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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

IN RE: COMMISSION REVIEW OF NUMERIC CONSERVATION GOALS

DOCKET NO. 20190015-EG (Florida Power & Light Company)
DOCKET NO. 20190016-EG (Gulf Power Company)
DOCKET NO. 20190018-EG (Duke Energy Florida, LLC)
DOCKET NO. 20190019-EG (Orlando Utilities Commission)
DOCKET NO. 20190020-EG (JEA)

DOCKET NO. 20190021-EG (Tampa Electric Company)

REBUTTAL TESTIMONY OF TERRY DEASON

JULY 12, 2019

Please state your name and business address.

My name is Terry Deason. My business address is 301 S. Bronough Street, Suite
200, Tallahassee, FL 32301.

By whom are you employed and in what capacity?

I am employed by Radey Law Firm as a Special Consultant specializing in the fields
of energy, telecommunications, water and wastewater, and public utilities generally.
Please describe your educational background and professional experience.

I have over forty years of experience in the field of public utility regulation spanning
a wide range of responsibilities and roles. I served a total of seven years as a
consumer advocate in the Florida Office of Public Counsel (OPC) on two separate

occasions. In that role, I testified as an expert witness in numerous rate proceedings
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before the Florida Public Service Commission (Commission). My tenure of service
at OPC was interrupted by six years as Chief Advisor to Florida Public Service
Commissioner Gerald L. Gunter. I left OPC as its Chief Regulatory Analyst when
I was first appointed to the Commission in 1991. I served as Commissioner on the
Commission for sixteen years, serving as its chairman on two separate occasions.
Since retiring from the Commission at the end of 2006, I have been providing
consulting services and expert testimony on behalf of various clients, including
public service commission advocacy staff, county and municipal governments, and
regulated utility companies. 1 have also testified before various legislative
committees on regulatory policy matters. I hold a Bachelor of Science Degree in
Accounting, summa cum laude, and a Master of Accounting, both from Florida State
University.

For whom are you appearing as a witness?

I am appearing as a witness for Florida Power & Light Company (FPL), Gulf Power
Company, Tampa Electric Company (TECO), Duke Energy Florida, LLC (Duke),
Orlando Utilities Commission (OUC), and JEA.

Have you previously submitted direct testimony in this proceeding?

No.

Have you previously testified in proceedings regarding the setting of energy
conservation or demand side management goals by the Florida Public Service
Commission?

Yes. Itestified in Docket No. 130199-EI (Direct 4/2/2014 and Rebuttal Testimony

6/10/2014 - Florida Power & Light Company’s Petition for Approval of Numeric

Page 2 Witness: J. Terry Deason
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Conservation Goals).

Are you sponsoring any rebuttal exhibits?

Yes. I am sponsoring Exhibit JTD-1, which is my curriculum vitae.

What is the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is to respond to many of the positions and
recommendations contained in the testimony of Southern Alliance for Clean Energy
(SACE) Witnesses Jim Grevatt and Forest Bradley-Wright. Both of these witnesses
criticize a number of precedents and policies that have been traditionally and
successfully used in Florida to set appropriate Demand Side Management (DSM)
goals in compliance with the Florida Energy Efficiency and Conservation Act
(FEECA), Rule 25-17.0021, Florida Administrative Code (F.A.C.), and decisions of
the Florida Supreme Court.  Their criticisms are unfounded, and their
recommendations are inappropriate, unnecessary, and contrary to Florida statutes
and Commission rules. In essence, they seek to have the Commission embark on a
path to inappropriately and arbitrarily increase DSM goals and increase rates for all
customers.

How is your rebuttal testimony organized?

My rebuttal testimony is organized into five sections. Section I addresses cost-
effectiveness and the intervenor witnesses’ ill-advised suggestion to chiefly rely on
the Total Resource Cost (TRC) test. Section II addresses cross-subsidizations and
the intervenor witnesses’ unfounded assertions that cross-subsidies can and should
be disregarded when setting conservation goals. Section III addresses free-riders

and the intervenor witnesses’ recommendation to abandon the Commission’s two-
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year payback screening criterion. Section IV addresses the SACE witnesses’
overarching and misapplied contention that other utilities’ DSM goals should be

mimicked here in Florida. Section V is my conclusion.

l. COST-EFFECTIVENESS
What has been the Commission’s policy regarding cost-effectiveness
determinations under FEECA?
The Commission has had a long history of implementing FEECA in a manner that
works to minimize rate impacts on all customers and prevent cross-subsidizations
among customers. The Commission has relied primarily on the Rate Impact
Measure (RIM) cost effectiveness test in order to help ensure these results. This
approach has served Florida customers well for decades, with significant cumulative
DSM savings and minimal, if any, upward pressure on base rates.
Why has the Commission primarily relied on the RIM test?
The Commission appropriately determined it was important to implement FEECA
consistent with its overarching responsibility to regulate in the public interest and to
be consistent with other provisions in Chapter 366, Florida Statutes (F.S.). The RIM

test was and remains the most appropriate test to achieve this regulatory consistency.

The RIM test accounts for both the cost of incentives paid to program participants
and the upward pressure on rates from unrecovered revenue requirements.

Incentives paid to program participants are a cost of implementing and administering
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the program and are passed on to the general body of customers through the Energy
Conservation Cost Recovery Clause (ECCR) charges for the investor-owned (IOU)
FEECA Utilities (FPL, Duke, TECO, and Gulf Power) or through general base rates
for OUC and JEA. Lost revenues reduce contributions toward covering fixed costs
and can therefore also have significant adverse impacts on a regulated utility’s
ability to earn a reasonable return, which in turn puts upward pressure on rates for
the general body of customers. (There would be similar upward pressure on the
rates of OUC and JEA.) Both of these extremely important considerations and
ramifications are ignored by the TRC test. The Commission also recognized that
the use of TRC could result in cross subsidies between customers and could
disproportionately impact low-income customers. In its Order No. 94-1313-FOF-
EG, the Commission stated:

We will set overall conservation goals for each utility based on

measures that pass both the Participant and RIM tests... We find

that goals based on measures that pass TRC but not RIM would

result in increased rates and would cause customers who do not

participate in a utility DSM measure to subsidize customers who do

participate.

ok

All customers, including low-income customers, should benefit

from RIM-based DSM programs. This is because RIM-based

programs ensure that both participating and non-participating

customers benefit from utility-sponsored conservation programs.
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Additional generating capacity is deferred and the rates paid by low-

income customers are less than they otherwise would be.
Has the Commission always used the RIM test to set DSM goals?
Essentially, yes. From the first time that the Commission set utility-specific
numerical goals way back in 1994 up until the 2009 goals proceeding, the
Commission consistently relied on the RIM test to set appropriate goals consistent
with its rules and FEECA. (In fact, the Commission applied the RIM test in
evaluating utility DSM programs even before the 1993-94 goal-setting proceedings.)
However, in 2009, the Commission tested another approach by using the TRC test
to set goals for some of the FEECA Utilities. When the electric rate impacts to
customers of this approach (and other modifications to Commission policy) were
recognized, the Commission ultimately decided the rate impacts resulting from the
TRC test were too high for FPL and Duke. Consequently, the Commission required
FPL and Duke to implement DSM programs that had been determined to be cost-
effective under the RIM test in a previous DSM proceeding. And in the most recent
goals-setting proceeding in 2014, the Commission again used the RIM test and
reiterated its appropriateness.
Do Witnesses Grevatt and Bradley-Wright believe that the Commission has
discretion to use the RIM test to set goals?
Neither witness challenges the discretion of the Commission to rely on the RIM test
to weigh the potential rate impacts of proposed goals. They do take issue with it
being the primary test and assert that the RIM test is not actually a test of cost-

effectiveness.
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Is the RIM test an established cost-effectiveness test recognized for purposes of
evaluating appropriate DSM goals?

Yes, it is generally recognized as such, both nationally and in Florida. Rule 25-
17.008, F.A.C., references and incorporates the Florida Public Service Commission
Cost Effectiveness Manual (Manual). This Manual includes the RIM test, along
with the Participant’s test and the TRC test. The Manual does not prescribe the use
of one test to the exclusion of another. It appropriately gives the Commission
discretion to evaluate the various tests and use them accordingly. The Commission
has historically considered all the tests and has primarily relied upon the RIM test
(in conjunction with the Participant’s test) to set appropriate DSM goals.

On what basis does Witness Grevatt state that the RIM test is not an actual
cost-effectiveness test?

He cites to the fact that the RIM test includes lost revenues as an element in its
calculation and opines that lost revenues do not constitute an actual cost. He further
opines that lost revenues only has relevancy as to the level of customers’ rates and
not to customers’ costs.

Has the Commission previously addressed the question of costs vs. rates in
setting DSM goals?

Yes, this is not a new issue. Other parties and other witnesses in previous goal-
setting proceedings have also tried to impose a narrow definition of “cost” that
would preclude consideration of rate impacts and the RIM test. The Commission
was faced with this very issue in a motion for reconsideration of Order No. PSC-94-

1313-FOF-EG filed by the Legal Environmental Assistance Foundation (LEAF). In
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its Order No. PSC-95-0075-FOF-EG, the Commission denied LEAF’s motion and
reaffirmed its use of the RIM test, stating:
LEAF’s argument that Rule 25-17.001(7), Florida Administrative
Code, uses the term “cost” in a fashion that mandates the use of the
TRC test to the exclusion of the Participant and RIM tests in setting
goals is at odds with the flexibility given under FEECA and
preserved in our conservation goals and conservation cost-
effectiveness rules. LEAF construes the term “cost” as meaning
“bills” when the more plausible contextual interpretation is that
“cost” means “rates”. There has been no Commission failure to
consider bill impact. We have chosen to keep rates lower for all
customers, lowering bills for non-participants and participants.
Did this decision go to the Florida Supreme Court on appeal?
Yes. In an appeal by LEAF of this Order, the Court rejected LEAF’s arguments
that the TRC test should have been used to the exclusion of the RIM test. The Court
affirmed the use of RIM and further found that the Commission was compelled by
Section 366.81, F.S., to consider the overall effect on rates and revenue requirements
that the RIM test afforded. The Court stated:
In instructing the Commission to set conservation goals for
increasing energy efficiency and conservation, the legislature
directed the Commission to not approve any rate or rate structure
which discriminates against any class of customers. See § 366.81,

Fla. Stat. (1993). The Commission was therefore compelled to
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determine the overall effect on rates, generation expansion, and
revenue requirements. Based on our review of the record, we find
ample support for the Commission’s determination to set
conservation goals using RIM measures. Accordingly, we affirm
the orders of the Commission.

Legal Environmental Assistance Foundation Inc. v. Clark, 668 So.2d 982 (Fla.

1996).

In addition to Section 366.81, F.S., cited by the Court, are there other
statements of the Florida Legislature’s energy conservation policies that
support the use of RIM to set DSM goals?

Yes, there are two. The first is set forth in Section 366.82(3)(b), F.S., and the second
is set forth in Section 366.82(7), F.S.

Please explain how these statutory policy provisions support the use of RIM.
Section 366.82(3)(b), F.S., requires the Commission to consider “The costs and
benefits to the general body of ratepayers as a whole, including utility incentives and
participant contributions.” In Florida, the phrase “costs and benefits to the general
body of ratepayers as a whole” has its roots in determining rates that are fair and
which do not pit the interests of one group of customers against those of another,
which could result in cross-subsidies. Its application results in the protection of all
customers as a whole. Only the RIM test ensures that all customers in the general
body of customers are protected from potential cross subsidies between participants
and non-participants in DSM programs. Thus, the policy established by this

statutory provision supports the use of RIM. Likewise, the requirement to consider
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“utility incentives” supports the use of RIM. The TRC test ignores utility incentives
paid to participating customers, while the RIM test appropriately considers the cost
of such incentives. Thus, RIM is the best test to comply with this statutory

requirement.

In Section 366.82(7), F.S., the Legislature grants the Commission “the flexibility to
modify or deny plans or programs that would have an undue impact on the costs
passed on to customers.” As I stated previously, the Commission has determined
that the correct, appropriate policy criterion for addressing how conservation
program costs are passed on to customers is the impact on the level of their rates.
Since only the RIM test considers the impact on the level of customer rates, this
statutory provision also supports the use of RIM. In fact, it was this statutory
provision upon which the Commission relied to reject programs based on TRC for
FPL and Duke and to revert to programs based on RIM. The Commission ultimately
decided the rate impacts resulting from the TRC test were too high for these utilities.
For example, in its Order No. PSC-11-0346-PAA-EG, the Commission stated that
the plan filed by FPL based on the TRC-based goals was “projected to meet the
goals we previously established, but at a significant increase in the rates paid by FPL
customers.” (page 4) It went on to find that the plan filed by FPL to meet its 2009
TRC-based goals would “have an undue impact on the costs passed on to consumers,
and that the public interest will be served by requiring modifications to FPL’s DSM
Plan.” (pages 4-5)

Did the Commission go so far as to reset the goals resulting from its 2009
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No. While it is clear that the adverse cost impacts to customers resulting from the
2009 TRC-based goals were unacceptable to the Commission, the Commission did
not change the goals it previously set. In its Order No. PSC-11-0590-FOF-EI
disposing of a protest to Order No. PSC-11-0346-PAA-EG, the Commission
reiterated that the goals based on TRC were not being changed:
Based upon the hearing record, briefs in opposition, and oral
argument, we find that the plain language of Section 366.82(7), F.S.,
specifically and unequivocally grants us authority to modify a
company’s DSM plans “at any time it is in the public interest
consistent with this act” or when plans or programs “would have an
undue impact on the costs passed on to customers.” Further, we
reiterate that we did not in any way change the DSM goals as set by

the goal setting order, Order No. PSC-09-0855-FOF-EG.

However, it should be noted that in the subsequent goals proceeding conducted in
2014, the Commission decided against setting goals based on TRC. Instead, the
Commission adhered to its long-standing policy of setting goals based primarily on
RIM. As a consequence, the Commission did not have to invoke Section 366.82(7)
when approving programs to meet the 2014 goals as those goals did not have an
undue impact on the costs passed onto customers. In its order establishing the 2014

goals, the Commission reiterated the appropriateness of the RIM test:
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We find [it] appropriate to establish goals for the FEECA Ultilities

based upon a cost-effectiveness analysis that allows all ratepayers,

participants and non-participants, to benefit from the Utilities' demand-

side management programs. Therefore, we find annual goals based

upon the unconstrained RIM achievable potential be adopted. As the

RIM test eliminates cross-subsidies, using an unconstrained RIM

allows for maximum participation by customers while keeping rates

equitable. (Page 40, Order No. PSC-14-0696-FOF-EU)
Do you agree with the Commission’s 2014 determination?
Yes, I do. This latest decision is consistent with the Commission’s historical use of
the RIM test that recognizes the Commission’s responsibility to regulate utilities and
set conservation goals in the overall public interest. It is consistent with Florida
Statutes, and is consistent with the decision of the Florida Supreme Court. This
decision shows the Commission’s concern for and responsibility to the general body
of customers. This is evidenced by the fact that the RIM test is best suited to account
for the cost of incentives, to minimize rate impacts, and to avoid subsidies between
participating and non-participating customers.
Witness Grevatt states that no other state relies on RIM to screen out efficiency
measures. Should this be a basis to conclude that the RIM test is inappropriate
for Florida?
No. Witness Grevatt draws an inappropriate inference to conclude that Florida
should rely exclusively on the TRC test for goal-setting. First, what other states may

or may not do is irrelevant when addressing the question of the appropriate cost-
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effectiveness test to use in Florida. What is relevant is the direction provided by
Florida Statutes, Florida Commission Rules, and a decision of the Florida Supreme
Court. As I earlier explained, the Commission has consistently based its decision to
use the RIM test on this authority and precedent. In direct terms, the Commission
has applied the RIM test based on its determination and policy conclusion that DSM
measures should be cost-effective to all utility customers, whereas Witness Grevatt
would simply ignore this aspect of cost-effectiveness by defining it away. Second,
Florida’s historical reliance on the RIM test has proven both appropriate and
beneficial for Florida customers.
Has Florida’s historical reliance on the RIM test been proven to be effective
and beneficial in achieving FEECA’s purposes and promoting the public
interest?
Yes. Florida’s historical reliance on the RIM test has resulted in a significant
amount of conservation achievements. This is shown by the following excerpt from
the Commission’s December 2018 Annual Report on FEECA:
FEECA has been successful in reducing the growth rates of weather-
sensitive peak electric demand and conserving expensive fuel
resources. Since its inception, FEECA utility-sponsored DSM
programs have cumulatively saved 7,863 MW of summer peak demand
and 7,285 MW of winter peak demand, referenced in Table 3. This
reduction in peak demand has helped offset the use of peaking units
that rely on expensive fuel sources and deferred new generating

capacity. In 2017, FEECA DSM programs saved 210 gigawatt-hours
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(GWh), enough electricity to power approximately 15,583 homes for a

year.

These accomplishments were achieved by devoting substantial resources ($3.9
billion for the years 2007-2017 for the five IOUs subject to FEECA) in a cost-
effective manner that has helped maintain reliability, save energy, reduce the need
for very large amounts of new generating plants, and minimize rate impacts.

What is your recommendation?

I recommend that the Commission reject the position of the SACE witnesses to
primarily use the TRC test. I further recommend that the Commission continue its
beneficial and long-held use of the RIM test to set DSM goals for the FEECA

Utilities.

1. CROSS-SUBSIDIZATIONS

Does Witness Grevatt address the issue of cross-subsidization?

Yes, he does, but to a limited degree and in his own way to promote his own agenda.
He generally acknowledges that cross-subsidies should be avoided, but he is
dismissive of cross-subsidization concerns when it comes to setting conservation
goals. As an excuse to disregard cross-subsidizations in setting DSM goals, he
argues that cross-subsidies result from other regulatory decisions (including
decisions on supply-side alternatives). He states: “regulators approve rate increases
and make decisions in other proceedings regularly that create some level of inequity

between different customers.” (See page 10 of Mr. Grevatt’s prefiled testimony) He
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goes on to argue that new investment is driven by new customers and gives examples
of new substations and new power plants. He concludes that adding new customers
and making investments to serve them discriminates against existing customers and
results in cross-subsidizations.

Do you agree with his argument?

No. His argument is inconsistent with Florida’s regulatory framework and his
examples of old customers subsidizing new customers is not factually correct.
Moreover, his premise that cross-subsidies can be ignored when setting DSM goals
is inconsistent with the Legislature’s policies set forth in the Florida Statutes, the
Commission’s development of those policies over the last four decades, and a
decision of the Florida Supreme Court affirming those policies.

Please explain how his argument is inconsistent with Florida’s regulatory
framework.

Regulation in Florida goes to great lengths to set rates which are fair, just, and
reasonable and which do not foster cross-subsidies between customers. This is
apparent in both the nature of and the extent to which costs are recognized in rates,
as well as in the structure of the rates themselves. The Commission has rules dealing
with cost of service studies and many years of precedent to ensure that rates are set
equitably and on a non-discriminatory basis. The Commission also has a policy of
having cost causers pay their fair share of the costs they place on the system,
especially when they engage in actions or choose options which, if not specifically
recognized, would cause rates for the general body of customers to increase. All of

this is done to minimize cross-subsidies to the greatest extent possible. In this
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context, cross-subsidies of DSM program participants by non-participants are
avoided by applying the RIM test; the program participants and non-participants all
pay for the DSM program costs that are shown — by the RIM test — to benefit all

customers.

Moreover, Florida plans and approves investments as part of a coordinated grid,
subject to the Commission’s Grid Bill authority. It is generally understood that,
because the generation and transmission grid as a whole serves all customers,
increased investment in the grid as a whole benefits all customers, who then must
pay for such increased investment according to the cost of service studies and cost
allocations consistent with the rate class in which they take service. I do agree that
there is potentially a small but necessary level of averaging between customers of
the same class and that someone could argue, at some esoteric theoretical level, that
there is some cross-subsidization that remains at a very granular level. But this

simply attempts to confuse the practical with the perfect.

This is the important point: it is not the goal of regulation to intentionally make
policy decisions that knowingly will result in cross-subsidies or increase some
theoretical level of innate subsidies that could be argued to exist. To the contrary,
it is the goal of regulation to prevent cross-subsidies whenever possible and the
Florida Commission makes every reasonable effort to do so. It would be bad public
policy to intentionally engage in an action that knowingly results in cross-subsidies.

However, this is exactly what Witnesses Grevatt and Bradley-Wright would have
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the Commission do. They would have the Commission adopt a cost-effectiveness
test, and DSM goals resulting from its application, that will knowingly result in
cross-subsidies between participants and non-participants.

Please explain how Witness Grevatt’s example of old customers subsidizing
new customers is not factually correct.

His example of new substations and new power plants resulting in cross-subsidies
is overly simplistic and ignores real-world considerations. First, as I just described,
Florida plans for and approves such investments as part of a coordinated grid which
is designed to reliably and cost-effectively serve all customers (the general body of
customers). Second, his simplistic example ignores the fact that not all investments
serve new customers. Many investments are necessary to retire old plant, to meet
new reliability requirements (such as storm hardening), or to meet new
environmental requirements. Third, his attempt to pit “old” customers versus “new”
customers is misplaced because, as noted above, the grid as a whole serves all
customers as a whole. His argument would lead to then charging “old” customers
for the cost of facilities built to replace the “old” facilities that previously served
them; this is simply unworkable. Fourth, new customers provide a degree of vitality
to a system and provide a source of revenue over which fixed costs can be spread.
Moreover, this new growth provides opportunities to invest in new technologies
with higher efficiencies, lower maintenance costs, and lower environmental
footprints. This has the overall effect of putting downward pressure on customer
rates which benefits all customers.

Please explain how Witness Grevatt’s premise that cross-subsidies can be
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ignored when setting DSM goals is inconsistent with FEECA and a decision of
the Florida Supreme Court.

Section 366.81, F.S., sets out the Legislature’s findings and intent regarding
FEECA. It requires the Commission, when establishing DSM goals, to “not approve
any rate structure which discriminates against any class of customers on account of
the use of such facilities, systems, or devices.” The Commission has historically
and appropriately implemented this statutory provision by setting goals that do not
discriminate against non-participants. As I described earlier, this interpretation was
appealed to the Florida Supreme Court. The Court affirmed the Commission’s
interpretation and stated that the Commission was compelled to consider the rate

impacts on all customers. See Legal Environmental Assistance Foundation Inc. v.

Clark, 668 So0.2d 982 (Fla. 1996). The Commission simply does not have the option
to declare this statutory requirement to be irrelevant, as Witnesses Grevatt and
Bradley-Wright would have the Commission do.

Has the Commission recognized that increased rates and cross-subsidies could
result from use of the TRC test?

Yes. The Commission has consistently recognized that the TRC test does not
consider lost revenues and the impact lost revenues can have on customer rates. A
good example of this is contained in Order No. 94-1313-FOF-EG, which I earlier
referenced and which led to the Supreme Court decision I just described. In addition,
the Commission’s order from the most recent goal setting proceeding, Order No.
PSC-14-0696-FOF-EU (page 38), described how lost revenues can result in

increased customer rates:
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A utility’s base rates are established by us in a rate case, and
represent the recovery of fixed costs for items such as power plants
and operations. Base rates are recovered based upon customer’s
consumption of energy, which is variable. As a result, if energy
consumption decreases, the FEECA Ultilities would have fewer units
of consumption over which to spread these fixed costs. Such an

outcome is often referenced to as lost revenues.

In this same order and in response to the position of a SACE witness in that
proceeding, the Commission emphasized the potential impacts of lost revenues,
regardless of their origin:
The reduction in sales due to participation in demand-side
management measures would have the same effect as a sales
forecast that did not materialize. We note that decline in sales was
the primary factor in the last several electric rate cases before us. If
consumption is reduced enough, a utility may file a petition with us
for a rate increase.
Is this relevant to the setting of DSM goals?
Yes. Setting goals based on the TRC test will result in a greater level of lost
revenues, Will result in a greater likelihood of a rate case (along with the increased
uncertainty, increased regulatory costs, and increased workload requirements of a
rate case), and will result in higher bills for non-participants because of the cross-

subsidies between participants and non-participants. These facts cannot be
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summarily dismissed simply to promote the use of one cost-effectiveness test over
another. Contrary to the SACE witnesses’ contentions, a dismissal of these
outcomes would be inconsistent with the policies used by Florida to set rates and
Florida’s policies on setting DSM goals.

Is this relevant for customers?

Yes. Customers expect and deserve rates that are fair, equitable, and
nondiscriminatory. They want to know that the rates they pay are the same as the
rates paid by all other similarly situated customers on the system. They also do not
expect their rates to be higher because of the actions of others or benefits given to
other customers for which they do not qualify. It is this last customer expectation
which makes it so important that the rate impacts of participants versus non-
participants be recognized. Rates are established in Florida with the goal of
protecting the general body of customers. This same standard is equally applicable
to both base rates and rates that are passed through to customers through the ECCR

clause for the IOU FEECA Utilities.

1.  TWO-YEAR PAYBACK SCREENING CRITERION
What is the purpose of the two-year payback screening criterion?
Its purpose is to account for free riders. A free rider is defined as a customer who
would receive an incentive from the utility for a DSM measure that he or she would

install even without the existence of the utility provided incentive. Rule 25-
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17.0021(3), F.A.C., requires FEECA Ultilities to address free riders as part of their
goals analyses during the goal setting process.
Has the Commission consistently used a two-year payback criterion to account
for free riders?
Yes, the two-year payback criterion was first used by the Commission in the 1993-
94 goals setting proceeding. It was adopted as a means to account for free riders, as
required by Rule 25-17.0021, F.A.C. It has been consistently used since the
Commission’s decision in 1994, with a slight modification in the 2009 goal-setting
proceeding. In that case, the Commission used a modified two-year payback
criterion, in which a selected number of measures that were traditionally screened
out were nevertheless allowed to be recognized for goal setting. In the most recent
goal-setting proceeding, the Commission again used the two-year payback criterion
to account for free riders, stating:

We approved goals based on a two-year payback criterion to

identify free riders since 1994 and we find it appropriate to continue

this policy. (See page 27, Order No. PSC-14-0696-FOF-EU)

The Commission went on to explain its rationale for its decision, stating:
We find that the two-year payback criterion provides sufficient
economic incentive to convince a customer to participate in a given
energy efficiency program while balancing the requirement to account
for free riders and minimizing program costs and undue subsidies. (See

pages 26-27, Order No. PSC-14-0696-FOF-EU)
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Do Witnesses Grevatt and Bradley-Wright agree with the use of the two-year
payback criterion to account for free riders?

No. They do acknowledge that free riders exist and that the effect of free riders
should be recognized. However, they disagree with the two-year payback screening
methodology used by the FEECA Ultilities and traditionally accepted by this
Commission to account for free riders.

On what basis does Witness Grevatt disagree with the two-year screening
criterion as applied by the FEECA Utilities?

His arguments fall into three broad categories. First, he incorrectly asserts that the
two-year payback screen assumes that all measures with a payback of two years or
less will be installed and that the FEECA Utilities present no empirical evidence to
support this assumption. Second, he incorrectly asserts that it is the underlying
premise of utility sponsored efficiency programs to eliminate market barriers and
that the two-year payback screen prevents his premise from being achieved. And
third, he asserts that a screen for free riders should not be applied at the goal-setting
level, rather that it should only be part of program design.

As to Witness Grevatt’s first area of disagreement, does the two-year payback
criterion assume there is a 100% penetration rate for all measures with a
payback of two years or less?

No, it does not. To better explain this, it is necessary to understand what the two-
year payback criterion is and what it is designed to do. First, the two-year payback
criterion is a tool to be used by the Commission to recognize that there are free riders

and to set goals appropriately. It is not and was never intended to be a bright-line,
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100% accurate predictor of customer actions and choices under all circumstances.
It does appropriately assume, for those customers who are willing to consider an
energy efficiency measure, that they will make decisions in their own economic
interest. The two-year payback criterion further assumes that years to payback is an
objective measure, the calculation of which can be verified, to use to differentiate
those customers who would make the investment without an incentive and those
who would need an additional incentive to make the investment. If customers who
would have adopted the measure without an additional incentive nevertheless
receive an incentive, they become free riders and impose additional and unnecessary

costs on the general body of customers.

The two-year payback criterion does not, nor should it, assume that 100% of all
customers will adopt a measure if its payback is two years or less. It does assume
that two years is a reasonable point of differentiation to predict where customers are
more likely to adopt a measure, based on the measure’s own inherent economic
attractiveness, without additional incentives and costs on the general body of
customers. In reality, some customers will not adopt a measure regardless of its
payback, while others will adopt measures with paybacks longer than two years.
Two years has been consistently used as a reasonable point to make that
differentiation.

Does Witness Grevatt agree that customers make decisions on both sides of the
two-year point of differentiation?

Yes, he recognizes this phenomenon. On page 21 of his pre-filed testimony, he
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states: “Inevitably, most such programs will have some level of free ridership — from
both measures with shorter paybacks and measures with longer paybacks.”

Why should those customers who are motivated by their own economic
interests be the focus of the debate?

All parties must recognize that the purpose of this proceeding is to set conservation
goals and then subsequently to adopt programs that will incent customers to
implement cost-effective conservation measures to achieve those goals. Therefore,
it is only those customers who are willing to act in their economic interests by
availing themselves of the programs and incentives that should be targeted. For
those customers who are not motivated by economics or chose not to participate for
other more basic reasons, it is unlikely that offering incentives is going to change
their views. As such, it is only those customers who are motivated for economic
reasons that should be subject to the free rider screens and have goals set and
programs offered for them to act consistent with their economic interests. Stated
differently, for those customers who are not motivated by the economics of the
offering, no goals or incentives are likely to have an impact and have them adopt
conservation measures. Therefore, the two-year payback criterion does not assume
a 100% penetration for measures with a payback of two years or less and Witness
Grevatt’s suggestion to the contrary demonstrates a basic misunderstanding of the

purpose of the screen.
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Witness Grevatt criticizes the FEECA Utilities use of the two-year payback
screen because they offer no empirical evidence that all customers will adopt
measures with paybacks of two years or less. Is his criticism legitimate?

No, for two basic reasons. First, as I just described, the two-year payback screen
does not assume that 100% of customers will adopt measures with paybacks of two
years or less. Neither does it assume that 0% of customers will adopt measures with
paybacks greater than two years. Hence, it would be impossible to provide empirical
evidence to demonstrate results not assumed by or even envisioned by the two-year
payback screen. Second, the two-year payback screen has been consistently used
since 1994, and the Commission in its last goals-setting order rightfully
characterized the use of the two-year payback screen as its policy.

Has Witness Grevatt provided an empirical study justifying a change in the
Commission’s 25-year policy?

No.

As to Witness Grevatt’s second area of disagreement, is it the underlying
premise of utility-sponsored efficiency programs to eliminate market barriers?
No. The purpose of FEECA and hence the DSM goals and programs resulting
therefrom, is to “protect the health, prosperity, and general welfare of the state and
its citizens.” This can be found in Section 366.81, F.S. This same statutory
provision “declares that it is critical to utilize the most efficient and cost-effective
demand-side renewable energy systems and conservation systems” to fulfill
FEECA’s purpose. Thus, the premise is to determine and implement the most

efficient and cost-effective programs. Neither FEECA nor Rule 25-17.0021, F.A.C.,
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requires the elimination of market barriers per se. In fact, neither the statute nor the
rule even uses the term “market barriers.”

Are you suggesting that the consideration of market barriers has no role in the
establishment of DSM goals?

No. What I am suggesting is that the elimination of market barriers is not the
preeminent concern as Witness Grevatt asserts. The elimination of market barriers
may be needed, but must be tempered with concerns of efficiency and cost-
effectiveness.

Please explain.

The achievement of FEECA goals comes at a cost, a cost which is passed through
to the general body of customers through the ECCR clause for the IOU FEECA
Utilities and through base rates for OUC and JEA. It is in the public interest to
achieve goals in the most efficient manner. This results in a lesser burden on the
general body of customers. If costs are incurred to incentivize customers to take
action that they would have otherwise taken in their own economic interest, costs to
the general body of customers are higher than they need to be to achieve the same
level of conservation. It should be emphasized that the ultimate goal of the process
is to achieve the maximum amount of cost-effective conservation by the most
efficient means, whether it be through utility sponsored programs or natural market
forces. The goal is not to set goals higher than they should be simply for the sake
of having higher goals or to eliminate market barriers simply because they may exist.

A proper recognition of free riders is necessary to establish appropriate goals.
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If goals were set and programs were implemented with the single-minded purpose
of simply eliminating market barriers by offering incentives where they are not
needed, a tipping point would eventually be reached wherein either the programs
become non-cost-effective (under RIM) or the cost passed onto customers becomes
exorbitant and not sustainable.

In your answer you used the term natural market forces. To what do you refer
and how is it relevant to free riders?

I am referring to the harnessing of market forces to achieve results without the need
for government manipulation, interference, or subsidization. In the context of goal
setting and free riders, it simply recognizes that rational customers will act in their
own economic interest and take measures to reduce energy consumption, if it is
sufficiently attractive economically for them to do so. It is an example of a free
market economy working as it should — rational economic decisions being made in
one’s best interest without government intervention through mandates or provision
of incentives. Good examples would be customers deciding to install more efficient
lighting. Such customers make the economic decision to invest in such measures
because those measures quickly benefit them economically. In that situation, energy
efficiency is achieved, the customer is rewarded for his or her initiative through bill
savings, and the general body of customers is not asked to subsidize his or her
decision.

As to Witness Grevatt’s third area of disagreement, should free riders only be
considered at program design and not when setting goals?

No, for three reasons. First, Rule 25-17.0021(3), F.A.C., requires that free riders be
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considered as part of the Commission’s responsibility to establish goals. It is not
optional as Witness Grevatt suggests. Consequently, the Commission has
consistently considered free riders when setting goals since 1994. Second, the
Commission does not design programs. The design of programs is the responsibility
of the FEECA Utilities. While the Commission reviews and ultimately approves the
programs designed by the utilities, it is more of a pass/fail standard. In making its
pass/fail review, the Commission considers three discrete criteria. These criteria are
identified by the Commission in its order approving FPL’s most recent DSM plan:
The criteria used to review the appropriateness of DSM programs
are: (1) whether the program advances the policy objectives of
FEECA and its implementing rules; (2) whether the program is
directly monitorable and yields measurable results; and (3) whether
the program is cost-effective. (See page 2, Order No. PSC-15-0331-
PAA-EG, Citing FPSC Order No. 22176, issued November 14,
1989, in Docket No. 890737-PU)
And third, ignoring free riders during the establishment of goals would result in
goals that are not the most efficient and cost-effective and could have the
consequence of reaching the tipping point I earlier described.
Given that consideration of free riders is required when setting goals by Rule
25-17.0021(3), F.A.C., has Witness Grevatt offered any meaningful alternative
to the two-year payback criterion?
No.

Do any of Witness Grevatt’s disagreements justify a deviation from the
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Commission’s policy?

No. The Commission’s policy is consistent with FEECA and Rule 25-17.0021,
F.A.C. The issue of using a two-year payback criterion has been repeatedly litigated
by LEAF and SACE over a number of goals-setting proceedings. Their arguments
have been consistently rejected by the Commission, and the Commission has
steadfastly adhered to its policy. There is nothing presented by Witnesses Grevatt
and Bradley-Wright that would justify a departure from the Commission’s long-held

policy on free riders and using a two-year payback criterion.

IV. SACE’S PROPOSED DSM GOALS
What DSM goal does Witness Grevatt recommend to the Commission?
He recommends a goal based on annual energy sales. His specific recommendation
is a goal of 0.3% of energy sales ramped up incrementally over five years for a final
goal of 1.5% of sales starting in 2024 and then continuing at that level for the
remainder of the ten-year period.
On what basis does Witness Grevatt make his recommended goal?
He bases his recommendation on savings achieved by Duke Energy Carolinas and
Entergy Arkansas, which he averaged to around 1.5% per year. He states that this
is the basis for his recommendation because “it is not possible to make all the needed
corrections to the utilities’ analyses in this proceeding...” (Page 42 of Grevatt’s pre-
filed testimony)
Does he recommend any peak demand goals?

No. He states that he cannot recommend specific peak demand savings targets
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because he arrived at his energy savings targets from a “top down” perspective. He
does make some extrapolations based on the ratio of TRC economic potential for
summer and winter peak savings to TRC economic potential for energy savings and
then applies this ratio to his 1.5% of sales goal. He then states: “I would suggest
additional analysis be undertaken to determine whether these ratios would hold...”
(pages 43 and 44 of Grevatt’s prefiled testimony) By failing to make a
recommendation for peak demand savings, his recommendation is not compliant
with the requirements of FEECA and Rule 25-17.001, F.A.C.
Is Witness Grevatt’s recommendation to set goals as a percent of sales from
other states appropriate?
No. His energy savings goal is not consistent with the requirements of FEECA and
Commission rules. Mr. Grevatt spends much time and dozens of pages trying to
identify perceived deficiencies in the FEECA Utilities’ proposed goals under the
approaches required by FEECA and Rule 25-17.001, F.A.C., only to then offer a
proposal that is completely disconnected from any of the FEECA requirements.
How would Witness Grevatt’s recommended goal be inconsistent with FEECA
and Commission rules?
Both FEECA and Commission rules require goals to be based on Florida-specific
data and analyses. Witness Grevatt’s goal is not Florida-specific; in fact, he
specifically relies on other states for his recommendations. Other inconsistencies
are that Witness Grevatt’s goal does not:

e Rely on a cost-effectiveness test.

e Address system reliability.
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e Place demand-side and supply-side resources on a level playing
field.

e Keep rates low and minimize cross-subsidies.

e Address free riders.
Is it appropriate to base Florida’s DSM goals on those in other states?
No. Witness Grevatt has essentially concluded because other “leading” states are
doing certain things that Florida should do the same. He makes overly generalized
assumptions and ignores substantive differences that may exist between what is
required in Florida (in statute and rule) and what may or may not be required in other
states. By totally dismissing Florida’s approach and relying on other states, he
shows little regard for the long-standing policy basis of setting DSM goals in
Florida.
Why is it important to consider potential differences in statutory framework
before making inferences about the appropriateness of conservation goals?
Each state must follow its specific statutory framework. To automatically infer that
the goals established in another state under a different statutory framework are
what’s best for Florida, is at best flawed and at worst a potentially ill-advised way
to circumvent Florida’s statutes and rules.
Witness Grevatt points to Entergy Arkansas as a “leading” state, on which he

bases his recommended 1.5% goal. Have you reviewed the Rules for
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Conservation and Energy Efficiency Programs adopted by the Arkansas Public
Service Commission?

Yes, [ reviewed the version last revised on January 19, 2018. I believe this to be the
latest version.

Did your review reveal anything of note relative to the issues raised by Witness
Grevatt?

Yes. First, I do not profess to be an expert in how Arkansas has implemented its
rules. Implementation of its rules is within the discretion of the Arkansas
Commission, just as the implementation of Rule 25-17.0021, F.A.C., is within the
discretion of the Florida Commission. However, it appears to me that the Arkansas
Public Service Commission has adopted its rules consistent with the enabling
legislation (Ark. Code Ann. §§ 23-3-405) and that the rules reflect an earnest desire
to approve programs and measures that “will be beneficial to the ratepayers of such
public utilities and to the utilities themselves.” This is an example of how each state
has its own unique enabling legislation and can adopt rules which it feels best meets
the needs of that state. Certainly this is what Florida has done. However, what may
be appropriate in one state may not be appropriate in another state. This is a
fundamental problem with Witness Grevatt’s recommendation to impose

approaches in other states as appropriate for Florida.

I do note three aspects of the Arkansas Rules that pertain to the issues raised by
Witness Grevatt. First, the rules do not require the use of the TRC test, even though

I do understand that the TRC test has been used in Arkansas. The rules identify a
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number of tests, including RIM, and then specify that “the costs and benefits
contained in the Manual are suggestions and are not endorsed by the Commission

for every program.” Second, there is a provision in Section 2 E. Customer Incentives

that requires all customer incentives to be considered in the benefit/cost testing of
programs. [ interpret this provision to perhaps require considerations beyond the
traditional TRC test, as recommended by Witness Grevatt. As I previously
discussed, the traditional TRC test does not consider customer incentives. And third,

there is a provision in Section 7: Cost Recovery that allows “lost contributions to

fixed costs” to be recovered contemporaneously through a surcharge or rider. This
recognizes that approved programs that do not pass the RIM test will result in lost
revenues and lost contributions to cover fixed costs. In an apparent attempt to
minimize regulatory lag and the need for more frequent rate cases, the Arkansas
Commission recognizes the need to allow prompt recovery of these lost
contributions to fixed costs through a surcharge or rider. Of course, in Florida, such
a provision is unnecessary because Florida primarily relies on the RIM test which
accounts for lost contributions to fixed costs.

If Florida were to adopt Witness Grevatt’s recommended 1.5% of sales goal,
would there be a need for a similar provision to allow for the contemporaneous
recovery of lost contributions to fixed costs?

Adopting goals that cause such a large reduction in sales would certainly result in
lost base rate revenues and the need for more frequent base rate cases and larger
requested increases within those rate cases. And regulatory lag would result during

the time period that the lost revenues are experienced and before new base rates
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could be implemented following a rate case. This would be true for both OUC and
JEA, as well as the IOU FEECA Ultilities. If the Commission were inclined to adopt
goals of the magnitude recommended by Witness Grevatt and wanted to avoid
regulatory lag and more frequent rate cases, some type of cost recovery mechanism
would be needed. However, my recommendation is for the Commission to reject
Witness Grevatt’s recommendations and to adhere to its longstanding and consistent
policy of setting DSM goals primarily based on the RIM test. This would obviate
the need for a cost recovery mechanism as envisioned by the Arkansas Rules.

Has the Commission previously considered a blanket percentage of sales
proposal as a basis to set DSM goals, as Witness Grevatt is proposing?

Yes. In the 2014 goals proceeding, witnesses for both SACE and the Sierra Club
proposed blanket goals expressed as a percentages of utility retail sales. Witness
Mims on behalf of SACE recommended a goal of 0.75% of retail sales increasing to
1.0%. Witness Woolf on behalf of the Sierra Club recommended a goal of 1.0% of
retail sales by 2019. While their recommended goals were much lower than those
proposed by Witness Grevatt, they took the same basic approach and their
recommended goals were based on goals in other “leading” states.

What did the Commission decide relative to their recommended goals?

The Commission resoundingly rejected their recommended goals and approach. In
doing so, the Commission found that their recommended goals were not based on
any cost-effectiveness test and were not compliant with Rule 25-17.0021 (1), F.A.C.
In its Order No. PSC-14-0696-FOF-EU (page 36), the Commission stated: “We find

that there is no competent or substantial evidence in the record to support the goals
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proffered by either SACE or the Sierra Club.” The same lack of competent or
substantial evidence is similarly a fatal flaw in the recommendations of SACE
Witnesses Grevatt and Bradley-Wright in these proceedings.

Was the Commission also concerned that their recommended goals could result
in increases to base rates?

Yes. In its Order No. PSC-14-0696-FOF-EU (pages 38 and 39), the Commission
acknowledged the potential for lost revenues and explained how lost revenues could
cause base rates to increase. The Commission concluded: “While no formal analysis
was conducted, given the 20 to 40 times higher energy savings associated with Sierra
Club and SACE’s proposed goals, it is reasonable to conclude that an increase in
base rates would be likely if these intervenors’ goals were adopted.”

As a matter of good public policy, do you agree with the Commission’s rationale
as reflected in its 2014 order?

Yes, I agree with the Commission’s rationale. The simplistic percentage goals
advocated by SACE’s witnesses in this case are similar to those advocated by SACE
and the Sierra Club in 2014, and they suffer from the same critical problem: their
recommended aggressive percentage goals would cause other customers’ rates to
increase and to be greater than they would otherwise be. Their recommendations
are not based on the appropriate public policy that regulatory authorities, like the
Florida Commission, should avoid cross-subsidization where possible; in fact, their
recommendations completely ignore this policy.

Do you believe that there likely would be the need to increase base rates were

the Commission to adopt Witness Grevatt’s recommended goal of 1.5% of
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sales?

Yes. Given that it was anticipated that base rates would increase with goals of only

1% of sales, it would be reasonable to conclude that a 50% higher goal of 1.5% of

sales would also increase base rates. The only issue would be at what time and by

what degree, given that utilities experience other factors that cause earnings to

increase or decrease over time. Without question, adopting Witness Grevatt’s

recommended goal would cause rate cases to be filed sooner than otherwise and with

higher requested rate increases than otherwise.

Are you familiar with the testimonies of Witnesses Mims and Woolf that were

filed and presented in the last goals proceeding?

Yes, I filed rebuttal testimony to both witnesses in that proceeding and attended the

hearing.

Based on your knowledge, is there anything in the testimony of Witness Grevatt

that addresses the shortcomings of Witnesses Mims and Woolf or otherwise

should convince the Commission that a blanket percentage of sales goal should

be adopted?

No. Like the testimonies and positions advocated by SACE and the Sierra Club in
the 2014 FEECA Goals proceedings, neither Witness Grevatt nor Witness Bradley-
Wright has provided any competent or substantial evidence to support their proposed
percentage goals, and the Commission should reject them, just as the Commission
rejected similar, and similarly unsupported, proposals in 2014.

Do your opinions regarding the SACE witnesses’ proposals that DSM goals be

set based on overall percentage reductions also apply to their recommendations

Page 36 Witness: J. Terry Deason



10

11

12

13

14

15

16

17

18

19

20

21

22

23

regarding goals for energy conservation programs aimed at low-income
customers?

Yes. The SACE witnesses’ position and recommendations suffer from the same
shortcomings. The Commission should reject their recommendations on this point,
just as the Commission has consistently rejected such recommendations in the past.
Aside from the overall shortcomings you have identified, is there any part of
Witness Bradley-Wright’s recommendations that you find particularly
inconsistent with FEECA and Commission policy?

Yes. Witness Bradley-Wright recommends “larger scale” improvements be directed
at low-income customers. As examples of “larger scale” improvements, he
recommends programs to replace heating, ventilation, and air conditioning (HVAC)
equipment, water heaters, and other appliance upgrades. I would assume that other
appliances could include such things as refrigerators, freezers, stoves, and dish
washers, even though his testimony is not that specific. Presumably, these large-
scale improvements would be made cost-free to qualifying customers, as opposed to
a cost-sharing or rebate approach, which is traditionally used in DSM programs for
such expensive measures.

Does Witness Bradley-Wright attempt to demonstrate that such large-scale
measures would be cost effective or would contribute to reaching goals based on
achievable potential?

No. He applies no cost-effectiveness test to make such a determination. It is also
unclear whether his eligible appliances would exceed what is already required by

codes and standards or whether the program is designed to simply replace older
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appliances with newer ones. In either event, his recommendation would not be
beneficial to the general body of customers. Neither does his recommendation
consider the significant cross-subsidies that would result. His recommendation
would cause a large increase in the cost of DSM programs that must be paid by all
customers, including low-income customers, through the ECCR portion of their bills
for the IOU FEECA Utilities and through base rates for OUC and JEA.

Would his recommendation cause a large increase in the amount charged to
customers through the ECCR portion of their bills.

Yes. Given the vagueness and lack of specifics in Witness Bradley-Wright’s
testimony, it would be difficult to calculate an exact amount. However, without
question, it would cause the ECCR portion of customer bills to materially increase
from amounts traditionally approved by the Commission. And for OUC and JEA,
there would be similar increases, though not through the ECCR. 1 fear that the
magnitude of the increases might cause the tipping point to be reached wherein the
costs and programs would not be sustainable.

Do you have any other concerns?

Yes. Invariably such unproven and untested programs of this magnitude would
present challenges in their precise structure and administration. 1 also fear there
might be dissatisfied customers who would feel they are deserving of free appliances,
but who do not qualify.

On what basis does Witness Bradley-Wright make his recommendation?

His recommendation is made, as he states in his testimony on page 28, “to capture

deep savings for each participant, sufficient to reduce electric bills enough to
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materially improve the financial standing of the low-income customers served every
month for many years to follow.”

Is this an appropriate basis upon which to set goals and approve DSM
programs?

No. Neither FEECA nor Commission Rules declare that improving the financial
standing of individual customers is a basis to set goals and approve DSM measures.
Rather, as I explained earlier, FEECA and Commission Rules require that goals and
programs be cost-effective and beneficial to the general body of customers. Witness
Bradley-Wright’s recommendation does not meet these standards and should be

rejected.

V. CONCLUSION

What is your conclusion?

The goal proposed by Witness Grevatt is a blanket goal based on inappropriate
inferences from other states. Furthermore, his goal, as well as those suggested by
Witness Bradley-Wright, do not meet the requirements of FEECA and Commission
rules and are contrary to the good, sound public policy developed by the
Commission over the past three decades. The SACE witnesses’ goals should be
rejected. Instead, goals should be set based on the use of the RIM test, which will
demonstrably benefit all utility customers - the general body of customers or
ratepayers - and minimize cross-subsidies. The Commission should also continue
to use the two-year payback criterion to account for free riders in the goal-setting

process.
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Q.

A.

Does this conclude your testimony?

Yes, it does.
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

IN RE: COMMISSION REVIEW OF NUMERIC CONSERVATION GOALS

DOCKET NO. 20190015-EG (Florida Power & Light Company)
DOCKET NO. 20190016-EG (Gulf Power Company)
DOCKET NO. 20190018-EG (Duke Energy Florida, LLC)
DOCKET NO. 20190019-EG (Orlando Utilities Commission)
DOCKET NO. 20190020-EG (JEA)

DOCKET NO. 20190021-EG (Tampa Electric Company)

REBUTTAL TESTIMONY OF JIM HERNDON

Please state your name, position of employment, and business address.
My name is Jim Herndon. I am Vice President in the Strategy and Planning Practice
within the Utility Services business unit of Nexant, Inc. (Nexant). My business

address is 1255 Crescent Green Drive, Suite 455, Cary, North Carolina 27518.

Did you previously submit direct testimony in this proceeding?

Yes, [ did.

What is the purpose of your rebuttal testimony?
The purpose of my rebuttal testimony is to respond to the testimonies of Witnesses

Grevatt and Bradley-Wright filed on behalf of the Southern Alliance for Clean Energy
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(SACE). Specifically, I respond to their incorrect assertions that consideration of
naturally-occurring efficiency accounts for free ridership and that the Achievable
Potential (AP) is understated because the effect of early retirement of measures is not
taken into account. I also respond to Witness Grevatt’s criticism regarding inclusion
of non-electric impacts in the Total Resource Cost (TRC) test, his estimates of the
economic potential (EP) for Duke Energy Florida (DEF), Orlando Utilities
Commission (OUC), and JEA without the two-year payback screen, and items on his
list of so-called “potential study conservatisms.” Please note that for the particular
SACE witness contentions I am addressing, Witness Bradley-Wright re-states many
of the same statements made by Witness Grevatt. Therefore in many cases I will
simply refer to the assertions of Witness Grevatt in my rebuttal testimony; however,
this should not be construed as acceptance or acquiescence of the same or similar

positions and statements made by Witness Bradley-Wright.

Naturally Occurring Efficiency/Free Ridership

Do you agree with Witnesses Grevatt’s and Bradley-Wright’s assertions that the
potential effects of free riders were already excluded from estimates of the AP
because naturally-occurring efficiency was excluded from the technical potential
(TP)?

No. SACE’s witnesses incorrectly assert that free ridership effects were double
counted in Nexant’s estimates of Achievable Potential (AP) because we included
consideration of naturally-occurring efficiency in developing our estimates of TP.

(Grevatt testimony, pages 20, 39; Bradley-Wright testimony, page 16.) This assertion
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incorrectly combines two discrete and separate components of the Market Potential
Study (MPS) that address different issues and are applied in different ways to the
Demand Side Management (DSM) measures included in the study. The study’s
consideration of naturally-occurring efficiency in each utility’s forecast calibrates
measure parameters, such as baseline efficiency and current saturation, to align with
forecasted energy trends that include historic customer behavior and past DSM
program performance, but does not address the likelihood of future free ridership if
the measure is included in a utility-sponsored DSM program. Therefore, an additional
analysis step was necessary to account for free riders, as required by Commission Rule
25-17.0021(3), F.A.C.

The consideration of naturally-occurring efficiency included in the utility’s
base load forecast is a necessary step to ensure that the identified TP addresses the
future potential for energy efficiency and not energy efficiency already included in the
utility forecast. Accounting for naturally-occurring efficiency reflects existing market
trends for energy consumption, independent of utility-sponsored DSM programs.
Naturally-occurring potential is an inherent characteristic of baseline energy
consumption trends, and must be included to accurately quantify energy savings
potential that may be achieved through utility-sponsored programs.

As stated in Section 5.1.1 of Nexant’s MPS Reports for each utility subject to
the Florida Energy Efficiency and Conservation Act (FEECA Ultilities), this naturally-
occurring efficiency included two known sources: (a) the impacts of the Florida
Building Code and of federal equipment standards, including appliance efficiency

standards (collectively, Code and Standards) and (b) baseline measure adoption of
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already implemented Energy Efficiency (EE) technologies and measures. To align
with the utility forecast, adjustments were made to individual measure assumptions,
including the baseline efficiency level and applicability factors that account for current
saturation of the measure in the utility’s service territory. For example, the utility
residential load forecast may assume that some customers have installed heat pump
water heaters on their own, which would be considered naturally-occurring efficiency.
Nexant aligned our saturation assumptions for this measure with the utility forecast
assumptions so that TP was only applied to customers that have not installed a heat
pump water heater. However, aligning with utility forecast assumptions does not
address the likelihood of future free ridership for those remaining customers in a
utility-sponsored DSM program (i.e., in this example, those customers that have yet to
install a heat pump water heater).

In order to address the issue of free riders (customers who might take
advantage of a utility incentive payment for a DSM measure that they would have
implemented without the incentive), the study included the additional analysis step
of the two-year payback screen, consistent with prior FEECA proceedings. This two-
year screen, which eliminated measures from the EP that had a simple payback of
less than two years, is intended to minimize the impacts of free ridership in the utility
goal-setting process in order to ensure that utility resources are utilized to support
DSM measures that produce energy and demand savings that are not likely to be
achieved without the utility-sponsored program.

While both components address DSM measures in the study, the naturally-

occurring efficiency component is applied within individual measure parameters to
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calibrate the baseline and applicability factors to the current utility forecast, while the
free ridership component is applied to determine which measures should be
eliminated from consideration in setting DSM goals due to higher likelihood of future

free ridership.

Do you agree with Witness Grevatt’s assertion that because Nexant excluded
naturally-occurring efficiency from its assessment of TP, the application of the
two-year payback screen at the EP stage means that the AP was “double
adjusted” for potential free riders?

No. As stated above, the alignment with the utility load forecast ensured that the
measures in the study used baselines consistent with current assumptions in the utility
load forecast and historic customer behavior. This alignment step adjusted baseline
efficiency levels and applicability factors within measures, including the effects of
measures already implemented by customers and thus reflected in the utility’s load
forecast, but did not consider future free ridership. The two-year payback screen was
needed to account for free riders, as required by the Commission Rule 25-17.0021(3),
F.A.C., and was applied during the economic screening process. There is no double

counting, as asserted by SACE’s Witnesses Grevatt and Bradley-Wright.

Does Witness Grevatt assert that there should be no adjustment for free-riders if

the TP excludes naturally-occurring efficiencies?
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No. In fact, on page 21, lines 6-15, Witness Grevatt acknowledges that it is appropriate
to address free ridership “both in setting savings goals and in the design and

implementation of programs.”

Is Nexant’s treatment of naturally-occurring efficiencies consistent with other
MPSs Nexant has done?

Yes. In all MPSs we conduct, Nexant is very deliberate about aligning our study
assumptions, including measure savings and applicability factors, with utility load
forecasts and current equipment saturation data. This alignment is done so that the
identified market potential provides relevant information on potential efficiency
savings that are in addition to savings already reflected and included in the utility’s

base load forecast.

Is Nexant’s treatment of naturally-occurring efficiencies consistent with industry
practice regarding estimating TP?
Yes, it is the practice in the industry to ensure that the estimation of TP clearly
identifies how naturally-occurring efficiency is considered and whether it is
incorporated into the TP or addressed elsewhere.

Interestingly, Witness Grevatt references a 2015 Arkansas Efficiency Potential
Study by Navigant, Inc. at page 41 of his testimony. This Arkansas study addressed
including naturally-occurring efficiency in the utility forecast of future energy sales,

and stated that the resulting efficiency potential did not address free ridership. For the
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savings potential estimated in that study, the final report' states on page 13 that “All
savings reported in the Potential Study are gross, rather than net, meaning that the
effect of possible free ridership is not included in the reported savings”. Further in
the same paragraph, the report states “We note that Navigant requested the utilities to
provide forecasts of future sales which did not include anticipated reductions from
demand-side management (DSM) programs; however, we expect that naturally
occurring conservation or change in energy intensity are included in those forecasts”
(emphasis supplied). This description indicates that for the Arkansas study,
Navigant’s approach was similar to Nexant’s MPS for the FEECA Utilities, relying on
utility forecast data that included naturally-occurring efficiency but not the effects of
not-yet-implemented utility DSM program measures, such that the use of this forecast

data did not incorporate consideration of free ridership in the results.

Is the TP methodology used by Nexant for FEECA Utilities consistent with other
Nexant TP studies?

Yes. While each potential study is specific to the characteristics of the service territory
being analyzed, including customer composition, climate, past DSM
accomplishments, applicable DSM measures, regulatory and legislative requirements,
and other factors, the TP estimates for the FEECA Utilities followed the same

methodology that Nexant has used in other studies.

! Navigant Consulting, Inc., Arkansas Energy Efficiency Potential Study, Final Report, prepared for the Arkansas
Public Service Commission, June 1, 2015.
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Early Retirement of Existing Equipment

Witness Grevatt asserts that Nexant’s AP inappropriately excludes early
retirement of measures. Please explain what is meant by early retirement.

Early retirement, in the context of DSM measures, is the replacement of existing
electricity-consuming equipment that is still functioning prior to the end of that

equipment’s useful life.

Does the concept of early retirement affect all efficiency measures?

No. Early retirement only applies to a subset of measures when estimating AP. These
measures are referred to in the MPS as “equipment” measures, which include direct
replacement for existing equipment, such as heat pump replacements or water heater
replacements. “Non-equipment” measures are the other category of measures, which
are not direct replacements for existing electricity-consuming equipment, but affect
the performance of specific types of equipment. Examples of non-equipment
measures include building envelope improvements (such as insulation) that impact
HVAC equipment or controls that impact lighting equipment. Early retirement is not

applicable to non-equipment measures.

How did Nexant address this “early retirement” issue?

Nexant did not include the early retirement of existing equipment in the market
potential study as the inclusion of early retirement does not impact the long-term AP
and introduces increased uncertainty and subjectivity into the study. Rather, Nexant’s

approach to identifying market potential focuses on the natural turnover cycle of
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equipment. This turnover cycle assumes an even distribution of equipment
replacement over the equipment useful life (EUL). For example, for a measure with a

10-year measure life, 10% of the stock is assumed to be replaced each year.

Is Nexant’s treatment of early retirement appropriate?

Yes. For a long-term market potential study, such as this study that analyzes the
market potential over a 10-year period, the application of an even distribution of
equipment turnover results in a population of equipment eligible for the installation of
DSM equipment measures each year of the study. While early equipment retirement
may be allowed or encouraged in specific utility DSM program designs, for the
purposes of identifying and calculating the market potential, it is reasonable to assume
a consistent turnover rate each year for the application of market adoption curves (i.e.,
that customers will replace older equipment at the end of its useful life).

The introduction of an additional population of “early retirement” customers
would primarily create a shift between years (i.e., if a customer would have been in
the natural replacement population in Year 2 but was included in an assumed early
retirement population in Year 1, that customer would shift from Year 2 to Year 1),
but the long-term 10-year potential would remain essentially the same because that
customer would have been included in the study in either case.

While there could hypothetically be a slight increase in savings in the short-

term for some early retirement measures where the existing equipment is less efficient

than required by current Code and Standards, once the existing equipment is assumed
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to reach the end of its measure life, the savings from that point forward are the same
as measures that are based on natural turnover.

In addition, while the introduction of early retirement measures has minimal
impact on the long-term cumulative AP, it creates additional uncertainty and
subjectivity in the study in several ways. First, an assumption must be made as to the
average remaining life of the early retirement measure. As Witness Grevatt points
out, the Arkansas Technical Reference Manual (TRM) “allows for early replacement
of certain measures” and includes specific algorithms for determining the savings and
remaining useful life. However, as described in Volume 2, Section 1.8.1 of the TRM,
the calculation of remaining useful life in this TRM is based on the specific age of
existing equipment being analyzed, indicating that the application of early retirement
savings is intended for program delivery and evaluation of specific participating
equipment, not to broadly estimate the average remaining EUL applicable across an
entire service territory.

Second, an assumption must be made as to the average efficiency level of the
existing equipment stock. With natural turnover (replacement at the end of EUL),
the baseline is a straightforward, easily quantified value that aligns with current Code
and Standards. However, for early retirement, an estimate of how far the typical
existing equipment is below code must be determined, which, similar to the remaining
EUL, is challenging to broadly estimate as an average across an entire service
territory. Without accurate data on either the typical remaining useful life or the
existing equipment efficiency value, the short-term savings cannot accurately be

estimated.
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What effect would application of Witness Grevatt’s early retirement
recommendation have on the AP for the FEECA Utilities?

The effect of adding early retirement as a separate class of customers in the study
would be negligible on the AP estimates for each of the FEECA Utilities, with
increased complexity and uncertainty to the results. Hypothetically, there might be a
slight change in the short-term potential for some equipment measures based on the
assumed number of years of remaining life of the baseline equipment, in those cases
where the baseline equipment is assumed to be at some level below current applicable
Codes and Standards, but as [ mentioned above, this would not materially impact the
long-term potential identified in the study.

In addition, it should also be noted that while early retirement only applies to
the subset of measures that are direct equipment replacements, not all measures within
this subset would be included in the AP because early retirement measures are
frequently not cost-effective, as Witness Grevatt acknowledges on page 26 of his
testimony. Because early retirement assumes that the existing equipment is functional
and would continue to operate, the incremental cost of the DSM measure is the full
equipment and labor cost to install the measure, rather than the incremental material
cost relative to the cost of the baseline equipment. Therefore, in my opinion, there
likely would be very few, if any, equipment measures that would be cost-effective to

implement as early retirement measures.

Is Nexant’s treatment of early retirements consistent with other studies Nexant

has done?
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Yes. For estimating long-term market potential, Nexant typically analyzes equipment

measures based on natural turnover of existing equipment.

Other Study Criticisms

For the FEECA Utilities for whom Nexant conducted the AP Study, how did
Nexant estimate the potential when the most efficient measure for an end use was
shown to be not cost effective, but a lower level efficiency measure was shown to
be cost effective (Grevatt testimony, page 28, line 16 to page 29, line 17)?

Nexant initially ran our proprietary Technical, Economic, and Achievable Potential
(TEA-POT) models to estimate the TP including all measures considered in the study.
For both EP and AP, the TEA-POT models were re-run, and in each case only eligible
measures that passed the cost-effectiveness screening were included. Thus, if the most
efficient appliance measure was not cost-effective, it was excluded, but the effects of
the next most-efficient appliance of the same type would be included if it was cost-
effective. Therefore, SACE’s criticism of EP and AP estimates for end-uses with

multiple competing measures is not applicable to the analysis performed by Nexant.

Do you agree with Witness Grevatt’s assertion that for some measures the non-
incentive cost assumptions were unreasonably high (Grevatt testimony, page 32,
lines 9-14)?

No. In each instance where Nexant analyzed EP and AP, and developed non-incentive

cost assumptions for utilities, the cost assumptions were based on actual program
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performance data from the FEECA Ultilities and other regional and national utilities,

which provided a reasonable proxy for utility-sponsored DSM program costs.

On pages 34, lines 6 through 12 of his testimony, Witness Grevatt claims the
efficiency level assumed in the studies for heat pump water heaters is one of
several “problematic assumptions” underlying Nexant’s analyses. Is the
efficiency level of heat pump water heaters assumed by Nexant appropriate for
this study?

Yes. As Witness Grevatt notes, the Energy Factor (EF) assumed in the study was 2.5.
Typically measure efficiency levels are estimated based on industry-accepted
efficiency criteria, such as ENERGY STAR equipment specifications. In this case,
the assumed average EF used in the study actually exceeds the current ENERGY
STAR EF specification of 2.0 for water heaters 55 gallons or less and 2.2 for water
heaters larger than 55 gallons. Therefore, rather than understating the savings per unit
as suggested by SACE, the study actually assumed higher savings than could be
achieved by an efficient unit simply meeting the ENERGY STAR EF specification in
recognition that there is available equipment in the market that exceeds the ENERGY
STAR qualification criteria, and this assumed efficiency level is an appropriate

estimate for this measure.

Did Nexant assume a 20-year cap on measure lives as Witness Grevatt asserts on

page 34, lines 20 through 257
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No, Witness Grevatt’s assertion is incorrect. There was no measure life cap applied
for this study. Each measure’s equipment useful life was independently researched

and referenced.

Witness Grevatt asserts the calculations performed for the TRC test are flawed
because of a failure to include all participant benefits, specifically benefits
relating to other fuel savings, water savings, and non-energy benefits (page 35,
lines 8-22). Have you included these participant benefits in your analysis?

No. Because this analysis is being conducted to determine electric impacts and relates
to electric utility goal setting, the TRC analysis only included electric system benefits.
From discussions with the FEECA Utilities, it is Nexant’s understanding that this is
consistent with prior studies that were utilized in prior FEECA goal setting
proceedings. With regard to non-energy benefits, these benefits are not typically

included in the TRC test.

On page 39, line 8 to page 40, line 23, Witness Grevatt provides estimates of the
economic potential for DEF, OUC and JEA without a two-year payback screen.
Are the estimates provided reasonable?

No, the estimates made by Witness Grevatt are an extremely simplistic ratio related to
Gulf Power’s results, which ignores numerous critical factors such as differences in
customer composition for each utility, differences in measure impacts by service
territory, and most importantly, differences in utility avoided costs which include

avoided energy, avoided generation, and avoided transmission and distribution, which
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can vary widely by utility. Developing the estimated EP in Nexant’s MPS took months
of analysis of individual measures and utility forecast data, and the application of
utility-specific economics to develop an accurate estimate of EP. Developing an EP
by using a simple percentage increase based on a rounded comparison value from

another utility ignores differences between the utilities and is analytically unsound.

Summary

Have the SACE witnesses demonstrated that any of Nexant’s data inputs,
assumptions, methods, or models are flawed?

No. The issues raised by the SACE witnesses are either based on incorrect
understanding or incorrect interpretations of individual components of the FEECA
Utilities’ MPSs, or relate to study parameters that were applied consistent with FEECA
requirements. Nexant conducted comprehensive, accurate MPSs that reflect relevant
market conditions and adhere to the regulatory environment applicable for each

FEECA Utility.

Are the APs estimated by Nexant appropriate for setting Energy Efficiency Goals
for DEF, JEA, OUC, Gulf, and FPUC?

Yes, the APs estimated by Nexant are based on current market conditions, sound and
documented assumptions, the best available cost and load information from these
utilities, well-established and approved analytical techniques, and the regulatory

structure and policies applicable for each FEECA Ultility.
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Q.

Does this conclude your testimony?

Yes.
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