleiiieiitation. These changes were approved by tlie Coinmission in Case No. 2000-00459, and 

tlie redesigiied program has continued to tlie present app~icatioii.~’ 

See A~iplication, Section 2 0 ,  11 2 0  

See Application, Section 2 0. p 22 

See Application, Scctioii 2 0, 1) 24 

Sec Application, Scctioii 3 0, 1) 27 

Scc Appliwlion, Seclioi~ 3 0. 13 27 

3s 

39 

40 

41 
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As proposed, tlie program is coinprised of three tiers or levels based upon participant 

annual energy usage. These levels are used to deteniiine the amount of fimds to available to each 

household for installation of energy saving measures. Tier A consists of households having an 

aiiiiual energy usage of up to 1,299 CCF or 1 1,499 1tWh with Tier B households having between 

1,300-1,800 CCF or 1 1,500-1 6,000 1tWli. Tier C liouseliolds are those having usage greater than 

Tier B. Under tlie program, Tier A households are eligible for $200.00 of allowable measure 

cost, Tier B $750.00 and Tier C $1 ,700?3 No funds are distributed directly to participants. 44 

As proposed by the Companies, those households eligible to participate must be at or 

below tlie cwreiit year LIHEAP Federal Poverty guidelines as issued by tlie 1J.S. Department of 

Health aiid Human Services. Eligible households are pro-actively identified tlirougli LIHEAP 

programs at tlie Community Action Councils (“CAC”). Those liouseliolds who feel they may 

qualify but wlio have not applied for LIHEAP beliefits may be referred by other coiniiiuiiity 

organizations to tlieir local CAC office to complete tlie intake process and e v a l ~ a t i o i i . ~ ~  

The services provided to participants consist of an initial visit by an auditor wlio will 

provide audit services, “customer education aiid implementation of simple energy efficiency 

imp-oveineiits,” and follow-up visits by an implementation contractor for more extensive 

installations. As part of tlie audit, a participant’s residence will be measured and the HVAC 

equipment inspected along with the water heater, appliances and building shell. Based upon this 

inspection, the auditor will recommend iiiiprovements based upoii tlie participant’s tier 

classification. Customer education will consist of tlie auditor discussing tlie audit findings with 

See Applicntioii, Section 3 0. p 30 

See Applicalion. Section 3 0, p 30 

See Appliciitioii. Section 3 0, 11 27 

43 

44 

45 
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tlie participant and providing feedback to tlie participant on energy usage and strategies tliat may 

be employed to reduce coiisu~iiptioii.~~ Tlie Companies state that when it is possible, they will 

attempt to coordinate weatherization services uiider tlie proposed program with those provided 

uiider local Weatherization Assistance Programs (“WAP”) or available pursuant to other hiiding 

sources to avoid duplication of services.47 

The current program was subjected to illdependelit evaluations by SBC. In tlie 2004 

billing analysis, SBC estimated, with a 9.5% confidence level, tliat tlie progiaiii was achieving 

92% of eiigiiieeriiig estimates of overall electrical saviiigs and 97% of eiigiiieeriiig estimates of 

overall natural gas savings. 48 In  a foniial evaluation of tlie program from its inception tlirougli 

July 2006, SBC determined that the program is achieving high customer satisfaction rates and is 

liiglily valued by customers. Tlie evaluation noted tliat while Tier A and B customers were 

exceeding energy saviiigs in both electric aiid natural gas, Tier C customers uiider LG&E fell 

s1ioi-t of the program goal.49 AS part of its evaluation, SBC recommended adjustments to 

maximize program cost effectiveness, and tlie Companies state that these recoininelidations are 

incorporated into tlie current application. 50 

Tlie Companies propose to provide energy education and weatherization services to 8,400 

low income lioiiseliolds over the life of the program with LG & E aiid I<U serving approximately 

600 customers each annually. 5 1  This goal doubles the iiutnber of participants in the program over 

46Sec Application, Scction 3 0 ,  p 3 I 

47Sce Aiiplicalioii. Section 3 0,  11 30 

4YSec Application, Volume 111. Appeiitlix G 

49Sce Application, Volumc 111, Appendix 1-1 
SO 

SI  
See Application. Section 3 0 ,  11 28 

Sec Applicritioii, Section 3 0 ,  13 20 
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the previous program, and tlie Companies propose to contract with an iitdepeiideiit contractor to 

perform quality assuraiice  audit^.^' The Coinpallies estimate energy savings of 64,308 MWh, 

1,835 ICW and 5,976,348 CCF over the life of tlie progra~n.’~ 

The program budget estimates total project expenditures at approximately $12.9 million 

dollars over tlie life of tlie program or $1.8 million dollars per year on average.54 

D. Commercial Conservation Program 

The Commercial Conservation Program was initially approved by the Coiiiiiiissioii in 

Case No. 93-1 50 witli tlie goal of providing recoiiiiiieiidatioiis on energy saving measures to 

commercial customers. That program was evaluated in 1 997 by an independent auditor who 

reported tliat participants were liiglily satisfied aiid tliat tlie program was generating energy 

savings. 55 

Tlie program was subsequently redesigned in 1998 and SBC evaluated tlie redesigned 

program in 2006. In reporting tlieir results, SBC deteiinined that tlie program was achieving 

program goals with regard to electric usage and liad exceeded goals with respect to gas usage.56 

Tlie evaluation also rioted that the program focus liad shifted to einpliasize sinaller commercial 

customers and that tlie Companies should place inore emphasis on non-lighting energy saving 

measures. Tlie Companies provide a suiiimary of evaluated program savings through July 2006 
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in Table 4.1.1 .57 The Coiiipaiiies note that iinplerneiitatioii rates of reconiinended measures have 

been less than desired.j8 

To combat the low iiiipleiiieiitatioii rates, the Companies propose to provide iiiceiitives to 

coiniiiercial customers to offset the cost of installed measures.") These iiiceiitives will be offered 

to custoiiiers who choose to retrofit or replace existing equipment with energy efficient 

equipment. Eligible equipment includes, but is not limited to, high efficiency lighting, motors, 

pumps, and refrigeration.") Tlie iiiceiitives offered by the Companies will be prescriptive and will 

be based on an amount per KW saved. Tlie Coinpaiiies propose to monitor and adjust tlie amount 

of iiiceiitives offered under tlie program to maintain maximum cost effectiveness and to limit 

rebates offered to $SO,OOO.OO per facility, per calendar year." 

Tlie Coinpaiiies propose to contract audit aiid iiiipleineiitatioii services through a third 

party. Tlie contractor will enroll customers, perfoiiii audits, prepare audit reports with 

recominendatioiis, maintain program databases, verify rebate eligibility, aiid track rebates along 

with energy impacts. Additioiially, the contractor may offer installation services for energy 

saving measures." 

Tlie Coiiipanies propose that all coinrnercial customers will be eligible for audits with 

high energy use customers specifically targeted by the Coiiipaiiies for participation in tlie 

progra~ii."~ Tlie Companies' Application states that it will have oversight of tlie program and will 

57 
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64 perform independent evaluations as part of its quality assurance process. Additionally, as pal? 

of tlie quality assuraiice process, tlie Companies will create a follow-up survey to be distributed 

by tlie audit contractor to obtain customer feedback.65 

Tlie Companies estimate energy savings of 1,539,664 Mwh, 144,821 KW for electric and 

(4,280,688) of natural gas from tlie programb6 and state that iiiceiitives will be based upon $0.10 

per watt for verified resu~ts.~’ 

The Companies provide a program budget in table 4.6 and estimate total project 

expenditures at approximately $22.4 inillion dollars over tlie life of tlie program 01- $3.2 million 

dollars per year on averagcb8 

E. Smart Metering/Responsive Pricing Program 

Tliis progain was tlie subject of a separate application as part of Case No. 2007-001 17. 

Reference to the full record iii Case No. 2007-001 17 will provide specific details of the program 

arid budget inforiiiatioii. However, in suiiiinary tlie puiyose of tlie program is to disceni whether 

small customers (RS and GS ratepayers) will respond to tlie variable pricing proposed under the 

program to both reduce their demand during critical peak demand hours and shift variable 

demand to low peak hours. 

Tlie tariff for RS customers participating in tlie progain varies from tlie low cost rate o f  

0.0399 $/kWli to a critical cost rate o f  0.30107 $/kWh, while tlie tariff for GS custoiners 

participating in tlie program varies from tlie low cost rate of 0.04400 $/ltWli to a critical cost rate 
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of 0.301 07 $/kWh. It was proposed that approximately 8’7% of tlie hours in a year are subject to 

the low and ~nediuix cost rates for each class and that approximately 12% of the hours iii a year 

are subject to the higher cost rates. The critical cost rate is limited by LG&E to 1 ?LO or 80 hours 

inaxiiiium per year for each class. 

Tlie low and medium cost rates are lower than the cuixrit RS and GS tariffs. The high 

and critical cost rates have rates tliat are sigiiificaiitfy (approximately 2x-Sx) higher than the 

current RS and GS tariffs. The program is designed to be cost neutral to participants who choose 

not to respond to the pricing signal and reveiiiie neutral to LG&E. 

Tlie program is voluntary and for those who choose to participate in the program LG&E 

will install additioiial metering, appliance control, and energy use display equipment. A 

participant iiiay withdraw from the program at any time but will be ineligible to participate in the 

pilot program in the future and will also be responsible for the uncollected customer specific 

costs. A “control” group was also proposed to collect additioiial data to be used in the evaluation 

of data gatliered from tlie program participants. This control group will have varying levels of the 

same equipment installed but will not be subject to the tariffs proposed under tlie program. Each 

participant will be assessed the customer specific costs of the energy use display and the 

associated coiniiiuiiicatioiis card with a cost per participant of $1 93.00 and a monthly Customer 

charge of $ 1 O.OO/inontIi for RS customers and $20.00/iiiontli for single-phase GS customers and 

$24.OO/month for three-phase G S cus toiners . 0 ther pro gram costs, tlie 11011- customer specific 

costs, were proposed to be recovered from all RS and GS customers through tlie existing DSM 

Cost Recovery Mechanism. 
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Under the program, each participant will receive tlie pricing signal fiom LG&E 

iiidicatiiig which tariff is currently applicable to their use of electricity by way of tlie energy 

display unit wliicli is installed in each participant’s home or facility. Tlie display unit provides a 

visual signal to indicate tlie different tariff costs. Tliis visual signal iiicoi-prates both a digital 

nurnerical readout of tlie applicable tariff and a variable four color “band” to indicate tlie 

applicable tariff. LG&E intends to notify customers via a separate signal to tlie display unit or by 

some other method (i.e., email) 30 minutes prior to the implementation of the critical cost tariff 

to allow the customer time to respoiid. 

Tlie Coinmission approved tlie application in its Order dated J ~ l y  12, 2007, and LG&E is 

in the process of ramping up the program with a target of January 2008 for implenientation. The 

Cornpaiiy will evaluate tlie perfoiinaiice of tlie pilot prograin and file an annual report with tlie 

Coiiiniissioii detailing program results. Additionally, a full program evaluation will be performed 

and tlie report filed witliiii 6 months after tlie first tliree years of implementing tlie plan. Tlie pilot 

program provides for 2000 participants, including those in the test group aiid those in tlie control 

group. Tlie program budget estimates total project expenditures at approximately $1.9.5 million 

dollars over tlie life of tlie program, including both specific and non-specific customer costs. 

F. Residential High Efficiency Lighting Program 

Tlie Companies propose this new program to encourage and facilitate a shift in coiisuiner 

pnrcliasiiig fi-om incandescent lighting to coinpact florescent lighting (“CFL,”). To accomplish 

tliis, tlie Companies propose to partner with several retail outlets to promote the use of CFLs aiid 

to maintain an aclequate inventory of bulbs. Tlie Coinpallies also intend to offer coiisuiiier 

iiiceiitives for tlie purchase of CFLs by way of discount coupons redeemable at participating 
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 retailer^.^^ The Companies intend to inail these coupoiis directly to coiisuinei-s along with 

educational inaterials at various times througliout each year of tlie p roga~n .~ ’  The incentives 

proposed uiider tlie program will provide discouiits to coiisuiiiers of $1 “00 per CFL standard bulb 

and $2.00 per CFL flood. The Companies intend to monitor the sales of tlie types of bulbs aiid 

reserves the riglit to adjust the discounts offered to inaiiitaiii tlie prograin budget.’’ 

Participating retailers will be asked to capture and report coiistiiner data on the sale of 

CFL’s to tlie Coinpanies. This data will include iiumber and type of bulbs sold and bar-coded 

coiisunier infoiination from the pre-printed forin. Retailers will also be expected to pi ovide 

program details in their local advertising and work with the Companies on joint promotion, 

point-of-sale infoiination, and educational materials. 

The Companies acknowledge tliat, to this point, coiisumers have been reluctant to 

purchase CFL,s due to real or perceived coiicerns over liglitiiig quality and warm-up time (i.e., 

the gap between timing on the switch and the bulb energizing). The Companies expect to use the 

aforementioned educational inaterials to inforin coiisuiners of tlie improvements in CFL 

tecliiiology over the past few years in regard to liglitiiig quality and warm-up tiinesn7’ 

The Companies propose to provide incentives to customers for tlie purchase of one bulb 

per year for the life of the program. The Companies’ goal is to have 5.8 million bulbs purchased 

and in use by coiisutners as a result of tlie proga111.~~ 
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Tlie Companies provide infoilnation iiidicating tlie energy impact of tlie program in table 

6.3.2 and estimates cumulative residential energy savings at 1,470,476 MWli aiid 23,081 ICW for 

tlie life of the p r o g r a ~ n . ~ ~  

Tlie program budget estimates total project expeiiditures at approximately $24.1 million 

dollars over t~ i e  life of tlie program, or ail average yearly expenditure of$3.4 inillioii c~o l l a r s .~~  

G. Residential New Construction Program 

This is a new program of tlie Companies, aiid the purpose is to eiicourage new lioiiie 

construction utilizing Eiiergy Star construction standards. The Companies propose to accomplish 

tliis by educating builders and contractors in energy efficient construction tecli~iiques.~~ 

Additionally, the Companies propose to provide assistance to local home builder associations in 

creating tlie necessary program i~ifiastructure.~~ The Coinpallies note that although there are 

substantial potential energy saving benefits from new lioiiie coiisti-uctioii using the Energy Star 

methods, there is low market penetration as well as builder-customer resistance due to the 

availability of low cost energy. Further, there is a lack of certified-practicing Home Energy 

Rating System (“HERS”) raters aiid quality control providers, aiid also customer-perceived high 

program related costs.7s Tlie Coinpaiiies note that for 2006, only 80 units were built in Kentucky 

(excluding the Ciiiciiiiiati area and military residential l~ousiiig).~‘ Tlie Coiiipanies note that 

although customers perceive these homes to have a substantially higher initial cost, a study by 
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tlie University of ICentucky Department of Agriculture indicates that for tlie typical 2,000 sq. ft. 

home, the cost difference to build to Energy Star standards is only $1,763.00." 

To combat tliese issues, tlie Companies propose to provide iiicentives focusing on 

program infi-astructure and which consist of providing incentives to new raters for tlie purcliase 

of test equipment, sponsoring of seininars, training sessions and reference inaterials to raters and 

builders, and reimbursement to builders for tlie cost of plan reviews and inspections upon tlie 

successful certification of a new Raters and builders participating in the program will 

also be listed upon the Companies' website as part of its Dealer Referral Network as outlined in 

Section 10.0 of tlie Application." Tlie Coinpallies provide a table indicating participation 

estimates in table 7.3.1 and estimate that 4,487 liotnes will be constructed utilizing the Energy 

Star standards under the 

The Coinpaiiies provide tlie estimated tlie energy savings from tlie prograin in table 7.3.2 

and estimate that the program will save 36,839 Mwh, 3,807 I<w of electric and 1,267,491 CCF of 

natural gas over the seven-year life of tlie p r o g r a ~ n . ~ ~  

Tlie Companies provide program budgets in table 8.6.1 and 8.6.2 and estimate total 

project expenditures at approximately $7.8 million dollars over the life of the program or $1.1 

million dollars per year on a~erage .~ '  
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H. Residential and Commercial HVAC Diagnostics and Tune-up Program 

This is a new program proposed by tlie Companies that seeks to reduce peak demand aiid 

energy use by eiisuriiig that customer HVAC equipiiieiit is operating correctly. Tlie Companies 

iiiteiid to provide perfoiiiiance clieclts on resideiitial aiid small coiniiiercial HVAC equipment to 

diagnose problems involving four areas: restricted indoor and/or outdoor coils, over and/or under 

refrigerant cliarge. Customers haviiig one or more of these conditions will be referred to the 

proposed Dealer Referral Network proposed by the Companies for repairs under tlie tune-up 

poi-tioii of t1ie prograiii.YO 

This program will not be inarlteted to tlie customer base as a whole but to those having 

probable perfonnarice issues. Custoiners with noli-operational equipment will not be served 

uiider the program as those repairs fa11 outside the scope of tlie progra111.~~ 

Tlie Companies state tliat their installation technicians in tlie Deinand Coiiservation 

Program estimate that over 80% of tlie units inspected where a customer requests removal of the 

switch installed under tlie program have a maintenance or operatioiial problem with their unit. 

The Companies also reference a study which indicated that over 60% of existing HVAC systems 

need one or more of the corrective actions identified under the proposed prograin." The 

Companies state that most customers are unaware of tlie marginal operation of these units aiid 

that as a result, these units experience longer run times, reduction in equipment life, and 

illcreased energy consumption. The Companies state that by identifying these relatively minor 

probleiiis, tlie customer can tlieii obtain tlie necessary repairs which will ensure proper systein 
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operation. This in turn will reduce the unit's energy consumption, lower i-wi tiiiie of tlie unit, 

extend tlie life of tlie equipnient, and increase customer comfort. 

The Coinpaiiies do not intend to offer iiiceiitives directly to custoiners participating in tlie 

program but will subsidize the cost of the inspections, aiid if needed, the cost of corrective action 

if within the scope of tlie progra111.~~ The cost to tlie Coiiipanies for the iiispectioii is estimated at 

$125 .OO per residential unit and $200.00 per coinmercial unit." Tlie Coinpaiiies estimate tlie cost 

of corrective actions under the tune-lip program to be $200.00 per residential unit aiid $300.00 

per coiiiiiiercial unit."' 

Tlie Companies intend to charge residential cristoiiiers a fixed fee of $35.00 and 

commercial custoiiiers $50.00 for diagnostics of tlie unit and a fixed fee of $50.00 for residential 

customers and $ 100.00 for commercial customers for the tune-up of the unit."' 

The Companies assume that tlie program will perform approximately 7,000 residential 

inspectioils and 3,750 comiiiercial inspection over tlie life of the proposed program with 

approxiimtely 65% of residential aiid 60% percent of comiiiercial units inspected requiring tuiie- 

up services. 111 the tables under section 8.3.1, the Coinpaiiies provide a brealtdowii of the 

estimated prograin participation levels aiid it should be noted that tlie Coininercial table indicates 

more units in the tune-up portion tliaii in tlie diagnostics poi-tioii for tlie last three years of tlie 

progra111."~ This is assumed to be a typographical error aiid it has been assumed that LG&E arid 

ICU will perfom 21 0 commercial tune-ups each for these years. 

8') 
See Application, Section 8 0, p 57 

90 
Scc Application, Section 8 0, 13 5 9  

')I See Applicatioii. Section 8 0, 11 S9 
9 2 

Scc Applicntion. Scction 8 0. p 59 

03Scc Appiica~i(m, Scctioii 8 0. 1) 59 

Page 23 of 68 



As tlie proposed program is a new offering, energy impacts have been estimated by tlie 

Companies at IS%. The Companies state that they base this estimate on tlie results of iiuiiierous 

field studies and tliat the results of those studies indicated an average of 17% Using 

energy savings of 1 S%, tlie Companies estimate energy savings over the life of the program of 

2,575 KW and 19,793 MWli for residential customers and 2,374 ICW and 33,225 MWli for 

commercial cus to~ner s .~~  

Tlie Companies provide program budgets in table 8.6.1 arid 8.6.2 and estimate total 

project expenditures at approximately $2.9 million dollars over tlie life of tlie pro@-am or $0.4 

niillioii dollars per year on average for the Residential component of tlie program and 

approximately $2.6 million dollars per year over tlie life of tlie program or $0.37 million dollars 

per year on average for the commercial component of the 

1. Customer Education and Public Information Program 

Tliis program is designed to increase public awareness of energy efficiency and 

eriviroiiineiital and fiiiaiicial impacts resulting from climate change issues. The Companies state 

that they believe that, by providing custoiners infoilnation regarding energy use and the 

associated costs and impacts, coiisuiner behavior can be modified with regard to energy use. Tlie 

Coiiipaiiies also believe that such iiifoniiation will encourage customers to take advantage of tlie 

various energy efficiency prograins offered by tlie Companies and that such efforts are essential 

for tlie long-tenii sustainability of its energy efficieiicy portfo~io.’~ 
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To accomplish the goal of increasing customer awareness, tlie Companies propose to 

create an on-line resource for elementary aiid middle school teachers to provide lesson plans, 

teacliiiig materials and student worltslieets oii the issues of energy efficiency and climate change. 

Additionally, the Coiiipanies iiiteiid to provide a full-time resource (either employed directly by 

the Companies or outsourced) to interface with school systems aiid provide support for its school 

outreach prograin.9s The Coiiipaiiies also iiiteiid to pursue a inass media campaign, coiisistiiig of 

television, radio and newspaper advertising, to promote and emphasize energy efficieiicy aiid 

climate change issues. Finally, tlie Companies iiiteiid to expand their corporate website and 

provide additional tools and iiiforiiiation to customers wishing more infomiation on energy 

related topics. These tools will provide liiilts to tlie Companies' energy efficiency programs, 

educational inaterials, eiiergy cost calculators, aiid energy star products and homes. 100 

'N 

There are no customer iiiceiitives offered under this program I "  and the iiifoniiatioii 

provided under tlie proposed program will be disseminated at no fee to coiisuiiiers. 

The Coinpaiiies provide a program budget in table 9.6 and estimates total program 

expenditures at approximately $23.5 million dollars over tlie life of the program or 

approximately $3.4 million dollars per year on average for tlie program. ' 0 2  

J. Dealer Referral Network 

The Companies propose to establish and maintain an on-line database of contractors aiid 

subcontractors to assist customers in finding qualified personnel to install energy efficiency 
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iinproveineiits and to assist contractors in locating appropriate subcontractors to assist in tlie 

coiistiuctioii of new energy efficient lioriies aiid energy iiiiprovernentsladditioiis to existing 

homes. O 3  

Tlie Coinpaiiies note that low inipleineiitatioii rates of energy improvements is one of tlie 

weaknesses of any audit program. It is hoped that by providing a resource to custoiners and 

contractors listing Companies providing assistance in tlie installation of energy efficient 

improvements will increase tlie impleiiientatioii rates of recommended measures. Additionally, 

tlie Companies will maintain the rebate and hlfillineiit process as part of tlie program. I04 

While there are no incentives specific to this program, tlie iriceiitives of other program 

will be processed through this program. Additionally, there is no energy impacts associated with 

this prograin as tlie energy impacts of any energy efficiency iinproveineiits are reflected in the 

individual pi-ogams. I O 5  

Tlie Companies intend to provide tlie dealer referral database through the use of a 

contractor who will create and maintain a website listing contractor information. 

Companies will provide program oversiglit and establish tlie criteria for tlie listing of 

participating contractors. It is anticipated that such criteria will consist of verification of service 

provider qualifications, certificatiotis aiid licensing, execution of agreements requiring tlie 

service provider to adliere with all applicable buildiiig codes, manufacturer required iiistallation 

procedures arid/or best practices, aiid verification of acceptable levels of liability and errors and 

Tlie 
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oinissioiis insurance. IO7 The Coinpallies will not guarantee or accept any liability for work 

perfonlied by service providers, nor will tlie Companies provide any type of rating system for 

service providers participating in tlie program. ‘Os 

Under tlie rebate and incentive fiilfillineiit process, tlie Companies intend to utilize a 

contractor experienced in rebate processing. This contractor will require verificatioiis and follow 

specific procedures estahlislied hy tlie Coinpanies prior tlie payment of any claim by customers 

and vendors. I O 9  The Cornpallies will require the contractor to obtain three documents prior to tlie 

piocessitig of any claim under the prograin. These documents ai e approved application, origiiial 

receipts, and written approval by the Companies’ program manager. Oiice tliese documents liave 

been received, the contractor will process tlie claim submitted and funds will be reimbursed to 

t ~ i e  appropriate party. ’ 
The Coinpanies provide a program budget in table 10.6 and estimate total progi-ani 

expeiiditures at approximately $1.08 million dollars over the life of the program or 

approximately $155,000.00 dollars per year 011 average for the program. I I 

I<. Program Development and Administration 

From tlie Companies’ description, this prograin is essentially a support program. It is 

included as it incorporates and captures generic development and administrative costs and 

functions that are co~i i~ i io~i  to tlie Companies’ other prograins but not directly assignable to those 

programs. The Companies state that costs for coiisriltaiit costs for new program concept and 
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initial design, ixiarltet research related to new programs, research and evaluation of new programs 

and tecliiiologies, overall program tracking aiid management, attendance at energy 

efficiency/DSM related conferences and worltsliops, persolinel development efforts, trade 

organization membersliips and subscriptions, aiid office supplies and equipment are all costs tliat 

will be captured and witliiii this program’s budget.‘ ‘ I  

There are no specific program goals, energy impacts or incentives associated with this 

I13 progra111. 

Tlie Companies provide a program budget in table 1 I .6 arid estimates total program 

expenditures at approximately $5.6 inillion dollars over tlie life of tlie program or approximately 

$798,000.00 dollars per year on average for tlie program. ’ l4 

111. Attorney General’s Comments 

Tlie Attorney General applauds tlie Petitioner aiid tlie other Joint Applicants’ 

Initiative; however, tlie Attorney General does wish to express a few reservations with tlie 

proposed programs wliicli lie believes should be addressed by tlie Commission prior to tlie 

approval of the application. 

A. General Comments 

Tlie Attorney General notes tliat tlie total expenditures for tlie poi?folio of programs over 

their seven year life are estimated by tlie Coinpaiiies to be $1 82 Millioii Dollars’ I 5  wliicli equates 

to approximately $26.0 iiiillioii dollars per year on average. As tlie Coinpaiiies’ current DSM 
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budget is approximately $9.7 million dollars per year, this is an unprecedented increase in 

DSM/Eiiergy Efficiency spending over those programs previously approved by the Commission. 

Based on the proposed budget, tlie Attorney General notes that tlie cost of tlie proposed 

programs is approximately $2 19.28 per custoiiier over the seven year life of tlie program, using 

tlie assumption of approximately 830,000 gas and electric customers. This is a significant 

increase to the individual ratepayers. 

Additionally, upon review of tlie application, the Companies estimate the energy savings 

from its programs to be 3,346,213 Mwh (303 Mw) for electricity, and 13,322 MCF of natural 

gas. I I6 

Using the residential tariff rates approved by tlie Coinmission and posted on tlie 

Companies’ website, the Companies propose to save approximately $201,943,954.00 dollars 

worth of electricity and $13,813,715.00 dollars worth of natural gas as a result of the proposed 

programs. However, when tlie costs associated with the individual programs are compared to the 

proposed savings, significant discrepancies between expenditures and savings are revealed. The 

Companies propose to spend $182 million of ratepayer provided fiuicls to achieve $2 15.7 l 7  

million dollars of energy savings. Put aiiotlier way, ratepayers will spend approximately 0.84 

dollars for every dollar saved under the program. Altliougli it is acknowledged that DSM/Energy 

Efficiency programs may not “pay for tliemselves” given Kentucky’s historically low energy 
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rates, tlie Attorney General’s position is that DSM/Eiiergy Efficiency programs should be as cost 

efficient as possible given that ratepayers are required to participate in the program. 

Additionally, the Attorney General believes that expenses associated with DSM/Eiiergy 

Efficiency programs should be closely and carefully examined to ensure that tlie money paid by 

ratepayers toward these programs are expended by the Coinpallies in programs that directly 

benefit as inany ratepayers as possible. Examining the Application of the Companies iii this light, 

it is clear that some aspects of tlie Application are not a good return on the forced iiivestment of 

ratepayer hinds. 

Examining the program budget, the Companies have iiidicated how ratepayer funds will 

be allocated under each program. From the Application, i t  appears that the bulk of tlie program 

funding (over 90%) is allocated to the followiiig areas:”’ 

Outside Services - $51,579,544.00 (28%) 

Rebates & Incentives - $42,977,484.00 (23.6%) 

Advertising - $40,661,603.00 (22.3 Yo) 

Equipment - $22,459,052.00 ( 1 2.3 Y*) 

Direct Labor - $12,528,899.00 (6.8%) 

Total - $170,206,582.00 (93.49%) 

The Attorney General notes that $40 million dollars of ratepayer f h d s  are to be used to 

advertise the program proposed by the Coinpanies. Although the Attoiiiey General emphatically 

supports education on energy efficiency, whether by advei-tising or otherwise, this expenditure is 

excessive. Significantly, it should be noted that the proposed advertising budget well exceeds the 



entire budget of the Company’s cuil-ent DSM/Energy Efficieiicy programs. While some 

advertising expeiise is reasonable to support tlie disseiiiiiiatioii of inforination about the 

Companies’ progl’aiiis, the proposed sum represents an unreasonable excess. 

Additionally, tlie shareliolders of the Coiiipanies reap benefits from siicli advertising in 

the foim of corporate goodwill and as evidence of responsible coi-porate citizeiisliip. While these 

benefits are difficult to quantify, they exist nonetheless. Although the Coiiipanies lime not 

submitted examples of their proposed advei-tisiiig as part of the application, examples of previous 

advertisements by the Coiiipanies in printed media and on radio and television clearly indicate 

that these advertisements are not in tlie pure foiiii of a public service aiiiiouiiceiiieiit type of 

advertisement. These ads prominently feature the Companies, through their parent E.ON, along 

with statements encouraging energy conservation and outliiiitig tlie Companies’ efforts iii this 

area, supporting tlie assertion that tlie Companies recognize a benefit, however iiitangible, for 

sponsoring sucli advertising. 

Additionally, wliile tlie Companies liave proposed new offerings in its application, a 

significant portion are existing programs to be continued and expanded. Some of tliese programs 

liave been in existence for nearly a decade and consumers should be aware of their existence at 

this point. To vastly increase advertising for tliese existing programs is an unreasonable use of 

ratepayer funds. 

Finally, prograiiis sucli as tlie Low Income Weatherization Piograiii should need little or 

iio advertising fiinds as infonnatioii coiiceniiiig the program is disseiiiiiiated primarily through 

local Coiniiirmity Action Councils. 
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Therefore, the costs of advertising should be significantly lower tliaii proposed by tlie 

Companies, and, as there is a beiiefit to sliareliolders from such advertising, there should be some 

sharing of these expenses between ratepayers aiid shareholders. 

Next, tlie Coiiipaiiies propose to modify tlie manlier in wliicli they calculate the DSM 

incentive received under tlie program to employ the methodology used for the Education and 

Load Control Program. In their response to the Second Data Request of tlie Commission Staff, 

Question No. I ,  tlie Coinpaiiies state that this change is computationally easier and, therefore, 

more easily understood and verifiable. I IO In tlie example calculation provided by the Companies 

as part of their response, it appears that the incentives for most programs are unaffected by the 

proposed change in methodology. However, the proposed change in methodology would provide 

iiiceiitives for the Companies under their Responsive Pricing Pilot Program, tlie Residential 

HVAC Diagnostics & Tune-up Program, aiid the Program Developmelit arid Adininistration that 

do not exist under the current calculation methodology. While an iiiceiitive 

for the proposed Residential HVAC Diagnostics and Tune-up Program, tlie budget for tlie 

Respoiisive Pricing Pilot was approved by the Coiiiiiiissioii in Case No. 2007-00 1 17, and tlie 

be appropriate 

iiiceiitive now proposed by tlie Companies was not part of the budget in the original application 

in that matter. As the budget for pilot program approval of tlie Coiiiiiiissioii did not include tlie 

incentive now proposed by tlie Companies, it is inappropriate to now include an incentive based 

on the iiew methodology iii this filing. 

Additionally, the incentive proposed by the Companies for tlieir Program Developmelit 

and Administration Program is also inappropriate. From tlie application, the Coinpaiiies state that 



tlie inaiii puiyose of this program is to capture costs associated with development and 

adiniiiistratioii of Energy Efficiency programs that are difficult to assigii to an individual 

program. The Companies state that these costs include, but are not limited to: 

0 Coiisultaiit costs for new program concept atid initial design, 

Market research related to new prograinming, 

Research aiid technical evaluatioii of new technologies and program, 

Overall progani traclcing and management, 

Attendance at Energy Efficiency/DSM coiifereiices and workshops, 

0 

0 

0 

0 

0 Development of key personnel, 

0 Membership in associated trade organizations, 

Subscriptioiis to educational and trade publications, and 

Office supplies and equipment related to general management of the organization. 2" 

0 

0 

While tliese activities are asserted by tlie Cornpaiiies to be necessary to the program, 

some of these activities, such as coiisultarit costs for new program coiicept and initial design, aiid 

research and technical evaluation, are simply too remote to provide aiiy direct benefit to 

ratepayers arid, therefore, while the costs associated with these activities may be reimbursable to 

tlie Companies, aiiy incentive to tlie Companies on these costs should be disallowed. 

In similar fashion, Prograin Manageiiient activities may be necessary in order to track 

individual prograin costs aiid results, but tlie costs associated with these Program Management 

activities are h l l y  reimbursable to tlie Companies. These activities provide little direct benefit to 

ratepayers and, therefore, allowing an iiiceiitive on these costs is inappropriate. Additionally, 
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some of the proposed activities inaiiily provide benefits to the Companies rather tliaii ratepayers. 

Specifically, tlie Attoiiiey General believes that activities such as persoiiiiel developmelit, 

worlcsliop and conference attendance, and membership in trade organizations aiid subscriptions, 

inaiiily benefit tlie Companies and their persolinel and as such these costs should be disallowed 

for recovery under the DSM Cost Recovery Mechanism. 

Finally, tlie DSM Incentive coiiipoileiit should only be applied to those costs wliicli are 

directly related to tlie Coiiipaliies’ DSM efforts. For example, any incentive for the purcliase of 

office supplies and equipment related to general iiiaiiagemeiit of tlie programs is also 

inappropriate as tlie Companies are reimbursed for these costs under tlie program. Therefore, an 

incentive oii these items should not be allowed. 

Next, the Companies’ DSM Cost Recovery Meclianism iiicludes a component for 

recovery of revenue from lost sales. The Application does not indicate whether tliis component is 

oiily applicable to the energy savings generated by tlie individual programs or not. While such a 

component is authorized by statute,”’ it is debatable whether these prograins have any real effect 

to reduce tlie sales of tlie Companies. As origiiially designed, this component anticipated that the 

Coinpallies worild experience lost sales as a result of these programs from tlie lowering of overall 

demand and load. However, froin an examiliation of tlie Companies’ projections in previous 

filings, tliis is clearly not the case arid the overall deliinlid and load projected by the Coiiipaiiies is 

forecasted to increase each year.‘” In fact, as tlie Commission staff noted in its Report on tlie 

Companies’ 200.5 Integrated Resource Plan, the Companies projected their growth at a robust 

121 

I 2 2  
IC R S 278 285( I ) ( e )  

See 2005 Joint liitcgiatctl Rcsouicc P h i l  of ILouisville Cos a i d  Elcctiic Coilljmily i t i d  Kcnltrcky Ulilitics Coinpany - C x c  N o  
2005-00 I62 

Page 34 of68 



2.0% per year for tlie period between 2005-201 9. Additionally, the demand peaks experieiiced 

by tlie Coinpaiiies are forecasted to set new records each and every yeariz4 and, as evidenced by 

tlie Companies’ current and proposed coiistruction projects, tlie Coiiipanies are increasing 

geiieratioii capacity to keep up wit11 this increasing demand. 

Uiider tlie Companies’ latest Integrated Resource Plan, tlie Companies propose to add 

549 MW of capacity in  2010 with tlie construction ofTriinble Unit #2, 148 MW of capacity with 

the addition OF Greenfield CT unit #1 in 201 3 and to purcliase aii undetenniiied amount of 

capacity as a result of its West Virginia Hydro purchase power agreement in 2014. Although the 

time frame is not covered by the curreiit application, it should be noted that the Companies plan 

an additional 740 MW of capacity resulting fi-om Greenfield CT units which are projected for 

illstallation betweeii 201 5 and 201 8 with the addition of another 750 MW Greenfield 

supercritical coal unit to be installed in 201 9.’16 Clearly, from their own statements, tlie 

Coinpaiiies expect their deinaiid (sales) to increase. 

While DSM progains do have an effect on capacity, their overall impact is to shift 

required increases in generation capacity to a later date and not to eliiniiiate demand increases 

entirely as envisioned by the statute. The Companies’ own forecast and every other reliable 

indicator points to ever iiicreasiiig deinaiid in tlie electrical market. Therefore, while these 

programs iiiay slow the increase in consumer deinaiid, in reality there are no “lost sales” year 

173 Scc Stall Repoil oii tlic 2005 Joint liitcgiatcd Resouicc Plan 0 1  Louisville Gas and Elcctiic Company aiitl I<cntucky Utilities 
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over year for which the Companies iieed to be reimbursed and, in fact, tlie year over year “sales” 

forecasted by tlie Coinparlies are inci-easiiz,q. This component represents a boiius to tlie 

Coinpaiiies based on tlie “fiction” of “lost sales.” Therefore tlie recovery of this coinponelit 

sliould iiot be allowed by the Commission. 

Additionally, the Coinpaiiies operate their geiieratiiig plants to ensure ecoiiornic 

efficiency, and as such, if there is spare capacity, tlie Coiiipanies will not simply “turn off’ tlie 

plant to reduce generation; they will sell such excess capacity on tlie energy markets. From their 

2005 Integrated Resource Plan, the Companies anticipate liaviiig average reserve iiiargiiis well in 

excess of their plaiiiiiiig reserve of 14% during tlie time frame envisioned in tlie application even 

without tlie proposed additional capacity redwtioiis iii its current application. Therefore, tlie 

Companies will have extra capacity to sell, especially after the addition of tlie 549 MW 

generated by Trimble Unit #2. With these off-system sales the Coiiipanies can recoup their costs 

of germation or even sell at a liiglier price tliaii it would experience if it sold in its regulated 

marlcet. However, again, this results in no overall lost sales. 

There is no reasonable basis for approval of this compoiieiit and, therefore, tlie 

Commission should iiot approve tlie use of tlie DSM L,ost Recovery Coinpoileiit and the 

Companies sliould only be authorized to recover their direct costs associated with the 

iiiipleineiitatioii of these programs. 

However, should tlie Commission desire to approve this coiiipoiieiit, it sliould 0111 y apply 

to the actual, verifiable lost energy sales of tlie Companies. Therefore, tlie Coinmission sliould 
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require that this coiiipoiieiit sliould subtract off-system energy sales by the Company prior to the 

calculation of any incentive in any Order. 

R. Program Comments 

1. Residential Conservation Program 

This program is an example of a long teim offering by tlie Companies. Originally 

approved by the Coiiimission in 1998, the program was re-approved in 2000. Cun-etitly, for a 

nominal fee to the customer, the Coinpanies will perfom an in-home energy audit analyzing 

energy efficiency of the customer’s appliances aiid the home envelope. The customer is 

fumished with a report of the findings and a list of recoiiiiiiended energy saving improvements. 

Additionally, as part of the audit, the Coinpallies will install some simple energy saving devices, 

such as a water heater blanket, weather-stripping, and faucet aerators. The fee currently charged 

is $1 5.00. 

In its Application, tlie Coinpallies acknowledge that some data errors were fouiid during 

the program evaluation. These errors consisted of the wrong number of heating degree days for 

the LG&E service area and a computational m o r  which did not subtract the door or window area 

fi-om the total wall area when data was entered into the program. The Coinpallies state that these 

areas were discovered and addressed quicltly. Additionally, the Coinpallies note that while the 

customer participation rates were high, tlie evaluation of the program discovered low 

implementation rate by customers of the measures recoininended by the audit. This 

implementation rate was less tlian 5% for measures requiring extra effort and/or capital. I Z s  
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coiisideriiig that tlie program as proposed collects and spends $0.82 for every dollar saved, tlie 

Attoi-iiey General believes the fee cliarged to customers participating in tlie program should be 

higher. Altliougli tlie Coinpaiiies did not provide estimates for the cost of tlie devices fimiislied to 

pai-ticipaiits as part of tlie on-site audit, devices such as tlie prograininable tliennostat, low flow 

shower head and water heater blanket are of significant eiiougli value to wat-raiit a Iiiglier fee 

increase to participants. 

The Attorney General also notes that the Residential Conservation program budget 

includes approximately $7,000.00 in office supplies and expenses. 

Developiiieiit and Administration prograin described in section 1 1 of tlie Application already 

iiicludes approximately $49,000.00 for office supplies and equipine~it,'~" tlie iiiclusioii of 

additional expenses in this program and tlie other individual program should be disallowed 

unless reasonable justification call be made by the Companies. 

As tlie Program 

The budget expense for program advertising, estimated at $6 56,992.00,13' should also be 

significantly reduced as this program lias been offered by tlie Companies since 1998 aiid its 

customers should be aware of its existence by this time. 

2. Residential and Coniniercial Load Management Program 

Originally implemented in 2001, this program is another long-term offering of tlie 

Companies. Under tlie cutwit prograin, tlie Companies provide and install load control devices 

to turn off or "cycle" customer HVAC equipnient, altliough additional items such as pool pumps 

and water heaters may also be controlled. These controllers are then cycled by the Coinpanies 
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and reduce energy consumption during times of peak demand and eiiergy usage. Tlie Coinpaiiies 

state that while tlie program plan calls for up to 20 control days per year, it lias averaged o d y  11 

control days since 2003. 132 111 late 2005, tlie Coiiipanies began to deploy prograininable 

tliennostats iiicoiyoratiiig a load control switch to participants. Tlie rationale behind this was that 

additional energy savings could be achieved by participants through tlie setback features of tlie 

tlieiinostat. 133 Under tlie cull-ent pi-ogt-am, participants installing load control devices are 

provided an incentive of $20.00 per year for each HVAC unit controlled and $8.00 per year, per 

device for other equipinelit. Commercial customers receive tlie saine incentives for HVAC units 

up to 5 tons but larger units may qualify foi a larger incentive. Customers choosing the 

programmable tliennostat are not provided the iiiceiitive for control of HVAC units, but still 

receive tlie iiiceiitive for other controlled equipment. '34 Additionally, the Companies have 

worked with owners of multi-family units (e.g., apartment complexes) to install load control 

devices. Iiiceiitives for multi-family units are reduced to $16.00 per year and tlie iiiceiitive is split 

between property owners and tenants. 3s 

The Companies propose little change to tlie operation of the program, but intend to 

aggressively pursue additional participants. The Coinpaiiies propose tlie budget for tlie program 

at $7 1.8 million dollars for tlie seven years of the program or an average of approximately ti; 10.2 

million dollars per year'36 and estimate the saviiigs at 125,766 Mwh, 11 8.2 Mw electric and 
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7,435,000 CCF of natural gas c~iinulative for the seven years.137 Using these numbers and tlie 

tariff costs from the Companies’ website, the program estimates that it will save approximately 

$7,589,978.00 in electric and $7,709,425.00 iii natural gas for a total estimated savings of 

$15,299,403.00. When compared to the expenditures for tlie program, the Coinpanies propose to 

collect awl speiid over $4.70 of ratepayer hiids for every dollar saved tinder the program. 

Althougli this program does have some benefit to the Companies, tlie benefits to 

ratepayers are lion-existent. The controls provided under tlie program are utilized & an average 

of I I  dqvs per year and then for less tl~aii7 50% of the time. Additionally, tlie Companies 

acknowledge that “[plai-ticipating customers see very little if any Kwli savings as a result of load 

maiiageiiient with tlie switch opti011.’”~~ Simply put, if this program were truly needed by the 

Companies to offset capacity increases, then tlie iiuiiiber of control days utilized by the 

Companies would be well over tlie current 11 day per year average. 

Additionally, while the Coiiipaiiies may argue that tlie program avoids consti-uctioii or 

purcliase of additional geiieratiiig capacity, this arguineiit is not snpported by tlie Companies own 

filirigs in previous cases. As previously referenced, an exarniiiatioii of the Companies’ 

projections in previous filings reveals that tlie overall demand arid load projected by tlie 

Company is forecasted to increase each year. ‘ ’ 9  111 fact, the ~oinmissioii staff recognized in its 

report on the Companies 200.5 Integrated Resource Plan that tlie Coinpaiiies projected growth 
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was a robust 2.0% per year for the period between 2005-2019.’40 From their 2005 Integrated 

Resource Plan, tlie Cornpaiiies forecast their the deinarid peaks to set new records each and every 

year14’ and, as evidenced by tlie Companies’ current and proposed coiistiuction projects, the 

Companies are increasing generation capacity to lteep up wit11 tliis increasing demand. 

the Coiiipaiiies latest Integrated Resource Plan, the Coiiipaiiies propose to add 549 MW of 

capacity in 2010 with the construction of Triiiible [Jiiit #2, 148 MW of capacity with the addition 

of Greenfield CT unit #1 in 201 3 and to purchase an undetermined amount of capacity as a result 

of their West Virginia Hydro piircliase power agreement in 2014. 

~i-oiii 

While this program HJCIJ have an effect on capacity, any impact would merely shift 

required increases ill generation capacity to a later date aiid would not eliminate deiiiatid 

iiicreases entirely as suggested by the Coinpany. This is clearly illustrated by the fact that 

immediately after the expiratioii of the proposed DSM program, tlie Companies plan an 

additioiial 740 MW of capacity resulting fi-orti five ( 5 )  Greenfield CT iinits which are projected 

for installation between 201 5 aiid 201 8 and another 7.50 MW Greeiifield supercritical coal unit 

plaiiiied for 2019.Id3 While tlie growth rate projected by the Conipanies was disputed by the 
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3. Residential Low Income Weatherization Program (WeCare) 

The Resideiitial Low Iiicoiiie Weatherization prograin was originally iinpleiiieiited as tlie 

Residential Conservation and Energy Education Program pilot iii 1994. That program did not 

achieve its goals and was terminated by the Commission iii April 1998. Subsequently, the 

program was redesigned by the Company and the current program was approved by tlie 

Coiiiiiiissioii iii Case No. 2000-00459. Simply stated, this program provides essentially the same 

services as those found iii the Residential Conservation Program. The iliain differences in the 

two programs are that participants are not charged for the services aiid the Companies install 

some of the recoininended measures free of charge. 

iinplementatioii projects according to a tier system wliich rates participants on their annual 

energy usage. These three tiers provide that measures fi-om $200.00 up to a iiiaxiriiuin of 

$1,700.00 are available based on a participant's energy usage.'47 As the Community Action 

Couiicil noted in its initial data requests to the Cotnpaiiies,'"s there is duplication of the services 

offered under tlie prograiii with those sponsored by other govetiimental and private agencies 

(e.g., Federal Weatlierizatioii Assistance Program, etc.). However, the Companies state that the 

need for such services exceeds the resources available. 14') 

The Coinpaiiies budget these 

I a  its responses, the Companies have coiifiiiiied that the Low Iiicoine Weatherization 

Program, while offering substantially the same services as the Residential Comervation 

Program, has a participant cost of nearly 13 times that of a participant in the Residential 
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Conservation Program. 15' Specifically, tlie Residential Conselvation Program serves 43,600 

customers at an average cost of $120.00 per customer while tlie Low Iiicoiiie Weatlierizatioii 

Program serves only 8,400 ciistorners at aii average cost of over $1,500 per custoiiier.15' It should 

be noted, however, that roughly half of tlie program participants are classified iii  tlie lowest tier 

and, therefore, qualify for only $200.00 worth of implemented iiieasures. Therefore, tlie average 

participant cost of $1,500.00 per participant appears to be somewhat skewed. The Coiiipaiiies 

state tlie reason for such disparity is that the Companies provide extensive weatherization 

services to qualified low iiicoiiie participants while participants in tlie Residential Coiiservation 

program must ail-ange and pay for tliese services on their o w ~ i . ' ~ ~  Ijowever, it sliould bc iiotecl 

that the Coinpaiiies admit that most participants ill tlie Residential Coiiservatioii Program also do 

not iinpleineiit the recommeiided measures due to cost conceiiis. Altliougli the participants in 

these two programs are served under tlie same rate structure, it would seem tlie treatment of the 

participants in these two programs is uiiequal as tlie statements given by tlie Coinpaiiies indicate 

that neither group can afford to iinpleineiit the measures recoininended by tlie Coiiipaiiies; 

however, the Coinpaiiies have chosen to provide ratepayer financed implementation services for 

participants under this program and not tliose uiider tlieir Residential Conservation Program. 

The Attorney General recommends that neither group be provided iinplenieiitatioii 

services beyond that funiislied to tliose participants in tlie Residential Conservation Program and 

tliat inore extensive services are beyond the scope of DSM/Energy Efficiency programs. With 
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tlie two highest tiers receiving $750.00 and $1,700.00 worth of home improvetnents, these are 

obviously not minor repairs and ratepayers sliould not be expected to fiiiance what are essentially 

extensive lioine iinproveiiieiit projects. 

Tlie Attorney General states that tliese extensive implementation services are more 

properly addressed through existing social services agencies, which tlie Coinpaiiies are not. 

Additionally, tlie lowest tier, which coniprises nearly half of tlie participants in tlie 

program, receives a iiiaxiiiiiiiri of $200.00 for weatlierization services; this cost closely matches 

tlie cost of services provided under tlie Residential Coiiservatioii Program. Therefore, tlie 

participants in tlie lowest tier level could be more ecoiiomically served under tlie Residential 

Coiiservatioii Program. 

Tlie Attorney General notes tliat according to the Coinpaiiies’ estimates, it would be 

cheaper for ratepayers to provide participants in tliis program limited services under tlie 

Residential Consewation Program and waive tlie fee for all participants than to serve both 

groups wider two separate programs. For example, tlie Low Income Weatherization Program 

budget is $12,996,874.00 over the seven year life of the program, while tlie Residential 

Coiiservatioii Program budget is less than half of tliat, or $5,242,288.00. Eliminating tlie Low 

Income Weatherization Program and providing services under tlie Residential Coiiservatioii 

Program for tlie projected 8,400 participants would only increase ratepayer costs by 

$1,680,000.00. Waiving tlie fee for all participants would only increase the cost by an additional 

$140,000. 

Therefore, in eliminating the proposed Low Income Weatherization Program, tlie 

Companies would save ratepayers tlie $12,996,874.00 cost of the program by expending only an 
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additional $1,820,000.00 under tlie Companies’ Residential Conservation Program. Wlieii this 

sum is added to the Residential Coiiservation Budget proposed by tlie Companies, tlie revised 

total of $7,062,288.00 to serve 

izearly hnlf’of that proposed for the Low Income Weatherization Program. Clearly, tlie 

customers under tlie Residential Coiiservatioii Program is 

ratepayers would be better served by tlie elimiiiatioii of this program and requiring tlie 

Companies to provide weatlierizatioii services to all customers under tlie Companies’ Residential 

Coiiservatioii Program. 

Aclditionally, this program estimates savings at 64,308 Mwh, 1,815 Kw electric and 

5,976,348 CCF of natural gas cumulative for tlie seven years. Using these nnmbers and the 

tariff costs from the Companies’ website, tlie program estimates that it will save approximately 

$3,880,987.00 in electric aiid $6,196,935.00 in natural gas for a total estimated savings of 

$10,077,922.00. When compared to tlie expenditures for tlie program, tlie Coinpaiiies propose to 

collect aiid spend over $1.29 of ratepayer funds for every dollar saved uiider the program. 

For these reasons, the Attoriiey General recoiiiineiids tliat this prograin not be approved. 

4. Commercial Conservation Program 

This program is a long-tenn offering of tlie Companies having been originally approved 

by the Commission in Case No. 93-150. Essentially, this program is a commercial version of the 

Coiiipaiiies’ Residential Coiiservatioii Program. Tlie iliain differences are that under this 

program, coiiiiiiercial participants are not charged a fee for tlie audit services, and the Companies 

propose to assist coiiiinercial customers with implementation of recomiiiended measures through 

tlie use of rebates. Tlie Coiiipaiiies state tliat they intend to expand this program to offer five 
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levels of audits over the existing three levels. 1s5 The proposed new audit levels will primarily 

serve tlie small coininercial client whose energy levels do not iiialte iiiteiisive audit levels cost 

effective. A description of the services offered by tlie Coiiipanies under tlie various levels is 

given in tlie Companies’ Responses to the Data Requests of tlie Attorney General, Question No. 

30. 

Tlie Companies propose to increase implementation rates through the use of tlie dealer 

refeil-al network described in Section 10.0. The Companies intend to pai-tner with appropriate 

contractors to provide customers with installation solutions of the measures recomiiiended by tlie 

audit. ” 

The existing program was iiidepeiideiitly evaluated in 2006. Tlie evaluation found that the 

program was achieving its targeted electrical savings and was exceeding its targeted gas savings. 

The Coiiiyaiiies propose tlie budget for the program at $22.4 million dollars for tlie seven years 

of tlie program, or an average of approximately $3.2 million dollars per year.‘” 1Jiider its current 

proposal, the Coiiipanies estimate the cumulative savings over the seven year life of the program 

at 1,539,664 Mwh, 144,821 KW electric and notes that tlie gas savings of (4,280,688) CCF of 

iiatural gas is iiegative due to tlie lost heat factor froin liglitiiig in winter. Using tliese numbers 

and tlie tariff costs from tlie Coiiipanies’ website, i t  is estimated that tlie program will save 

approxii-nately $92,918,722.00 in electric, but will cost participants an additional $4,438,688.00 

in natural gas due to increased use in winter, for a total net estimated savings of 
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$88,480,034.00. When coinpared to the expenditures for tlie program, the Companies propose to 

collect and spend approximately $0.25 dollars of ratepayer fuiids for every dollar saved under the 

progra1n. 

Based upon the program data provided by the Company, this is clearly a reasonable use 

of ratepayer fiiiids. However, since the Companies charge residential customers under its 

Residential Coiiservatioii Prograin, it should also be required to charge a fee to its coiiiiiiercial 

customers participating in this program. These fiuids could be used to offset tlie costs of the 

program such that the Companies may not need to collect as iiiuch from ratepayers. Obviously, 

such a change would continue to represent a positive return on the ratepayer iiivestment. 

Therefore, the Attoiiiey General recoinmelids approval of this program subject to the foregoing 

recoiiiiiieiidatioiis. 

5. Smart Metering/Responsive Pricing Program 

The Attorney General's coininelits regarding this prograin are of record in Case No. . 

2007-00 1 17 and incoi-porated herein by reference. The Attorney General offers no fiu-ther 

comments on this program. 

6. Residential High Efficiency Lighting Pro, Urarn 

This program is a new offering of the Companies. Its goal is to eiicouiage coiisuiiier use 

of Coinpact Florescent L,ighting. '"' To facilitate this, the Companies propose to pai-tiier with 

leading retailers in their service areas to provide coiisuiiiers with coupons discounting the 

purchase price of CFLs. The Companies also propose to work with their retailers to create and 

maintain point-of-sale and educational materials which will be made available to coiisuiiiers at 
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tlie retailer's locations. To distribute the aforementioned coupons, tlie Companies propose to 

direct inail coiisuiiiers multiple times a year with coupons which are redeemable upon the 

purcliase of a specified iiuinber of Energy Star rated CFL bulbs. "O Tlie Companies propose 

incentives to include a $ I  .OO per CFL discount for standard bulbs and a $2.00 per CFL discount 

for CFL flood lights.'"' Tlie Companies propose to monitor retailer sales and to adjust the 

number of bulbs that may be purchased at various times to eiisure that all customers have an 

equal opportunity to receive a discount. 

Tlie Coinpallies propose tlie budget for tlie program at $24. I inillion clollars over tlie 

seven year life of the program or $3.44 million dollars per year on average. The Companies 

estimate cutnulative energy savings at 1,470,476 Mwli, 23,083 Kw over the seven years of the 

program. Using tlie savings estimate and tlie tariff information fi-om tlie Companies' website, it is 

estimated that the program will save appi-oxirnately $88,743,226.00 in electric over the 

program's life. When compared to prograin expenditures, tlie Companies propose to collect and 

spend approximately $0.29 of ratepayer funds for every dollar saved under tlie program. 

The Attorney General is coiiceiiied that tlie program promotional costs hegin initially at 

approximately 50% of the yearly budget and increase over the life of the program to 70% of the 

program budget, while tlie amount for consumer rebates decreases from 39% of tlie program 

budget to 24%. Although tlie Companies have stated that this is due to the proiiiotioiial costs 

being adjusted for inflation, while rebate costs are not,'"' tlie stated goal of tlie program is to get 
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CFL bulbs into tlie homes of customers. It is unclear how speiidiiig more on advertising than on 

rebates accomplishes tliis goal. 

Additionally, tlie Attoniey General asked tlie Coinpallies wlietlier it would be more cost 

effective to merely mail a bulb to each of the Companies’ 830,000 customers. 

response was that it would indeed be less expensive to direct inail CFL’s to customers, but that 

tlie Company felt it was iiot a priideiit use of ratepayer funds as bulbs could elid up iiot being 

utilized. However, it is co~ii~iioii knowledge that coupons are routinely discarded by coiisiiiiiers. 

Fiartlier, the use of a coupon requires tlie consuiner to save the coupon, take it  to the ietailer, 

purcliase tlie bulb and install it to evaluate the product, whereas a sample bulb sent to tlie 

coiisiiiiier merely requires the cotisuiiier to install tlie CFL to evaluate it. The Attorney General 

notes that tlie mailing of product “samples” to coiisiiiiiers has been in use for decades by various 

mal-lceters. In fact, on or around October Gth, 2007, inany consiiiners subscribiiig to the 

Lexington-Herald Leader newspaper received samples of a breakfast cereal iiisei-ted along with 

tlieir newspaper. In addition, the Herald Leader also included a sample for Advil on October 21, 

2007. While not possessing any data to show the results of tliat effort, if tlie goal of this progiaiii 

is to distribute CFL lighting to coiiswiiers, tlien direct mailing would accomplisli that goal using 

fewer ratepayer dollars. Tlierefore, the Attorney Geiieral recoiniiiends approval of tlie program, 

altliougli lie recoininends that tlie Commission require tlie Companies to evaluate direct mailing 

of bulbs to coiisiiiiiei-s as a more cost effective use of ratepayer dollars. 

The Coriipanies’ 



7. Residential New Construction Program 

This program is a new addition to tlie Companies’ DSM/Eiiergy Efficiency portfolio. Its 

goal is to encourage residential home builders to construct homes using the energy efficiency 

construction standards as set forth in tlie U.S. Department of Energy’s “Energy Star?’ program. 

The Companies note that Energy Star requires honies to be iiispected to qualify under the 

program and that the number of certified inspectors or “raters” in Kentucky is insufficient to 

serve the lioines projected to participate uiider the program. To iiicrease the iiuiiiber of raters, tlie 

Coiiipaiiies propose to provide support, training assistance and equipment purchase iiiceiitives to 

clevelop the necessary rater infrastructure. The Companies also propose to provide educational 

assistance to builders in the form of seiiiiiiars to disseminate iiiforinatioii conceiiiiiig Energy Star 

construction standards and guidelines. ‘” 
Tlie Companies note that an analysis by the University of Kentucky Department of 

Agriculture found that for an additional $1,763 .OO, the typical 2,000 sq. ft. home can be 

constructed to meet Energy Star standardsibb and that this additional cost actually saves the 

liomeowiier money because additional costs, spread over tlie life of the mortgage, are offset by 

the energy savings achieved. ’67 

Tlie Companies have set a program goal of 4,487 homes constructed in Kentucky uiider 

tlie Eiiergy Star standards over the seven year life of tlie program. Tlie Companies propose tlie 

budget for tlie program at $7.8 ~nillioii dollars over the seven year life of tlie program or $1 . I  1 
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million dollars per year on average. 

36,839 Mwli, 3,807 ICw for electric aiid 1,267,491 CCF for natural gas over the seven years of 

tlie program. 7o Using the savings estimate aiid tlie tariff infoiiiiatioii fi-om the Coiiipanies’ 

website,program savings are estimated at approximately $2,223,23 3 .OO in electric arid 

$1,314,274.00 in natural gas, for a total of $3,537,507.00 over tlie program’s life. When 

coiiipared to tlie expenditures for tlie program, the Companies propose to collect and spend 

approximately $2.20 of ratepayer fuiids for every dollar saved under tlie prograin. 

Tlie Companies estimate cumulative energy savings at 

Tlie goal of tliis program is to build program infrastructure on tlie supply-side of the 

equation to ellsure an adequate supply of energy star rated homes. Tlie Companies assume that if 

this is done, then tlie cot-respoiiding consumer demand for Energy Star rated lioiiies will follow. 

However as the Companies note in tlie application, thus far, deinaiid for Energy Star homes has 

been extremely low. I 7 1  Tlie Coinpaiiies note that according to Energy Star statistics, only 80 

units were built for 2006 by 20 certified b~i lders . ’~’  Therefore, tlie assuinptioii that deinaiid will 

follow supply once this infrasti-ucture is in place is not well founded. Tlie Attoniey General notes 

that various home builder associations (e.g., Home Builders Association of Lexington, etc.) are 

also encouraging tlieir builders and contractors to use Energy Star coiistructioii standards and, 

therefore, it would be a more efficient use of ratepayer funds for the Companies to provide 

incentives designed to increase tlie coiisutner deinaiid for these hollies. Although the Companies 
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may succeed in building tlie 4,487 Energy Star rated lioiiies as a result of the program, these 

efforts are for naught if the homes are not embraced by liornebuyers. 

The Companies cite one reason in the application for tlie poor market penetration is the 

perception by customers tliat these are high cost homes. ’ 73 Therefore, using ratepayer funds to 

promote and encourage the purchase of these lioiiies is more cost effective than encouraging 

builders to build them. It is more appropriate that the Iiome building market address tlie sipply of 

these lioiiies and to let the Companies encourage the deiizni7d for tlie homes through the use of 

appropriate incentives applied toward the construction and/or purcliase of Eiiei-gy Star homes. 

It is interesting to note tliat dividing the program budget proposed by the Companies, 

which is $7.8 million dollars, by the iiuiiiber of houses the Company proposes to build, which is 

4,487, yields a figure of $1,738.00. This nearly equals the average additional cost of buildiiig ail 

Energy Star compliant home, which as noted was $1,763.00. 

Therefore, the Attorney General would recoinmelid tliat, rather tliaii encouraging the 

building of houses that the public is reluctant to purcliase, tlie program be designed to encourage 

and assist homebuyers iii the purchase of these homes. Moreover, it is hoped over time that the 

public will want Energy Star liomes and that any incentives offered by tlie Companies will no 

longer be needed. 
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8. Residential st Commercial HVAC Diagnostics & Tune-up Program 

This program is a new offering by tlie Companies and is designed to address iiiiiior 

operation problems with custoiners HVAC equipment that degrade operational efficiency of tlie 

system and waste energy. Tlie Coinpanies note that this program is iiot designed to provide major 

repairs to a system but to provide a diagnostic clieck in four areas.174 These areas are ail 

restrictions in either the indoor and/or outdoor coils aiid an over or under charge of refrigerant. I75 

Tlie Companies cite field studies that indicate over 60% of existing HVAC systems 

require one or more of the corrective actions address as part of the program. 17(’ TO aclclress these 

problems, the Companies propose to provide custoiiiers ail opportunity to obtain a diagnostic 

clieclc of their system at a reduced cost. I 77 Under tlie program, the Coiiipaiiies will partner wit11 a 

professional, licensed HVAC technician wlio will examine the customer’s system for one of tlie 

specified problems. 78 Although the technician may inspect for other issues affecting system 

perfoiiiiance, this will be incidental aiid iiot part of the program’s scope. After the inspection, tlie 

technician will provide the customer with a report oE tlie findings indicating if any of the 

specified problems exist. If so, the customer will be eligible to receive coil-ective action to 

remedy the problem at a reduced rate. 17‘’ Wliile no iiiceiitives will be paid directly to customers, 

the Coiiipanies will reimburse the tecliiiiciaii for the full cost of the service. 
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The cost to tlie Companies of the diagnostic inspection is estimated at $125.00 per 

residential unit and $200.00 per commercial unit. Is’ Tlie Companies estimate tlie cost of 

corrective actions under tlie tune-up program to be $200.00 per residential unit and $300.00 per 

commercial unit. 

the contractor performing the service by requiring that the contractor diagnosing tlie system will 

iiot be the same contractor that perforins tlie repairs. 82 sucli requirement sliould eliminate the 

iiiceiitive for a contractor to diagnose non-existent or unnecessary repairs. 

Tlie Companies state they have addressed any potential conflict of interest of 

The Coinpatlies intend to charge residential customers a fixed fee of $35.00 and 

commercial customers $50.00 for diagnostics of the unit and a fixed fee of $50.00 for residential 

customers and $100.00 for coininercial customers for the tune-up of tlie unit. I s 3  

It should be noted that in the Companies’ 2005 Integrated Resource Plan, a proposed 

Heat Pump Tune-up program and a propose A/C Tune-up Program aimed at residential 

custoiners failed tlie Companies quantitative screeniiig process. 

differs from those previous program was iiot disclosed by the Coinpaiiies in its application. 

How the proposed program 

Tlie Companies propose the budget for the program at $5.5 iiiillioii dollars over the seven 

year life of tlie program or $795,000 dollars per year on average.lS5 Tlie Coinpaiiies estimate 

cumulative energy savings at 53,018 Mwh, 4,949 Itw for electric over the seven years of the 
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program. 

infoimation from the Companies’ website, it is estimated that the program will save 

approximately $3,199,636.00 in electric over the program’s life. When compared to the 

expenditures for the program, the Companies proposes to collect aiid spend approximately $1.23 

of ratepayer funds for every dollar saved under the program. 

No savings froin gas usage was estimated. IJsiiig the savings estimate and the tariff 

The Companies’ cost for providing these services is only partially offset by the amount 

charged to custoiiiers taking aclvaiitage of the program. Assuming that a customer needs only the 

diagnostics portion of the program, a residential customer would only be charged $35.00 for a 

service that costs the Companies $125.00. Coiniiiercial customers would be charged $50.00 for a 

service that costs the Coinpallies $200.00. For the tune-up services, a residential customer would 

be charged $50.00 for a service that costs tlie Coinpallies $200.00 and a coinrnercial customer 

would be cliarged $100.00 for a service tliat costs the Companies $300.00. 87 While this service 

is beneficial to participants, participants should be responsible for more of tlie true costs 

associated with tlie service. Under the current proposal, participants are charged only a portion 

(2.5%-33%) of the true cost of the service which is not cost effective and may limit the number of 

participants in the program. However, if participants are provided discounts of 25%-3 3% on tlie 

services provided by the program, which would still represent a substantial benefit to customers, 

then the program would be more cost effective and be able to provide these services to inore 

customers. Therefore, while the Attorney General recoinmends approval of tlie program, lie 
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suggests that participants be given a discount off tlie services of 25%-33% rather than only 

paying 25%-33% of tlie true cost. 

9. Customer Education & Public Information Program 

This program is a new offering designed to iiicrease custoiner awareness of energy aiid 

climate change issues, and encourage efficient use of energy resources. I s8 The Companies state 

that while no iiiceiitives will be paid under this p rog~  am, printed materials and web-based 

infoiination oii these issues will be disseminated to customers along with outreach programs 

specifically targeted at elementary and middle scliool studeats. I ") 111 addition, t ~ i e  Companies 

intend to use inass media (television, radio a i d  newspaper) advei-tisenieiits to iiiforrn customers 

of these issues I9O and tlieir energy efficiency programs. 

As part of their web-based strategy, tlie Companies intend to provide custoiners with 

various on-line tools including energy cost calculators, descriptions of tlie various energy 

efficiency programs offered by tlie Compaiiies, and iiifonnatioii on energy efficiency tecliiiology 

and products. "'l 

The Coinpaiiies proposed budget for tlie program is $23.5 million dollars over the seven 

Tliere are no discemable year life of the program or $3.4 million dollars per year on average. 

eiiergy savings associated with this program. 

While tlie Attorney General agrees that efforts to iiifoiiii tlie public regarding energy and 

climate change issues are important, tlie efficient use of ratepayer fiiiids is equally iiiiportant. To 
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that end, tlie Attorney Geiieral questions tlie reasonableness of tlie Companies’ proposal to utilize 

a dedicated eiiiployee specifically for tlie purpose of school outreach. 

In tlie application, the Companies state tliat they believe it is important to reach out to 

school children as tliey are not only future custoiiiers, “but also may significantly iiiflueiice 

consumption behavior of their parents and families.”’ O 3  However, when questioned regarding 

this statenient, the Companies responded that it did iiot have any ‘“hard data’’ to support it and 

that it was an intuitive statement based on iiifoniiation obtained from third parties. “)4 It should be 

noted tliat tlie Coriipaiiies already liave a scliool outreacli program related to pulilic safety’ ‘)’ and 

wliile the public safety program certainly disseminates some usefiil iiifoniiatioii to those 

cliildren, such efforts also generate “goodwill” arnoiig tlie coiiimuriity in which tlie Companies 

operate. However, in regard to tlie statement tliat children exercise significant iiiflueiice over 

their parents’ energy decisions, tlie Attotiiey General respectfully disagrees and states tliat 

decisions such as tlie purchase of major appliances, light bulbs, etc. are not liltely ones in wliicli a 

child can significantly iiiflueiice parental beliavior. 

While informing children of tlie need to “tum off liglits” when tliey leave a room is of 

some benefit, tliese efforts can probably be combined with tlie Coiiipaiiies’ current ontreacli 

efforts in regard to public safety without the need for a dedicated full-time employee. Further, 

tlie Coiiipaiiies state tliat tliey do not consider these efforts to be iiierely “goodwill” efforts aiid 

that their “outreach efforts will be tecliiiical in nature and wliile tliey may generate some 
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“goodwill” [they] are certainly not desigiied for that 

respectfiilly disagrees. 

Again, tlie Attoiiiey General 

While tlie proposed program may disseminate some usefiil infomiation to children, it is 

misleading to characterize the proposed program as disseniiiiatiiig “technical” iiifonnatioii to 

school cliildreii ratlier than a “goodwill” effort on behalf of tlie Companies. Simply stated, is not 

clear liow much “technical” infoilnation can eleiiieiitary and middle school children can 

comprehend. However, tlie issues coiiceriiiiig energy use and its effects on climate change are 

difficult concepts and it  is seriously questioned as to liow much “technical” infoilnation can be 

absorbed by tlie average elementary school child. Such efforts would, by iiecessity, be coilfined 

to simple and relatively generic statements, such as tuiiiing off lights when you leave the rooiii 

and, as such, are not ti-uly “technical” in nature. Additionally, it will be many years before 

children participating under the program will be customers of tlie Companies, and, therefore, tlie 

use of ratepayer funds to “educate” these fiiture coiisuiiiers is liltely an unproductive use of those 

funds and any benefit derived is more along tlie lilies of increased goodwill to the Coinpallies 

ratlier than specific energy savings. Importantly, and perhaps inore telling about the puiyose of 

the program, the Companies estimate that there are 110 energy savings as a result of this program. 

Tlierefore, the Attoi iiey General does not recommend approval of this portion of tlie proposed 

program. 

Tlie Companies propose to s p e d  $19.6 iiiillioii dollars over tlie seven year life of tlie 

program or $2.5 iiiillion dollars on average per year on tlieir mass media efforts. These funds are 

over and above the advertising dollars included in tlie specific program budgets. As stated 
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previously liereiii, some advertising regarding tlie portfolio of programs is reasonable. However, 

tliese funds are iiot targeted toward any oiie program but are iiiteiided to iiifoiiii the public of all 

of tlie Coiiipaiiies offerings. The Coiiipanies state tliat the efforts of tliis program should iiot be 

considered as overlapping their efforts with regard to their individual prograins. 

tlieii such efforts to geiierally iiifoiiii tlie public of its energy efficiency efforts slioirld also be 

considered as providing some benefit to sliat-eliolders in the foiin of increased coiyorate goodwill 

and as evidence of responsible corporate citizenship. These benefits are difficult to quantify; 

liowevei , as was previously stated, they exist nonetheless. 

If that is true, 

Again, while the Coinpaiiies have iiot submitted examples of their proposed advertising 

under tlie program, coiiiiiion examples of previous advertisements by tlie Coinpaiiies in printed 

media and on radio and television clearly indicate that tliese advertisements are iiot in the pure 

foiiii of a public service aiiiiouiiceiiieiit type of advertisement. Tliese ads prominently feature the 

Companies, along witli statements encouraging energy conservation, suppoitiiig tlie assertion 

that tlie Coinpaiiies recognize a benefit, however intangible, for spoiisoriiig such advei-tising. In 

addition, tlie need for infolining the public regarding tliese issues is not as great as it may have 

been previously as energy related and climate change issues have been tlie topic of extensive 

media coverage over tlie last few years. Therefore, tlie Attorney Geiieral recoinineiids reducing 

tlie advertising budget of tliese programs. Additionally, as there is a benefit to tlie Companies’ 

shareliolders from such advertising, i t  is recoininelided that the sharel~olders should share in the 

costs of tlie proposed advertising. 



10. Dealer Referral Network 

This program is a new offering wherein tlie Companies propose to establish a web-based 

database identifying contractors wlio can provide customers with assistance in installing eiiergy 

efficiency improvements recommended as part of their other programs. Tlie database will also 

identify subcontractors with energy efficiency coiistruction experience to contractors seeltiiig to 

build eiiergy efficient homes or additions to existing homes, and will assist with fulfillment of 

incentives and rebates. 

Tlie Coiiipaiiies note that one wealtiiess of their audit programs is that recoiiiiiiended 

eiiergy efficieiicy measures are not installed by customers. Tlie Dealer Referral Network 

proposed by the Companies is intended to address this area by providing custoiners with the 

names of qualified contractors who may be contacted to provide installation services. The 

Companies state that no direct incentives are to be provided uiider this program. The 

Companies claim that the program will increase energy savings as tlie program will facilitate tlie 

implementation of energy saving measures recoininelided uiider other programs; however, these 

eiiergy savings are captured in the results for those other 

Tlie Coiiipaiiies intend to provide tlie dealer referral database through the use of a 

contractor wlio will create and maintain a website listing contractor 

Coiiipaiiies will provide program oversight and establish the criteria for listing of participating 

Tlie 

contractors. It is anticipated that such criteria will consist of verification of service provider 

Scc Application, Section 10 0, 11 65 

See Application. Scction IO 0, 1) 66 

Scc Applicatioii. Scctioii, IO 0, 13 66 

See Applicutioii. Section IO 0, 11 66 

108 

I90 

200 

20 I 

Page 62 of 65 



qualifications, certifications aiid licensing, execution of agreements requiring the service 

provider to coinply with all applicable building codes, manufacturer required installatioil 

procedures and/or best practices, and verification of acceptable levels of liability and errors aiid 

oiiiissioiis iiisuraiice.2"2 The Companies will not guarantee or accept aiiy liability for work 

perfonlied by service providers, nor will the Companies provide any type of rating system for 

service providers participating in tlie program .2" 

Under the rebate and incentive fiilfillineiit process, the Companies iiiteiid to utilize a 

coiitractor experienced in rebate processing. This contractor will require verificatioiis and follow 

specif;c procedures established by the Companies prior to the payinelit of any claim by 

custoiners and ve~ idor s .~"~  Tlie Companies will require tlie contractor to obtain three documelits 

prior to tlie processing of aiiy claim under tlie program: an approved application, original 

receipts, and written approval by the Companies' program manager. Once these documents have 

been received, the contractor will process the claim submitted and funds will be reimbursed to 

tlie appropriate pal-t~. '"~ 

The Companies provide a program budget in table 10.6 and estimate total program 

expenditures at approximately $1.08 million dollars over the life of the program 01- 

appi-oximately $1 SS,OOO.OO dollars per year on average for the program.2o6 

Tlie Coinpallies claim that the program will be helpful to tlie public Ilecause the program 

will provide assistance to anyone seeking qualified contractors to iiistall recominended measures 
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and tliat it will verify contractor qualifications prior to iiiclusioii on tlie database listing. 

Additionally, access to website data on participating contractors is not contingent upon customer 

participation in aiiy otlier program. 

The Attoniey General supports this program and recoininends its approval, but strongly 

suggests that tlie Commission require tlie Companies to vigilantly maintain tlie proposed 

oversight procedures to ensure that contractors failing to meet licensing and/or other 

requirements are removed in a timely fashion. Additionally, to avoid aiiy customer coiifbsioii, tlie 

Companies sliould be required to notify customers using the website in  clear and certain teiiiis 

that tlie Companies are iiot endorsing or recommending any coiitractiiig firm merely by the 

iiiclusioii of the contractor on tlie website iior are the Companies guaraiiteeiiig the quality of the 

work or accepting any liability for same. 

11. Program Development & Administration 

Although this is a new program, it is essentially a support program because it 

incorporates and captures generic development and administrative costs and functions that are 

coiiiinoii to tlie Companies’ other program but iiot directly assignable to those program. 

Tliere are 110 specific program goals, energy impacts or incentives associated with this 

program .‘07 

The Companies provide a prograin budget in table I I .G and estimate total prograin 

expenditures at approximately $5.6 iiiillion dollars over the life of the program or approximately 

$798,000.00 dollars per year on average for the prograin.”” 
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The Companies state that this program will capture costs associated with development 

and administration of Eiiergy Efficiency programs tliat are difficult to assign to an iiidividual 

program. Tlie Coinpaiiies state that these costs iiiclude, but are not liiizited to: 

Consultant costs for new program concept and initial design, 

Market research related to new programming, 

Research and technical evaluation of new technologies and programs, 

Overall program ti-aclciiig and maiiageinent, 

Atteiidaiice at Eiiergy Efficieiicy/DSM conferences aiid worltsliops, 

Development of key personnel, 

Meinbei-ship iii associated trade organizations, 

Subscriptioiis to educational and trade pnblicatioiis, and 

Office supplies and equipment related to general management of tlie orgaiiization.'O9 

Tlie Coiiipaiiies assert tliese activities are necessary to tlie pi-ograiii. However, some of 

tliese activities, such as consultant costs for new program coiicept and initial design, and research 

and technical evaluation, are simply too remote to provide any direct benefit to ratepayers, and, 

therefore, tlie costs associated with tliese activities should be disallowed. In similar fashion, some 

of tlie proposed activities inaiiily provide benefits to the Companies rather than ratepayers. 

Specifically, tlie Attorney General believes tliat activities such as personnel development, 

workshop and conference attendance, aiid membership in trade organizatioiis and subscriptions, 

primarily benefit tlie Companies and their personnel and should be disallowed. 
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Finally, tlie Attorney Geiieral notes that tlie individual programs also list line items for 

market research costs and office supplies and equipment associated with each program. Since 

individual program also provide for expenses under this line item, it appears that these costs 

may be duplicative. Therefore, unless tlie Coiiipanies can provide justificatioii for tlie inclusion 

of tliese expenses, they sliould be disallowed. 

IV. Conclusion 

In  summary, tlie total expenditures for tlie portfolio of programs over their seven year life 

as estimated by tlie Companies are $1 82 Million  dollar^."^) This is an unprecedented increase in 

DSM/Energy Efficiency speiidiiig over those programs previously approved by tlie Coinmission 

and represents a significant increase to individual ratepayers. The Companies estimate energy 

savings from their programs to be 3,346,213 Mwh (303 Mw) for electricity, and 13,322 MCF of 

natural gas,” wliicli equates to approximately $201.9 million dollars savings in electricity and 

$13.8 million dollars savings in natural gas as a result of tlie proposed programs. In short, the 

Companies propose to spend $182 million of ratepayer provided funds to achieve $2 1 5.7 million 

of eiiergy savings. Simply put, the ratepayers will spend $0.84 dollars for every dollar saved 

under the program. Based on an examination of tlie individual program budgets, however, 

significant discrepancies exist between certain program expenditures and savings. Altliough 

DSM/Eiiergy Efficiency programs may not “pay for themselves” given I<entucl~y’s historically 

low energy rates, the Commission should eiisure that DSM/Eiiergy Efficiency programs are as 

cost efficient as possible given that ratepayers are requii*ed to participate in tlie 
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program. Therefore, the expenses associated with DSM/Eiiergy Efficiency programs should be 

closely and carefiilly exainiiied to eiisure that monies paid by ratepayers toward tliese programs 

are expended by the Companies in programs that directly benefit as many ratepayers as possible. 

IJpoii a thorough review of the Application, and as is outlined herein, it is clear that some aspects 

of the Application are not a good returii on tlie forced investiiient of ratepayer hiids. 

For tlie reasoiis outlined liereiiiabove, the Attorney Geiieral 1-ecoiiiiiieiids tlie Commission 

approve tlie Companies’ application but Order them to incorporate the suggestions aiid 

inodificatioiis discussed herein. 

Respectfiilly submitted, 

GREGORY D. STIJMBO n 

W 
DENNIS HOWARD I1 
PAUL D. ADAMS 
ASSISTANT ATTORNEYS GENERAL 
1024 CAPITAL CENTER DR. STE. 200 
FRANKFORT, ICY 40601 -5204 
(502) 696-5453 
FAX: (502) 573-5.1 15 
deii~iis.howard(ag.l~~. gov 
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