STATE OF VERMONT
PUBLIC UTILITY COMMISSION

Case No. 19-3272-PET

Petition of Vermont Department of Public
Service to initiate an EEU Demand Resources
Plan proceeding for the 2021-2023
performance period

Order entered: 08/23/2021

ORDER GRANTING VERMONT GAS SYSTEMS, INC. MOTION TO ADDRESS PERFORMANCE
INCENTIVE MECHANISM IN THE NEXT DEMAND RESOURCES PLAN PROCEEDING

L INTRODUCTION

On October 20, 2020, the Vermont Public Utility Commission (“Commission”) issued an
Order approving the 2021-2023 Demand Resources Plan (“DRP”) for Vermont Gas Systems,
Inc. (“Vermont Gas”). The Commission directed Vermont Gas to consult with the Vermont
Department of Public Service regarding the implementation of a performance incentive
mechanism that rewards performance relative to efficiency goals rather than spending, and to file
a proposal within nine months. Vermont Gas filed a motion seeking permission from the
Commission to address the topic of a performance incentive mechanism in the context of the

next DRP proceeding. We grant the motion.

II. BACKGROUND AND PROCEDURAL HISTORY

In the October 20 Order, the Commission approved Vermont Gas’s proposal to finance a
portion of its energy efficiency budget through its normal debt and equity capital providers and
to amortize the investments over 15 years. The Commission approved a 100-basis-point
reduction in the return-on-equity component of Vermont Gas’s weighted average cost of capital
to reflect the relatively lower risk of these energy efficiency investments. The Commission also
agreed with the Department that it would be preferable to tie any returns to the Company to its
performance relative to efficiency goals, rather than to spending. Accordingly, the Commission
directed Vermont Gas to: (1) engage with the Department to consider a performance incentive
mechanism; (2) file status reports regarding its investigations into this topic three and six months

after the October 20 Order; and (3) file a proposal within nine months of the order. The
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Commission stated that it would consider a proposal before the next DRP proceeding, which is
expected to begin in the summer of 2022.

On January 22, 2021, and April 22, 2021, Vermont Gas filed the required status reports.
Vermont Gas stated that it had met and exchanged information with the Department regarding
performance incentive mechanisms, and that the parties were evaluating two alternative
structures for Vermont Gas’s performance incentive mechanism.

On July 20, 2021, Vermont Gas filed its motion seeking the Commission’s permission to
address the topic of a performance incentive mechanism in the context of the next DRP
proceeding. The motion was accompanied by the affidavit of Timothy Perrin, the Energy
Efficiency & Innovation Manager for Vermont Gas. On the same day, the Department filed a
letter in support of the motion.

No other comments addressing the motion have been filed.

111. DISCUSSION AND CONCLUSION

Vermont Gas states that it has worked closely with the Department on developing a
performance incentive mechanism, yet the parties have been unable to develop a performance
incentive mechanism that is appropriately sized to incentivize Vermont Gas without also
resulting in a significant impact to rates. Vermont Gas states that it modeled two potential
structures — Basis Point Reduction and Percent of Budget — and provided figures that describe
the potential award amounts and how they relate to the financed amount and the overall budget.
Vermont Gas also indicates that the best option may be to have no performance award because it
has the least impact on its customers and because Vermont Gas is highly motivated to perform
well as an energy efficiency utility. Vermont Gas contends that it will be better able to evaluate
additional possible mechanisms in the context of the next DRP proceeding where there will be
more opportunity to consider and model the impacts of a performance incentive while
determining budgets and quantifiable performance indicators. Therefore, Vermont Gas requests
that it be permitted to address the issue of a performance incentive mechanism in the context of
the next DRP proceeding.

The Department acknowledges that it has been in discussions with Vermont Gas, and that

the parties have been unable to agree upon an incentive mechanism. Therefore, the Department
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agrees that it is appropriate to defer consideration of a performance incentive mechanism until
the next DRP proceeding commences.

When we directed Vermont Gas to investigate a potential performance incentive
mechanism, we did so with the Department’s testimony in mind that “[iJmplementation of a true
performance-based structure for Vermont Gas may be complicated by several factors, including
amortization of only a portion of spending and the relatively small size and scope of efficiency
investments. It is not clear whether adjustments to return provide sufficient incentive to

2]

perform.”" An energy efficiency performance incentive mechanism would be new to Vermont
Gas, and apparently the parties continue to grapple with the complications previously identified.
It is reasonable, therefore, to grant Vermont Gas’s request and allow it to address the
Commission’s directive to propose a performance incentive mechanism as part of its next DRP.
We expect Vermont Gas to address this topic as part of its initial comprehensive DRP proposal.
In granting the motion, we direct Vermont Gas to file, and we invite the Department to
file, within 30 days of this order, a bibliography of all literature and other sources reviewed in
the investigation of performance incentive mechanisms, including those in other jurisdictions.

This information will assist the Commission staff in preparing for review of the performance

incentive mechanism proposal when Vermont Gas files its next DRP.

SO ORDERED.

! Case No. 19-3272-PET, Order of 10/20/20 at 23 (Poor).
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Dated at Montpelier, Vermont, this 23rd day of August, 2021
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Filed: August 23/ 0
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Attest:

Clerk/of the Commission

Notice to Readers: This decision is subject to revision of technical errors. Readers are requested to notify
the Clerk of the Commission (by e-mail, telephone, or in writing) of any apparent errors, in order that any necessary
corrections may be made. (E-mail address: puc.clerk@vermont.gov)
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