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BEFORE THE
DISTRICT OF COLUMBIA
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IN THE MATTER OF'

The Application of
Potomac Electric Power Company
For Authorization To Establish A
Demand Side Management Cost Recovery
Mechanism And An Advanced Metering
Infrastructure Rate Adjustment Mechanism
And To Establish A DSM Collaborative
And An AMI Advisory Group

Formal Case No.

APPLICATION OF
POTOMAC ELECTRIC POWER COMPAI\Y FOR

AUTTIORIZATION TO ESTABLTSII A
DEMAND SIDE MANAGEMENT COST RECOVERY MECHAI\ISM AND

AN ADVANCED METERING INFRASTRUCTURE RATE
ADJUSTMENT MECHANISM A}[D TO ESTABLISH

A DSM COLLABORATIVE AND AN AMI ADVISORY GROUP

Potomac Electric Power Company ("Pepco" or "Company") is instituting a

comprehensive demand response, advanced metering and energy ef{iciency plan which is a

"Blueprint for the Future" for Pepco's District of Columbia customers. This plan will help

Pepco's District of Columbia electricity customers conserye energy" reduce peak electricity

demand and lessen future energy costs.

This is another step towards providing the Disfict of Columbia customers with better

tools and access to information about their electricity bills and trsage as well as exerting overall

downward pressure on regional electricity rates. The District of Columbia smart meter pilot

project was the first step towards this goal. In addition, the Blueprint will help to ensure the

continuing reliability of electricity supply and enhance the quality of electric distribution



services. As part of this comprehensive plan, Pepco seeks the authorizations requested herein

that will enable the Company to make the necessary investments to make the Blueprint a reality

for Pepco's District of Columbia customers. As described in summary fashion below and in

greater detail in the Attachment, Pepco is seeking authorization to administer demand side

management (*DSM") progftlms and to recover the non-capital costs associated with these

programs through either the existing Reliable Energy Trust Fund ("RETF") surcharge or d new

distribution surcharge. The formal set of DSM programs will be developed through a proposed

DSM Collaborative. In addition, Pepco is seeking authorization to establish a separate Advanced

Metering Infrastructure ("AM[") rate adjustment mechanism to recover the costs associated with

the installation of advanced metering infrastructure and capital cost of a smart thermostat system

that will enhance reliability and better serve our customers. In association with the rollout of

AMI, Pepco also is requesting that the Commission establish an AMI Advisory Group that Pepco

will keep apprised of the scheduled rollout, technology to be used, data enhancements and other

issues related to AMI. Altematively the Smart Meter Working Group, established by the

Commission's March 23,2007 Order No. 14239 in Formal Case No. 1049. can be authorized to

advise the Company on its AMI implementation plans.l

Finally, another key component of the proposed DSM programs is the Bill Stabilization

Adjustment ('BSA") that is under review in the Company's recently filed distribution rate case,

Formal Case No. 1053. Although the BSA is a critical component of the establishment and

success of the Company's proposed DSM programs, the BSA already is under review in Formal

' Pepco is already involved with Smart Meter deployments in the District of Columbia which is the subject of the
Commission's Smart Meter Working Group. Pepco's AMI proposals go beyond Smart Metering. If the
Commission adopts this alternative, then Pepco would request that the Smart Meter Working Group be converted
into an Advisory Group on AMI and a report from ttre group be filed with the Commission within 180 days.



Case No. 1053 and the Company is not requesting that consideration of the BSA be moved to

this proceeding.

The Blueprint for the Future, which will be implemented across all of the service

territories of Pepco Holdings, Inc. ("PHI"), is designed to better enable customers to manage

their electricity bills thrcugh €nergy efficiency programs and an expanded opportunity to see and

react to price signals in the rrarket. With this expairded customer access to information and

ability to react to price signals in the market, it is expected that regional electricity wholesale

capacity and energy prices ultimately will be reduced, particularly as a result of reduced peak

demands.

A recent study, prepared by The Brattle Group and sponsored by five Mid-Atlantic public

utility commissions and the PJM lnterconnection, found that a modest reduction in electricity use

during peak hours would reduce energy prices by at least $57 million to $182 annually in the

Mid-Atlantic region.z The study examined the effects of reducing electricity use by three

percent during the highest use hours for five utility areas. [t notes: "[m]ore widespread

participation ... and deeper curtailments would result in even greater price impacts ...."3 Finally,

it underscores the irnportance of demand response to the District of Columbia and provides

further support for the authorizations requested by the Company in this filing. The DSM

programs, both energy efficiency and demand response, that are part of the Blueprint for the

Future, are further enabled by the Company's investments in new technology to best meet

Pepco's District of Columbia customers' needs.

2 SeeBrattleReport,QuanifuingDernandResponseBenefitsinPJM (January29,2007).

3 SeeBrattle Report, Quanriffing Demand Response Benefits in PJM at 32.



To provide the Commission with context for approving the cost recovery mechanism for

the energy efficiency and demand side management programs and AMI, this filing contains a

summary of the programs that are proposed, and a more detailed Attachment with specific

program and program budget estimates. This is intended to provide the Commission with

sufficient information to authorize the cost recovery mechanisms for these programs and to serve

as a starting point for the Pepco specific DSM Collaborative. At this time, Pepco is not

requesting cost recovery for any specific prograrn; the filing requests authorization to establish

surcharges that will enable the future cost recovery of any Commission approved programs.

Such authonzation will enable these programs to move forward, as well as provide necessary

assurances to the investment communitv that these costs will be fullv recovered throush

appropriate and timely mechanisms.

Pursuant to D.C. Code Section 34-901 and Sections 101 and 104 of the Commission's

regulations 15 D.C.M.R. $$ 101 and 104, Pepco seeks Commission approval of its Application

requesting: (1) administrative responsibility for non-low income DSM programs, (2) authority

to recover DSM cost through the RETF or a new distribution surcharge, (3) establishment of a

new Pepco-specific DSM Collaborative; (4) an advanced metering infrastructure rate adjustment

mechanism that will permit Pepco to recover the costs of the installation of advanced metering

throughout the District of Columbi{ and accompanying demand response enabling equipment

for its District of Columbia customers, and (5) an AMI Advisory Group that will be kept

apprised of the progress, status, components and development

a In Formal Case No. 1002, the Commission approved rates for a two year smart meter pilot project Order No.
14166 (January 12,2007). Pepco filed revised tariffs implementing Order No. 14166 on February 1,2007. The
Smart Meter Pilot Program, Inc. ("SMPPI") company was created as a non-profit to implement the pilot program.
SMPPI is comprised of Pepco, the District of Columbia People's Counsel, the District of Columbia Public Service
Commission, the International Brotherhood of, Electrical Workers Local 1900, and the District of Columbia
Consumer Utilitv Board.



of Pepco's AMI installation.s Each of these requests is discussed in more detail below.

OVERVIEW AND SUMMARY

Pepco's Blueprint For The Future

Pepco's vision of the future involves a substantial investment in new technologies such as

advanced meter infrastructure, distribution automation, smart thermostats linked to the AMI

system, and an improved communications network. This vision will be met by designing and

implementing these technologies and processes across the regions PHI serves. In the Attachment

to this filing, the Company provides details on the components of this plan.

l. Energy Efficiency Will Assist Customers With Managing The Rising Cost
Of Energy

Over the past several years the rising cost of energy has affected Pepco's customers, who

have only a limited ability to lessen their energy use and lower their energy costs. Nevertheless,

the Company has provided its customers with options to more efficiently manage their energy

use. For example, last year PHI and Pepco launched the "Energy Know How" campaign. PHI

invested over $1,000,000 to implement state of the art energy auditing software. This investment

now enables all of Pepco's customers to go on the internet and view data about their monthly

bills to better understand how they use energy and what changes might reduce their overall costs.

This filing is the next step in responding to customer concerns by giving them more

robust and sophisticated energy efficiency tools to manage their electricity consumption, and

reduce their costs for electricity through reduced consumption. The Company's plans also

include demand response programs designed to influence consumer behavior in energy use to

reduce on peak electricity demands, and thereby drive total electricity costs down for District of

' As discussed, conversion of the Smart Meter Working Group into an AMI Advisory Group and the frling of a
report with the Commission w-ithin 180 days.could serve as a forum for advising Pepco on its AMI implementation
plans.



Columbia consumers. The data and communications capabilities inherent in the advanced

metering proposal that the Company is planning will give each customer a platform from which

they can manage overall energy costs. Pepco envisions that in the future the new technology will

enable customers' appliances to receive and automatically react to real time electricity prices.

Some of these technologies will take time and need to be tested, but many are ready to be

implemented immediately. The smart meter pilot project should provide detailed iraf,ormation

about how customers will react and respond to several rate options enabled through smart

metering technology.

With the participation of the Commission Staff, the Office of People's Counsel ('OPC"),

District of Columbia Department of the Environment Energy Office ('DDOE") and other

interested stakeholders, the Company fully expects that a collaborative process will prove

beneficial to the interests of all parties to assist District of Columbia customers to manage their

energy consumption and costs. The smart metering pilot program is an example of such efforts.

The key components of this filing - advanced metering, energy efficiency and demand

response - each will require key stakeholders to work collaboratively to achieve the best results

for Pepco's District customers. This joint effort will be important as Pepco implements District-

wide energy efficiency and demand response programs. Working with partners suah as the

District DDOE will help to identiff best practices in the energy efficiency arena as well as

leverage the benefits of existing efficiency initiatives. The Company's proposed DSM

Collaborative should include, Pepco, the Commission Staff, OPC, and DDOE. Ttris group

should begin meeting in May 2A07 using Pepco's proposed programs as a starting pcnint. PHI

the parent company of Pepco, has joined the National Action Plan on Energy Ef{iciency



Coalition, a broad-based group of utilities, environmental advocacy groups, state utility

commissions and others working together on environmental issues.

Below is a summary of the proposed programs and infrastructure plans that will take

Pepco and its customers into the future.

A. Demand Side Management

In addition to the many technology platforms outlined in the Attachment, the Company

will propose a number of programs for Pepco's customers. These programs will be refined and

possibly expanded through Pepco's proposed DSM Collaborative. Pepco will propose programs

that fall into two categories: Energy Efficiency and Demand Response. Below is a brief

description of some of the types of residential and commercial programs the Company will

propose.

Enerw Efficiency

Home Performance

HVAC

Lighting

Demand Response

Smart Thermostat

Critical Peak Pricing

Internet Demand Response

Building Commissioning

Prescriptive Audits

Custom Audits

Lighting and Appliances

These programs, coupled with appropriate investments in technologg will provide the tools for

all of Pepco's distribution customers to manage and take control of their electricity costs,

including reducing the cost of energy consumption. Again, more detail, including cost estimates

and cost benefit analyses, is provided in the Attachment to this Application.



B. Advanced Metering and Related Technology

1. AMI Infrastructure

AMI will provide customers and the utility with more detailed and timely information on

energy use' The Company will replace 256,357 existing electric meters with new compurer

imbedded advanced meters- These advanced meters will ultimately allow the Company to

collect and transmit customer information such as billing data, usage patterns, voltage levels'and

outage information, and ultimately send information to Pepco's computer systems, where the

Company can process it and use it to better serve customers. This system can also be used to

communicate directly to customers' thermostats and appliances and control the operation of this

equipment based on energy prices. In the future, this same system will permit pepco to send

information to customers, through a display in the customer's homes or to an internet site, the

price of electricity - either real time prices or day ahead pricing. Eventually appliances will be

in homes and businesses that are able to directly respond to energy prices.

In addition to the direct customer benefits, the Company expects several.service quality

improvements from AMI technology, such as the ability to remotely tum customers onloff (an

advantage in areas with high tumovers in occupancy), theft detection and, as the Company will

be able to monitor (as opposed to estimate) actual load, more accurate service transformer and

wire sizing. Customer restoration will be irnproved due to more detailed information concerning

the number and location of customers out of service coming from the advanced meters. Not only

will this allow us to more quickly respond, but it will also help us better pinpoint the location of

the problem. Pepco will share with the AMI Advisory Group a more detailed plan supporting

full scale implementation of AMI technology. Finally, there are also added benefits to retail



suppliers regarding access to immediate and detailed information regarding their customers'

accounts.

The Commission has approved a two year smart meter pilot program through the Smart

Meter Pilot Prograrr, Inc. non-profit company ('SMPPI"). The existing program being

implemented by SMPPI6 will provide information about customer response to AMI enabled

pricing. The SMPPI smart meter pilot program is not intended to test the underlying

technology, but will deterrnine customer interest in pricing options based upon AMI technology.

This customer information will be used by Pepco to design future pricing options after the AMI

installation is completed.

On March 23,2007, the Commission issued Order No. 14239 in Formal Case No. 1049.

The Order established a Smart Meter Working Group to address the deployment of smart

metering technology under the Energy Policy Act of 2005 ("EPA"). A report is to be filed by

the Smart Meter Working Group within 90 days of the Order on the SMPPI smart meter

deployment and other issues identified by the Commission in paragraph 19 regarding compliance

with the EPA. The Commission's Smart Meter Working Group is comprised of the very parties

Pepco has identified for its proposed collaborative AMI Advisory Group. As an altemative to a

separate AMI Advisory Group, Pepco believes that its AMI proposals can be discussed through

conversion of the Smart Meter Working Group into an Advisory Group. A report on AMI would

be filed within 180 days of Commission approval.

2. Customer Information Systems Enhancements

Within PHI there are two customer information systems ("CIS') and a variety of meter

inventory management systems. Two new PHI-wide systems, one for meter data management

and a second for customer information, will allow us to better use the greatly increased

6 ,See footnote 4.



information coming from the automated meter reading system and new automated field devices.

Although the Company is not proposing in this filing that it embark on the replacement of

Pepco's CIS, the Company does recognize that eventually the Company will be limited in the use

of some technology, such as advanced metering, by the cunent capabilities of the existing

system. However, the Company plans to implement a new meter data management system as

part of this effort:

3. AMI Related Communications Network Upgrades

Pepco will improve the Company"s communications network to accommodate the

increased flow of customer and distribution system data to and from Pepco's operational centers.

A fixed communications network provides the most robust and secure communications platform

for AMI and Distribution Automation ('rp4,;.2 This network would take information to pepcoos

substations; from there it would travel over a private fiber network to Pepco's main offices.

While all of Pepco's transmission substations are served by fiber, the Company has plans to

install fiber at its distribution substations as well. It is important to leverage this network across

all of Pepco's technology investments, as it will reduce communications expenses for all

supported applications.

C. Cost Recovery Proposals

The deployment of AMI technology will require the removal and disposition of existing

meters that are not fully depreciated and will require replacement of, or significant modification

' Distribution automation is a technology designed to lower the number and length of electric system outages. The
Company will install a number of intelligent relay devices, circuit switching devices, advanced protective devices
and computer programs to more accurately detect and determine problems on the system. In many cases, once
problems are identified and located, a new technology will automatically isolate the problem areas and reconfigure
the system to provide electric service to customers outside the problem area. This will result in fewer outages, faster
restoration and other operating efficiencies. Distribution automation is highly interrelated to the advanced meters
and enhanced communications network. Therefore, in the near term, the Company also plans system enhancements
that will build on the new facilities to provide increased customer service and reliability.

l 0



to, existing meter reading, communications, and customer billing and information infrastructure.

To encourage the deployment of this new technology, the Commission should authorize:

ratemaking policies that remove a utility's disincentive toward demand-side resources that

reduce throughput; and provide for timely cost recovery of prudently incurred AMI expenditures

in order to provide cash flow to help finance new AMI deployment.8

1. Bill Stabilization Adjustment Mechanism

The Company has proposed, in Formal Case No. 1053, a Bill Stabilization Adjustment

mechanism ("BSA") to be applied on a quarterly basis for all customers. The initial and most

visible benefit of the BSA is to reduce the volatility in the distribution charge on customer bills.

In severe weather in which customers face sharply higher bills, the BSA will reduce the

payments that would otherwise be due. Conversely under the BSA, customers will pay more for

delivery in mild weather than they would otherwise, but their overall bills will still be lower

compared to what they would be with normal weather. In short, customers' electric distribution

bill variability will decrease. The Comrnission should consider and approve the BSA in Formal

Case No. 1053.

2. DSM Cost Recovery Mechanism Surcharge Proposal

As the cost recovery mechanism for Pepco's proposals in this Application, the Company

proposes that the Commission use the distribution surcharge mechanism approved by the

Commission to implement the RETF in Formal Case No. 945. The RETF was established by the

Commission pursuant to its December 29,2000 Order No. 11876 in compliance with the

o .See ERE-I Resolution to
Infrastructure, Adopted by
Washington, DC.

Remove Regulatory Barriers
NARUC Board of Directors

to the Broad Implementation of Advanced Metering
on February 21, 2007, NARUC Winter Meetings,

11



District's electric restructuring legislation.e The purpose of the RETF is to cover the cost of

Commission authorized universal service, energy efficiency and renewable resource programs.

These programs are administered by DDOE. The RETF is funded through a distribution

surcharge pursuant to D.C. Code $34-1514(bX2006). The non-bypassable surcharge is on

residential Pepco customer bills and collected from all electricity customers who are not

Residential Aid Discount customers. The current surcharge is $0.00090 per kWh pursuant to the

Commission's January 18,2007 order No. 14171 in Formal Case No. 945. pepco proposes that

the Company operate energy efficiency programs in the Dishict as discussed above. Under this

plan, DDOE will continue to manage low income programs.

In the alternative, Pepco requests that the Commission establish a distribution surcharge

mechanism that would recover all DSM expenditures, other than smart thermostat related costs,

over a five year period. Program costs would be allocated to each rate class eligible to

participate in each implemented program. Pepco's annual canying cost of any unrecovered

expenditures would equal the company's approved rate of return.

The surcharge amount would be established by an annual Pepco DSM surcharge

adjustment filing, subject to Commission approval, based upon the forecast level of expenditures

for the next program year and any required "kue-up" adjustments for over or under collections

from the prior year. If Pepco's recommended DSM programs were implemented, the estimated

maximum monthly surcharge for residential customers would be $0.0012 SZ per kWh and

$0.000500 per kWh for nornesidential cusromers.

3. AMI Adjustment Mechanism

Pepco requests that a base rate electric adjustment mechanism ("AMI Rate Adjustment

Mechanism") be adopted to recover the capital costs associated with the installation of smart
'Retail Electric competition and consumer Protection Act, D.c. code gg34-1501-1520 (2006).

12



thermostats and the AMI on a timely basis between distribution base rate cases. Specifically, the

AMI Rate Adjustment Mechanism would be set annually on the basis of total project

expenditures during the previous 12 month period. Pepco proposes to net any utility cost savings

resulting from AMI deployment from the cost recovery sought each year.

Pepco requests that the cost of retiring all existing meters be recovered through the AMI

Rate Adjustment Mechanism over a three to five year period to recover stranded costs. Pepco's

annual return on any unamortized expenditures would equal the Company's authorized rate of

return. The amount of the AMI Rate Adjustment Mechanism would vary by customer class,

reflecting any AMI or smart thermostat cost differences. If the Commission approves the AMI

Rate Adjustment Mechanism, the monthly bill impact on customers after full AMI deployment is

estimated to be $7.00 for each electric customer. These costs will be offset by energy cost

reductions, utility cost reductions and service quality improvements.

An alternative utility cost recovery approach could be obtained through electric base rate

case filings. This mechanism, however, has the significant disadvantage of delaying the timing

of Pepco's cost recovery for a significant capital cost project and having a potentially adverse

impact upon the Company's cost of capital.

13



COMMUNICATION

Please forward copies of all correspondence and any other materials related to this filing
to:

Kirk J. Emge
Keith Townsend
Potomac Electric Power Company
701 9th Street, NW
Washington, D.C. 20068

CONCLUSION

The Company requests that the Commission issue an order authorizing: (1) a demand

side management cost recovery mechanism and the costs associated with demand side

management programs that will be reviewed and discussed in a Pepco-specifrc DSM

Collaborative; (2) an advanced metering infrastructure rate adjustment mechanism that will

recover the costs of Pepco's installation of advanced metering for its District of Columbia

customers; (3) a DSM Collaborative for review and discussion of Pepco"s proposed DSM

programs; and 4) an AMI Advisory Group that will be kept apprised of the progress, status and

development of Pepco's AMI installation, or altematively convert the Smart Metering Working

Group established by the Commission in Formal Case No. 1049 into an AMI Advisory Group to

report on Pepco's AMI installation proposals within 180 days.

The various elements of this filing all are critical components of the Pepco Blueprint for

the Future, which is designed to improve service reliability and outage reporting as well as

bringing Pepco's District of Columbia customers significant benehts from conservation, enerry

efficiency, and greater control over their electric usage and billing. It is essential that the

Commission make the requested authorizations so that the Company can move forward with the

cost effective implementation of the programs in the District of Columbia.

T4



Pepco recommends that the DSM Collaborative proposed in this filing should convene in

May 2007 or as soon as possible and complete its discussion of the proposed Pepco DSM and

energy efficiency programs by October 1,2007. As Pepco and PHI move forward with a plan

for implementation of the programs described above throughout the District of Columbia, the

Company will provide additional details and specific costs that will be recovered through the

surcharges described briefly above, and in more iletail in the Attachment.

Respectfully submitted,

Keith Townsend
Assistant General Counsel
Potomac Electric Power Company

Kirk J. Emge, D.C. tsar No. 420581
Deborah M. Royster, D.C. Bar No. 359087
Paul H. Harrington, D.C. BarNo.091603
Keith Townsend, D"C. Bar No. 393292

701 Ninth Street, N.W., Suite I100
Washington, D.C. 20068
(202) 872-2097

Of Counsel For Potomac Electric Power Company

Washington, D.C.
. lpnl4,2007

Elizabeth A. Noel, Esq. (Office of the People's Counsel)
Ralph McMillian (District of Columbia Department of the Environment

Energy Office)
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Potomac Electric Power Company
Attachment
Filed April 4,2007

INTRODUCTION

This document contains the details of the Potomac Electric Power Company's

("Pepco", "the Company") Blueprint for the Future Plan ("Blueprint Plan,o' "Plan"),

which ultimately will be introduced across all of Pepco Holdings Inc.'s ("PHI") electric

distribution companies and their various jurisdictions.l The purpose of the Company's

Blueprint for the Future is to set forth Pepco's comprehensive vision of the future

whereby the Company's District of Columbia customers will have utility provided energy

efficiency, demand response, and pricing options that are provided through new utility

programs and utility installation of new technology. In combination, these new utility

initiatives will enhance District of Columbia customers' ability to manage their electicity

bills and improve key components of electric distribution service.

In addition to providing direct customer savings, over time the resulting electric

energy and demand savings are expected to place significant downward pressure on

regional electricity energy and capacity prices for all District of Columbia customers.

Reductions in peak electricity demand are expected to help the Company maintain the

reliable supply of electricity as demand growth continues to require increasing reliance

on regional transmission system capabilities for imports of electricity. Energy efficiency

improvements and increasing reliance on renewable electricity generation are expected to

reduce power plant air emissions and associated greenhorx" gur"s.' New metering

technology that supports time differentiated pricing options is expected to accelerate

consumer adoption of plug-in elechic vehicles and will provide additional electricity

market financial incentives for the installation of renewable generation technologies

capable of producing energy during periods of high electricity demand. The increasing

use of plug-in vehicles and renewable generation technologies will help to reduce the

' PHI is the holding company of the Atlantic City Electric Company, the Delmarva Power & Light
Company, and the Potomac Electric Power Company. Collectively these companies deliver electricity to
customers in New Jersey, Delaware, Maryland, the District of Columbia, and Virginia. In addition,
Delmarva delivers natural gas to customers in Delaware.

2 Pepco's proposed DSM programs are expected to reduce regional CO2 power plant emissions by at least
123,500 tons at the conclusion ofthree program years. This estimate was derived based upon the regional
PJM generation supply mix adjusted by the District of Columbia Renewable Portfolio Standard
requirements.



Potomac Electric Power Company
Attachment
Filed April 4,2007

nation's dependence upon foreign sources of energy, improve regional air quality, and

reduce future quantities of green house gas emissions.

The critical components of Pepco's Blueprint Plan are: 1) comnrrehensive utility

provided cost-effective energy efficiency programs that are designed tei provide savings

opportunities for all District of Columbia electric distribution customersn 2) cost-effective

demand response programs designed to reduce electricity demand during periods of high

market prices3, 3) deployment of an advanced metering system fcrr all District of

Columbia customers to support new time differentiated rate options for customers and to

provide customers with improved electric distribution service, 4) Pepce management of

an improved renewable energy demonstration program, and 5) proposed cost recovery

mechanisms that permit Pepco to recover the substantial utility investrnents necessary to

implement the Blueprint Plan. A critical financial underpinning of the Plan is the

Commission's near-term approval of Pepco's proposed District of Colwnbia diskibution

rate case4 Bill stabilization Adjustment Mechanism (*BSA'). If fhe BSA is not

approved, much of the Blueprint Plan will not be financially feasible for the Company.

Pepco looks forward to implementing its Blueprint Plan in the near future and to

working collaboratively with District of Columbia electricity market stakeholders on the

development of the final components of its proposed demand side management programs

and to working with District of Columbia stakeholders in an advisory lnanner related to

its planned AMI System deployment.

3 The Company's and competitive suppliers' ability to offer new time differentiated r-ates, such as critical
peak pricing, will be supported by the deployment of an AMI System. These pricing options are expected
to significantly support appropriate demand response activities, but the benefits of these pricing options
have not been included in the cost-effectiveness analysis.

a See District of Columbia Public Service Commission Case No. 1053.
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I. Demand-Side Management

l. Proposed Programs

Pepco developed its recommended energy efficioncy and demand reduction

programs on the following basiss: 1) service territory build'ing characteristics, 2) service

territory weatheq 3) custorner annual electricily consumption, 4) inclusion of measures

expected to be cost-effective under the All Ratepayers Test (including the avoided cost of

energy, capacity, and transmission), 5) review of existing District of Columbia energy

efficiency programs managed by the District of CoHumbia Department of the

Environment ("DDOE'), and 6) current best practices in tlre design of DSM programs.6

Pepco anticipates that the final set of approved DSM programs will be revised and

refined further through the Company's proposed DSM collaborative. The Company has

sought to develop DSM program participation opportunities for all of its electric

distribution customers where the implementation of measnres is projected to be cost-

effective. A detailed disce.rssion of the Company's DSM cost-effectiveness screening is

contained in Appendix A of this document. Pepco anticipates that DDOE will continue

its efforts to offer energy related services targeted to assisting District of Columbia low

income residents in managing their electricity costs. The Company recommends that

DDOE's existing non-low income energy efficiency and renewables programs be

discontinued when Pepco's proposed programs become available to customers. Pepco

will work closely with DDOE to ensure a smooth transition from the existing programs to

the new programs.

As noted earlier, {he proposed programs are expected to result in significant

additional unquantified direct Pepco District of Columbia customer benefits that include:

greater customer ability to control electricity bills; reductio4s in power plant air

5 Pepco retained ICF International, a nationally recognized DSM consulting frrrn" to assist in the cost-
effectiveness screening of DSM measures and the development of recomtnended DSM programs.

6 The Company notes that significant DSM operational benefits will be achieved by implementing similar
PHI sponsored programs regio.oally; however measures appropriate for each jurisdiction are expected to
vary somewhat.
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emissions (including reductions in emitted green house gases); reductions in regional

wholesale (and thereby retail) electricity capacity and energy prices; improvements to the

reliability of increasingly constrained regional transmission import capability; and

assisting to address future generation supply constraints as regional summer load growth

continues while the expected regional construction of new generation supply remains at a

low level.T DSM programs implemented by Pepco will provide similar "spill-over"

benefits'to other regional electricity consumers in and outside of the District of Columbia.

Similarly, if PHI is permitted to implement DSM programs throughout much of its

footprint, District of Columbia electricity consumers will benefit indirectly from those

programs through downward pressure on electricity market prices, increased regional

environmental benefi ts, and increased program operational effi ciencies.

A list of Pepco's recommended DSM programs and renewable generation

programs is presented below in Table 1. The list includes programs designed primarily to

' The volatility of real-time PJM Pepco Zonal Locational Marginal Prices ("LMP") for energy increased
signifrcantly during 2006 compared with recent prior years. This volatility was caused by high surlmer
electricity demand and regional transmission import constraints. Hourly LMP prices over the fifty highest
priced hours during July and August ranged from $0.21 to $0.8 I per kWh. Electricity suppliers must price
their offers to supply Standard Offer Service or to directly supply customers to reflect this increising
volatility.

Electricity supply in the PJM Pepco Zone is becoming increasingly reliant upon transmission imports due
to the near absence of new generation construction within the region. The table below contains the PJM
forecasted Pepco demands and required reserve margins with the Zonal availability of generation in 2007
and2012.
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Program Gustomers Measuress

Peak
Demand

Reduction
(kw)

Annual
Energy

Reduction
(Mwh)

Non-Residential
Bldg. Commissiohing

and O&M 600 182,000 13,300 73,000

HVAC Efficiency 4,670 70,000 8,700 18,200

Prescriptive 1 ,330 133,000 2,900 21,000

Custom 4,600 2,727,000 31,400 56,000
Smart Stat 3,500 87,000 19,900 500

Internet DR Platform 100 N/A 10,000 100
CommercialTotal

-
14,900

ffi

3,199,000
ffi

| 86,200
ffi

168,800

Residential
Home Performance 4,000 4,0O0 4,500 9,000

HVAC 3,000 3,000 1,000 1,600
Lighting and
Aooliances 38,500 231,000 5,400 14,400

Smart Stat 7,000 7,000 7,000 3,500

Residential Total 52,500 245,000 17,900 28,500

Total Portfolio 67,300 3,444,000 104,100 197,300
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reduce peak electricity demand (demand response programs) and programs designed to

reduce overall electricity energy use (energy efficiency programs). The Company has

developed irnpact estimates regarding the first three years of program operation. It is

anticipated that program modifications will be made during the fourth year of program

implementation after program evaluations are conducted during the third year of

implementation.

Table 1

Pepco's Proposed District of Columbia DSM Programs
(Three Year Implementation Period)

8 The units for "rneasures- vary with program t)?e. Examples of measures include the purchase and
installation of specific energy efficient end-uses.
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At the conclusion of three years, these programs are projected to achieve a total

peak electricity demand reduction of 104 MW and an annual electric energy reduction

exceeding 197,000 MWh. Over 67,000 customerse ur" expected to participate and to

achieve the installation of over 3.4 million energy efficiency or demand response

measures. If the Commission approves each of the programs recommended by Pepco at

the proposed rebate levels and the projected penetration rate is achieved, the annual cost

of the programs is estimated to be $7.9 million for year one, $9.3 million for year two,

and $13.4 million for year three. The total cost over a three year period is expected to be

approximately $31 million, including program start-up expense. Additional DSM

program expenses are expected during the fourth program year, but have not been

projected due to the expected modifications of programs after evaluations are completed

during the third year of program implementation.lo The Company anticipates that it will

also incur six to nine months of program start-up expense that would consist of

approximately $200,000 of internal labor related expense, an additional $100,000 of

contractor support, and $200,000 for a DSM tracking database for a total start-up expense

of $500,000. Table 2 presents a summary of the proposed three year budget by proposed

program.

e Customers may elect to participate in more than one offered DSM program.

to Future capital expense associated with installation of smart programmable thermostats is expected to be
significant as customer participation rates increase over time.

t0
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Table 2
Pepco's Projected District of Columbia DSM program Costs

Program Total Cost
Year 1

Total Cost
Year 2

Total Cost
Year 3

Three Year
Total

Start-Up Costs $500,000
Non-Residential Programs

Building Commissioning and
o&M $635.000 $768,000 $943,000 $2,346,000

HVAC Efficiency $1,634,000 $1,972,000 $2,432,000 $6,o3g,ooo
Prescriptive Rebate $269,000 $323,000 $399,000 $991,000

Custom Incentive $1,330,000 $1,601,000 $1,983,000 $4,914,000
Smart Stat $177,000 $320,000 $1,139,000 $1,636,000

fnternet DR Platform $265,000 $65,000 $77,000 $407,000
CommercialTotal $4,310,000 $5,o4g,ooo$6,973,000 $16,332,000

Residentia! Programs
Home Performance $1,540,000 $1,840,000 $2,270,000 $5,650,000

HVAC Efficiency $220,000 $260,000 $330,000 $810,000
Lighting and Appliances $160,000 $210,000 $270,000 $640,000

Smart Stat $133,000 $442.000 $2,034,000 $2,609,000
Residential Total $2,053,000 $2,752,000 $4,904,000 $9,709,000

General Awareness
Campaiqn $1,300,000 $1,300,000 $1,300,000 $3,900,000

Renewable Demo. Program $200,000 $200,000 $200,000 $600,000
r,r:..,f 

'-'"4li[Y8:&u:;:,irr,lfS"i.,i

TotalPortfolio $7,863,000 $9,301,000 $13,377,000$31,041,000

The Commission has the option of permitting DSM utility cost recovery in
different ways. A detailed discussion of those cost recovery mechanisms is contained in
the Blueprint Cost Recovery section of this document. If an electric DSM distribution

surcharge were established to recover these expenses over a five year period, the average
monthly residential electric bill would increase by approximately $0.93. Non-residential

customers could also expect a similar minimal impact. The financial benefit derived
from these expenditures will be well in excess of this cost for atl District of Columbia

1 l
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Pepco electricity consumers for both progrcm participants and non-participants over a

thirty year period. Additional unquantifiable benefits in the form of reduced green house

gases caused by power generating stations, added customer control over electricity bills,

and reliability related improvements will be obtained.

2. AdvancedMeteringlnfrastructurelt

An important element supporting Pepco's recommended demand rbsponse

programs is the deployment of an advanced metering system capable of providing hourly

energy consumption data for all customers that can support voluntary pricing options

whereby electricity prices for customers more closely track wholesale electric energy and

capacity prices. In this manner, customers will be incented to reduce their electricity

consumption during high priced periods. In addition to helping participating customers

control their electricity bills, the optional rate structures will help to place significant

t' The Commission initiated Case No. 1049 through Order No. 10416 on July 31, 2006. This inquiry was
established to address from the requirement of Title VII, Subtitle E of the Energy Folicy Act of 2005
(*Act') for state commissions to consider certain ratemaking standards for electric utilities.

Under Section 1252 of the Act:

Not later than l8 months after the date of enactment of this paragraph, each
electric utility shall offer each of its customer classes, and provide individual
customers upon customer reque$t, a time-based rate schedule under which the
rate charged by the electric utility varies during different time periods and
reflects the variance, if any, in the utility's costs of generating or purchasing
electricity at the wholesale level. The time-based rate schedule shall enable the
electric consumer to manage energy use and cost through advanced metering
and communications technology.

In additioq Section 1252 of the Act describes other criteria to consider with regard to the smart-metering
standard.

In response to Commission Order No. 10416, Pepco hled its comments on August 30,2006, and noted that
no additional activities were required by the Commission at this time. In the Company"s Reply Comments
filed on September 14,2006, Pepco noted that Commission establishment of a Working Group would be
one way to address the Act's smart metering requirements. On March 23,2A07, the Commission issued
Order No. 14239 establishing a Smart Metering Working Group. The Order requires the Working Group to
submit a report regarding the appropriateness of implementing a smart metering program in the District of
Columbia and to provide that report to the Commission within ninety days. In this filing Pepco has
announced its plans to install advanced meters for all District of Columbia electricity customers; therefore,
the Commission established Smart Metering Working Group should be revised to serve as an AMI
Advisory Group to Pepco on the deployment of an AMI System in the District of Columbia.

t2
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downward p.essuret2 on regional wholesale electric energy and capacity prices during

peak load periods, thereby reducing future electricity supply costs for all District of

Columbia consumers.

Pepco has linked the rollout of its proposed remotely controllable smart

thermostat deployment to coincide with the deployment of its proposed advanced

metering system for the following reasons: First, the advanced metering system and the

smart thermostats can be designed in a manner whereby the communications

infrastructure is shared by both systems - helping to reduce the total cost of the system.

Second, it may be possible to install a system where the advanced meter and the smart

thermostat (*smart staf') can communicate directly with one another to enhance future

program opportunities. Third, a critical problem with existing air conditioning cycling

programs, including Pepco"s Kilowatchers Program, is the Company's inability to

determine remotely whether cycling equipment is functioning properly - a problem that

is remedied by implementing these in a coordinated fashion. Fourth, the value to an

individual customer of a smart thermostat is significantly enhanced if the consumer

receives an hourly market based price signal that directly rewards the participating

customer for achieved load reductions. Any delay in deploying an advanced metering

system in the District of Columbia will also delay Pepco's ability to offer smart

thermostats to residential and small commercial customers.

It is important to note that the deployment of an advanced metering system will

help to support all DSM program efforts by permitting the Company to offer optional

innovative pricing options to its customers that help customers to directly capture the

benefits of reducing their electricity demand during high priced periods through either

t2 A recent study issued on January 29, 2007, entitled "Quantifoing Demand Response Benefits in PJM,"
which was prepared by The Brattle Group on behalf of the PJM Interconnection, LLC and the Mid-Atlantic
Distributed Resources Initiative (*MADRtr), has quantified the significant reduction in regional wholesale
electricity market prices that occur as a result of a 3 percent reduction in electricity load. The study found
that curtailing 3 percent of the BGE, Pepco, PECO, Delmarva, and PSEG load during the highest 133 to
152 load hours would reduce energy prices during those hours by 5 to 8 percent or $8 to $25 per MWh.
The weighted average reduction in PJM locational Marginal Prices for Pepco under normal weather
conditions was estimated to be 5.6 percent providing net benefrts to Pepco consumers of $11.6 million
annually. The price benefits for the MADRI states are estimated to be $101.9 million annually under
normal weather conditions for a three percent reduction

13
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energy efficiency improvements or demand response. Additionally, the availability of

hourly consumption data for all customers greatly improves the Company's ability to

accurately estimate achieved electric energy and demand savings that result from

implemented DSM programs. Pepco's recommendations regarding the near-term

deployment of an advanced metering system are detailed in a separate section of this

filing.

3. DSM Implementation Timeline

Pepco's implementation of its recommended DSM programs wiE require six to

nine months of "start-up" time after Commission approval of preigrams for the

competitive selection of program vendors, development of detailed implermentation plans,

and preparation of specific programmatic materials.l3 The Company pr$poses to phase-

in the implementation of each program during the six to nine month "start-upl'period. At

the time Pepco programs are offered to customers, existing DDOE rmn-low income

energy efficiency and renewables programs would be concluded. A pr'eliminary DSM

implementation timeline is presented in Exhibit 1.

Exhibit L

4. Provision of Programs

Pepco is well positioned to provide DSM programs to its Distribt of Columbia

customers. Pepco has more than twent5l years of experience in the provision of such

programs directly to District of Columbia consumers. Pepco's sister comlpany, Atlantic

1 2 3 4 5 6 7 8 9 1 0 1 1 15 16 t7 l8

I Draft Vendor Request For Proposals

2 Competitively Select Vendors

3 Prepare Detailed Program hnplementation Plans

4 Phase-ln Implementation of DSM Prograrns

13 See Page 13, discussion of *linked rollouts."

l 4
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City Electric Company ("ACE"), currently manages the provision of approximately $9

million of energy efficiency services to its New Jersey electricity customers.

Historically, each of Pepco Holdings, Inc.'s electric distribution companies -- Pepco,

ACE, and Delmarva have offered their customers a wide anay ofenergy effrciency and

demand response related programs, ranging from direct control peak demand reduction

programs to extensive energy efficiency loan, audit, and rebate programs. These

programs were subject to the oversight of the Mid-Atlantic state and District of Columbia

Commissions and cost recovery surcharge mechanisms were established by each

Commission as well. In the District of Columbia, Pepco achieved energy efficiency

improvements in all customer segments through utility sponsored efficiency measures

impacting individual end-uses and building envelopes. By 2002, Pepco achieved system-

wide annualized energy efficiency savings through its historic utility sponsored energy

efficiency programs in excess of I.7 million MWh and reduced peak electricity demand

by more than 350 MW. The Company's Energy Use Management Programs contributed

an additional peak demand reduction in excess of 360 MW.

Pepco is well positioned to manage a renewable generation program designed to

encourage the use of renewable generation by District of Columbia consumers. The

Company's engineering staff is able to work closely with customers to ensure that

renewable generators are connected to Pepco's electric distribution system in a manner

that ensures the continued safe and reliable operation of Pepco's electric distribution

system.

Pepco believes that, at this time, the District of Columbia Department of the

Environment ("DDOE") should continue to develop, implement, and manage RETF

programs intended to assist Dishict of Columbia low income residents to reduce their

energy costs. The Company recommends that DDOE continue to work with the RETF

Working Group to design and refine its RETF funded low income programs. However,

Pepco believes that it is better positioned to develop, implemenl and manage energy

efficiency, demand response, and renewable programs for non-low-income customers in

the District of Columbia. The Company is able to perform this work more effectively for

the following reasons: 1) its.historic experience with the provision of extensive energy

l5
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efficiency and demand response programs; 2) its detailed customer information; 3) its

extensive contact with all electric distribution customers; 4) its technical ability to design

and integrate programs into electric system operations; 5) its ability to implement and

manage programs; 6) its detailed accounting systems; 7) its announced plans to provide

similar services in Maryland (for both Pepco and its sister utility, Delmarva Power &

Light, Inc.) and in Delaware (Delmarva Power & Light, Inc.) - offering economies of

scale that will reduce program costs while improving program effectiveness; 8) the

Company's ability to readily adjust required staffing levels or to competitively hire

contractors; and 9) its regulatory oversight by the Commission that ensures that DSM and

renewable related expenditures are prudently made.

5. RegulatoryApproval Process

Pepco recommends that the District of Columbia Commission establish a Pepco

specific conservation collaborative whereby various electricity rnarket stakeholders can

participate in discussions regarding the appropriate design, implementation, and

evaluation of Pepco sponsored DSM and renewable programs. Cost-effective DSM

strategies agreed to through the collaborative process would be filed with the

Commission for its revien'and subsequent program implementation by Pepco. As noted

previously, it will be necessary for the Company to revise its DSM budget estimates after

vendor bids are received and after detailed program implementation plans are developed.

Pepco proposes to develop and provide annual reports to the Commission

describing its DSM and renewable program efforts. The report will contain a variety of

program statistics, including detailed DSM expenditures, number of customer

participants, number of rneasures installed, achieved annual peak electricity demand

reductions, achieved annual energy savings, and any recommended significant program

changes.

Pepco recommends that its proposed new utility sponsored demand response

programs - residential and small commercial smart thermostat based air conditioning

controls and the Company's proposed large customer intemet-based dernand response

platform - be treated by the Commission as regulated utility business activities of Pepco.

t6
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Under this regulatory treatment, Pepco will be able to make the new capital investments

necessary to support these demand response programs and to ensure the continuing

availability of these programs through fluctuations in the regional PJM wholesale

electricity market value of demand response.

Pepco's historic demand response programs, the residential customer

Kilowatchers@ Program (residential air conditioning and water heater cycling program)

and Pepco's commercial customer Curtailable Load Program, were deregulated on

January l, 2001 pursuant to the Commission's approval of a settlement agreementl4

through Order No. 11845, issued on December 5,2000. At the time the settlement

agreement was reached, settlement parties anticipated that the regional electricity market

would be sufficient to financially sustain the continuation and expansion of competitive

demand response services within the Pepco service territory. However, due to wholesale

PJM electricity capacity and energy market conditions unfavorable to demand response
programs, Pepco was financially unable to sustain the operation of these programs and, as

a result, suspended them effective January 1, 2005. Notably, no competitive supplier of

demand response services for residential customers has emerged in the District of

Columbia since Januarv 1. 2001.

6. Evaluation Process

Pepco recommends that both monitoring and evaluation efforts be performed as

part of its ongoing implementation of each program so that any program problems can be

identified and corrected expeditiously. The Company plans to conduct formal program

evaluations after each program has been operational for two years. The Company has

included proposed budgets for this work within its overall DSM budget estimates.

7. Energy Awareness Campaign

An Energy Awareness marketing campaign is required for the successful

implementation of the proposed DSM programs. The purpose of the campaign is to

ra Non-Unanimous Agreement of Stipulation and Full Settlement Regarding Unbundled Rate Issues, filed
June 30, 2000 in Formal Case No. 945. phase II.
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educate all Pepco electric distribution customers about opportunities to reduce their

electricity bills through both energy efficiency and demand response and to inform them

about renewable energy generating technologies. The campaign will contain information

about how customers can take advantage of specific Pepco DSM programs to control

their electricity costs as well as no-cost or low-cost energy savings activities customers

can implement themselves. After Pepco completes the deployment of an advanced

metering system, the campaign will contain information about any new electricity pricing

options that are available to customers.

The recommended Energy Awareness campaign over the three year period is

budgeted at $3.9 million. The proposed annual budget of program costs is presented

below.

Annual District of Columbia Energy Awareness Campaign
Proposed Communications Budget

Spot Radio
Print (newspaper)

Cable TV
Internet

Print Collateral
Special Events

Production/Acct. Mgt.
Total

$580,000
$180,000
$170,000
$185,000

$35,000
$ 15,000

$135,000
$1,300,000

8. Renewable Demonstration Program

Pepco proposes to offer a renewable energy demonstration program that would

fully fund the installation of a minimum of six 5 kW photovoltaic anays on the rooftops

of District of Columbia public schools or other public facilities over a three year period

and to include the creation of a renewable energy curriculum for school children of

different grades. The installation of each array is estimated to cost approximately

$45,000 and funding would be designated to support a new curriculum is set at $50,000.

The recommended annual funding level for each year for a three year period is $200,000.

Any remaining funds would be available to customers to support the additional

t8
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installation of renewable generators. As noted earlier, the Company anticipates that this

program would supplant the existing Renewable Energy Demonstration Program funded

through the Reliable Energy Trust Fund and administered by the DDOE.

9. Proposed DSM Program Descriptions

A general description of each proposed prograp is presented below, together with

a proposed budget for a three year implementation period. Projected annual incremental

participation rates, budgets, and savings impacts are presented for each program,

excluding the required program start-up design phase. As noted earlier, it is anticipated

that program modifications, subject to Collaborative discussion and Commission

approval, will occur during the fourth year of the program after evaluations are conducted

during the third year of program implementation. Recommended measures and

expenditure levels were derived from Pepco's cost-effectiveness screening and recent

DSM implementation experience in other regions of the United States. Final

recommended budgets are expected to vary from those presented below based upon

implementation vendor bids and program refinements. Detailed implementation plans

setting forth all program parameters along with accompanying program materials will be

prepared during the "start-up period" prior to the implementation of each program.

1,9
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Building Commissioning and Operations & Maintenance program

The primary objective of the Building Commissioning and O&M Program is to motivate
non-residential customers to reduce energy use through improvements in the manner
facilities are operated and maintained. The Program will offer technical and financial
assistance to support improved commissioning of new buildings and the re-commissioning
of existing facilities. The Program will also provide training opporfunities, such as building
operator, ENERGY STARo Portfolio Manager, and compressed air systems operations
training.

Non-residential customers, primarily in the commercial, govelnmental, and instifutional
sectors. The target customers will typically operate large facilities, or a portfolio of smaller
facilities, which are expected to be receptive to and benefit from commissioning services.

The measures allowed in the Building Commissioning and Operations and Maintenance
Program will tl,pically include consulting and engineering services and low-cost/no-cost
system adjustrnents and control system modifications. Measures involving capital
improvements will not be included in this Program, but will be supported through the
Company's other recommended DSM programs. The training component of the Program
will offer local or regional training opportunities to improve the energy awareness of
facilities personnel. Scholarship subsidies may also be offered for other appropriate
training prograrns.

Program implementation will be provided by a third-party vendor who will be selected
though a competitive request for proposal ("RFP") process. The selected vendor will be
responsible for recruiting participants, reviewing commissioning proposals, measurement
and verification plans, processing incentives (final fulfillment may be handled by the
Company or a single entity for all financial assistance programs), and final measure
verification. The Company will work with the selected vendor to develop a detailed
implementation plan, and commissioning and technical and financial assistance guidelines.
The vendor and/or the Company will also develop and offer an appropriate suite of haining
opportunities specifically targeted to the needs of Pepco customers. Trade allies and energy
services providers will be an integral part of providing this Program to Pepco customers.
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Building Commissioning and O&M program (continued)

The General Awareness Campaign will be the primary communications medium for the
program. Program specific marketing efforts will target customers, trade allies and the
energy services industry in specific market segments where commissioning and improved
O&M will provide cost-effective customer benefits. The Program will be marketed to both
customers and trade allies. This marketing will entail targeted direct marketing and, direct
contact by vendor personnel and Company Account Managers, trade shows and trade
association outreach. Trade ally marketing to customers will also be an important
component of the customer marketing efforts.

Incentives in this program generally will be based upon the cost of the consulting and
engineering services necessary ta carry out a comrnissioning plan. In a limited number of
instances, the cost of a pilot list of low-cost improvemints may be subsidized, to
demonshate the value of additional commissioning efforts. Incentive payments will be
fulfilled through credits on the customers' electric bills. Customers whose accounts are in
affears will be required to establish a payment or shared savings plan with the Company
prior to receiving program incentives.

Energy savings and cost estimates for measures in this program will be calculated by the
customer or trade ally as part of the Program application process. The reasonableness of
these estimates will be verified by the Program vendor using accepted engineering practices
prior to an incentive being offered. Verification of completion of the commissioning
process will be conducted for every project.

The program will be formally evaluated after the second full year of progranru
implementation to serve as a basis for recommended future program changes.
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Building Commissioning and O&M Program (continued)

Year
Utility

Adrninistration
Marketing

Outside
Selices

Capital
Equiprnent

Evaluation

Total
Non-

incentive
Costs

lncentives
Total

Program
Cost

Year I $40,000 $23.000 $94,000 $0 $0 $ 157,000 $478,000 s635,000

Year2 $23.000 $ r 6,000 $ r09,000 $0 $0 $ 148,000 $620,000 $768,000

Year 3 $23,000 $8.000 $ I 09,000 $0 $23,000 $ 163,000 $780,000 $943,000

Total $86,000 $47.000 $312.000 $0 $23,000 $468,000 $ I,878,000 $2,346,000
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Non-Residential HVAC Efficiency Program

The primary objective of the Non-Residential HVAC Efficiency Program is to motivate
non-residential custorners to select high efficiency options when making HVAC purchasing
decisions by providing incentives for high efficiency unitary air conditioning and heat
pump equipment. A secondary objective is to educate the marketplace on the increased
efficiency and value resulting from proper HVAC system installation. To accomplish this
secondary objective it is necessary to educate consumers about the value ofproper system
installation. It is also necessary to provide haining to the HVAC industry-on proper
installation and commissioning techniques and selling customers on the added value of
these services.

Commercial, govemmental, institutional customers of all sizes and HVAC designers,
contractors and installers.

The measures selected for this program will fall into two categories: 1) high efficiency air
conditioning and heat pump equipment up to approximately 30 tons of capacity, using the
ENERGY STAR certification where appropriate; and 2) measures which supporr
confirming the quality of an HVAC system installation, such as the verification of piop".
refrigerant charge and air-flow.

Program implementation will be provided by a third-party vendor who will be selected
though a competitive RFP process. The vendor will be responsible for recruiting
participants, processing incentives (final fulfillment will be handled by the Company), and
spot audit verification. The Company will work with the selected vendor to develop a
detailed implementation plan, measure lists, deemed savings and rebate levels. Trade allies
and energy services providers will be an integral part of bringing this program to Pepco
customers.

The General Awareness Campaign will be the primary customer communications medium
for the program. Program specific marketing efforts will target contractors and trade allies
in the HVAC industry. The HVAC industry will be marketed using targeted direct
marketing, direct contact by the program vendor personnel, trade shows and trade
association outreach. Trade ally marketing to customers will also be an important
component of the customer marketing efforts"
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Non-Residential HVAC Efficiency Program (continued)

Incentives in this program will be based on the incremental costs of the energy-efficient
HVAC equipment. Quality installation measure incentives will be based on the associated
energy savings and a reasonable financial enticement for the HVAC industry to modiff
current business practices- Incentive payments will be fulfilled through credits on the
customers' electric bill. Customers whose accounts are in arrears will be required to
establish a payment or shared savings plan with the Company prior to receiving.program
incentives.

Energy savings estimates for measures in this program will be deerned savings values based
on statistical weather data and typical system operating hours in the region. All applicants
will be required to provide an invoice indicating manufacturer and rnodel numbers for the
air conditioning and heat pump equipment. ARI rated efticiency will be verified for all
applications. Field verification of measure installation will be rnade for a statistically
significant sample of projects.

The program will be formally evaluated after the second full year of program
implementation to serve as a basis for recommended future prograffr changes.
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Non-Residential HVAC Efficiency Program (continued)

Year
Utility

Administration
Marketing

Outside
Sen ices

Capital
Equiprnent

Evaluation
Total

Non-incentive
Costs

lncentives
Total Prograrn

Cost

Year I $ 100,000 $60,000 $24r,000 $0 $0 $401,000 $ I,233,000 $ r,634,000

Year 2 $60,000 $40,000 $282,000 $0 $0 $382,000 $ r,590,000 $ l,972,000

Year 3 $60,000 $20,000 $282,000 $0 $60,000 $422,000 $2,010,000 s2,432,000

Total $220,000 $ 120,000 $805,000 $0 $60,000 $ r,20s,000$4,833,000 $6,038,000
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Non-Residential Preseriptive Rebate Program

The primary objective is to motivate non-residential customers to select high efficiency
options when making purchasing decisions by providing incentives for selected common
cost-effective energy effi ciency measures.

Commercial, government, and instifutional customers of all sizes.

The measures selected for this program will fall into two categories: 1) measures where the
energy savings can be reliably predicted by applying simple threshold conditions; and 2)
measures where a uniform incentive structure is appropriate, but a simple energy savings
estimate is necessary to qualify the specific application. The measures will range from
energy-efficient equiprnent which has broad application in the commercial and industrial
sectors, such as premium efficiency motors and variable frequency drives on HVAC
systems, to niche market applications such as T5 lighting conversions in the big-box retail
sector. LED traffic signals will be included.

Program implenentation will be provided by a third-party vendor who will be selected
though a competitive RFP process. The vendor will be responsible for recruiting
participants, processing incentives (final fulfillment may be handled by the Company), and
spot audit verification- The Company will work with the selected vendor to develop a
detailed implernentation plan, measure lists and rebate levels. Trade allies and energy
services providers will be an integral part of bringing this program to Pepco customers.

The General Awareness Campaign will be the primary communications medium for the
program. Program specific marketing efforts will target customers, trade allies and the
energy services industry for specific market segments where the prescriptive rebate
measures are applicable. Customer marketing will entail targeted direct marketing, direct
contact by Cornpany Account Managers and program implementer personnel, trade shows
and trade association outreach- Trade ally marketing will also be an important component
of the customer rrarketing efforts.
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Non-Residential Prescriptive Rebate Program (continued)

Incentives in this program generally will be based on the incremental costs of the energy-
efficient equipment and measures, with consideration given to current levels of equipment
market share. Incentive payments may be fulfilled through credits on the customers'
electric bill. Customers whose accounts are in affears will be required to establish a
payment or shared savings plan with the Company prior to receiving program incentives.

Energy savings estimates for measures in this program will be deemed savings values
established for each measure. Verification of measure installation will be made for a
statistically significant sample of projects.

The program will be formally evaluated after the second full year of program
implementation to serve as a basis for recommended future program changes.

Year Customers
Measures

(Lamps, Fixtures,
Motors, etc.)

Peak Demand
Reduction

(kw)

Annual Energy
Reduction

(Mwh)

Year I 3 1 0 34,000 700 5,000

Year 2 410 44,000 1,000 7,000

Year 3 6 1 0 55,000 t,200 9,000

Total 1,330 133,000 2,900 21,000

Year Utility
Administration Marketing Outside

Services
Capital

Equipment
Evaluation

Total
Non-

incentive
Costs

Incentives Total Program
Cost

Year I $20,000 $ 10,000 $39,000 $0 $0 $69,000 $200,000 $269,000

Year 2 $10,000 $7,000 $46,000 $0 $0 $63,000 $260,000 $323.000

Year 3 $ 10,000 $3,000 $46,000 SO $10,000 $69,000 $330,000 $399,000

Total $40,000 $20,000 $ I 3 1,000 SU $ 10,000 $201,000 $790,000 $991,000
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Custom Incentive Program

The primary objective of the Custom Incentive Program is to motivate non-residential
customers to select high efficiency options when making purchasing decisions by providing
technical assistance and financial incentives for cost-effective energy efficiency measures
which are customizedto the specific needs of the customer.

Commercial, government, and institutional customers of all sizes.

The measures permitted in the Custom Incentive Program are any cost-effective non-
lighting energy efficiency improvements that are not eligible for rebates through the
Company's other non-residential DSM programs. These measures witl typically have
energy savings and incremental costs that are site specific and not applicable across a broad
range of customers. Measures are expected to include large air conditioning equipment and
chillers, industrial process improvements, energy management systems, and improvements
which improve the efficiency of an energy consuming system rather than a single piece of
equipment. Efficiency improvements that are derived solely from operational changes are
specifically excluded from this program and will be eligible to participate in the Building
Commissioning and Operations and Maintenance Program.

Program implementation will be provided by a third-party vendor who will be selected
though a competitive RFP process. The implementer will be responsible for recruiting
participants, verifying energy savings and cost proposals, processing incentives (final
fulfillment will be handled by the Company), and measure verification. TXre Company will
work with the selected vendor to develop a detailed implementation plan, rneasure lists and
incentive guidelines. Trade allies and energy services providers will be an integral part of
bringing this program to Pepco customers.

The General Awareness Campaign will be the primary communications medium for the
program. Program specific marketing efforts will target custorners, trade allies and the
energy services industry for specific market segments where custorn measures are
applicable. The Custom Incentive Program will be marketed to both customers and trade
allies. This marketing will entail targeted direct marketing and, direct contact by vendor
personnel and Company Account Managers, hade shows and trade assooiation outreach.
Trade ally marketing to customers will also be an important component of marketing.
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Custom Incentive Program (continued)

Incentives in this program will be based on the incremental costs of the energy-efficient
equipment and measures, with consideration given to the customer's current energy
efficiency practices in developing project baselines. lncentive payments may be fulfilled
through direct payments to the customer or credits on the customer's electric bill.
Customers whose accounts are in anears will be required to establish a payment or shared
savings plan with the Company prior to receiving program incentives.

Energy savings and cost estimates for measures in this program will be calculated by the
customer or trade ally as part of the Program application process. The reasonableness of
these estimates will be verified by the Program vendor, using accepted engineering
practices, prior to an incentive being offered. Verification of measure installation will be
made for every project with an incentive of $25,000 or more and for a statistically
significant sample of smaller projects.

The program will be formally evaluated after the second fuIl year of program
implementation to serve as a basis for recommended future program changes.

Measures
(Tons of cooling,

control points, etc.)
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Custom Incentive Program (continued)

Year
Utility

Administration Marketing Outside
Services

Capital
Equipment

Evaluation

Total
Non-

incentive
Costs

Incentives
Total

Prcgram
Cost

Year I $80,000 $49,000 $ r97,000 $0 $0 $326,000 $1,004,000 $1,330,000

Year 2 $49,000 s33p00 $229,000 $0 $0 $3 I r,000 $r,290,000 $ I,601 ,000

Year 3 $49,000 $r 6,000 $229,000 $0 $49,000 $343,000 $ 1,640,000 $ 1,983,000

Total $ r 78,000 $e8.000 $6ss,000 SO $49,000 $980,000 $3,934,000 $4,9r4,000
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Non-Residential Smart Thermostat Program

The primary objective of the Smart Stat Load Control Program is to provide a simple
method for non-residential consumers with central air conditioning or heat pump systems to
automatically reduce peak electricity demand during peak usage periods and to also reduce
their overall electricity consumption. The program will accomplish this goal through the
installation of remotely controllable smart thermostats cap'able of reducing the air
conditioners load on the electric system after receipt'of a Pepco command signal and
capable of being programmed to automatically vary temperature settings. There are several
control methods and technologies available to the Company for application in this program.
The Company will select the final technology together with an advanced metering system
as part of a competitive RFP process.

Small commercial, goverrlment, and institutional customers with packaged central air
conditioning systems.

The selected remotely controllable thermostat(s) will reduce air conditioning electric load
in response to a utility command to do so.

Program implementation will be provided by a third-party vendor who will be selected
though an RFP process. The vendor will be responsible for supplying, installing and
maintaining smart thermostats, and recruiting participants. Pepco will verify load
reductions and provide market based incentives through the deployment of an advanced
metering system. The Company will work with the selected vendor to develop a detailed
implementation plan. Any delay in the deployment of a smart metering system will delay
the implementation of this Program.

The General Awareness Campaign will be the primary customer communications meditrm
for the program. Program specific marketing efforts will target customers with central air
conditioning systems. This marketing will entail targeted direct marketing and, direct
contact by vendor personnel and Company Account Managers.

All program incentives will be based upon the PJM wholesale market value of reductions"
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Non-Residential Smart Thermostat Program (continued)

Achieved electric energy and demand reductions will be determined through hourly energy
consumption data obtained through deployment of an advanced metering system and each
customer's historic billing data, adjusted for weather conditions.

The program will be formally evaluated after the second full year of program
implementation to serve as a basis for recommended future program changes.

Year

Customers
(A/C Units
Controlled)

Measures
(Tons of Cooling)

Peak Demand
Reduction

(kw)

Annual Energy
Reduction

(Mwh)

Year I 0 0 0 0

Year 2 500 12,000 ? 500 100

Year 3 3,000 75,000 16,400 400

Total 3,500 87,000 19,900 500

Year Utility
Administmtion Marketing Outside

Services
Capital

Equipment Evaluation

Total
Non-

incentive
Costs

Incentives
Total

Program
Cost

Year I $60,000 $27,000 $90,000 $0 $0 $ 177,000 Mkt. $ 177,000

Year 2 $4s,000 $ 1s,000 $l10,000 $150,000 $0 $320,000 Mkt. $320,000

Year 3 $45,000 s9,ooo $l10,000 $948,000 $27,000 $ 1,139,000Mkr. $1,139,000

Total $1s0,000 s51,000$310,000$1,098,000$27,000 $ I,636,000 Mkt. $ 1,636,000
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Non-Residential Internet Platform for Load Curtailments

The primary objective of the Non-Residential Intemet Platform for Load Curtailments is to
motivate non-residential consumers to participate in PJM load response programs by
providing a convenient mechanism to do so. Customers who participate will receive hourly
customer energy data (daily or monthly depending upon existing metering), hourly Pepco
Zonal Locational Marginal Prices (LMPs) for energy, and load reduction calculations
(hourly energy savings) presented through the Internet platform. Pepco deployment of an
advanced metering system will provide daily data for customer participants in this
important program.

Commercial, government, and institutional customers capable of reducing their demands by
at least 100 kW during summer weekday aftemoons.

Participants will reduce dernand and energy consumption when LMPs are [righ enough for
them to justify doing so, or when PJM calls for an emergency load reduction.

An internet demand response platform will be selected through a competitive RFP process
and will be linked to Pepco's internet home page. If a similar proposal is adopted by other
PHI regions, program capital costs will be reduced due to a sharing of costs across
jurisdictions.

The General Awareness Campaign will be the primary communications mediun'l for the
program. Program specific marketing efforts will target eligible customers, trade allies and
load serving entities. Customer marketing will entail targeted direct nrarketing direct
contact by Company Account Managers, trade shows and trade association elutreach.
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Non-Residential Internet Platform for Load Curtailments (continued)

The incentives in this program will be the PJM Load Response payments for energy
reductions and will be based upon the hourly PJM LMPs and the load reductions achieved.
Customers who participate through Pepco will receive 70Yo of the PJM payments, with the
other 30% retained by Pepco to offset DSM program costs. Payments to customers
participating through Pepco will appear as credits on the customer's electric bill.
Participants will have the option at any time to exit this Program and participate in any PJM
demand reduction program through a competitive Curtailment Service Provider or directly
with PJM.

Achieved electric energy and demand reductions will be determined through hourly energy
consumption data, obtained through existing interval meters and future deployment of an
advanced metering system and each customer's historic billing data, adjusted for weather
conditions.

The program will be formally evaluated after the second full year of program
implementation to serve as a basis for recommended future program changes.

Measures
(Lamps, Fixtures,

Motors, etc.)

34



Potomac Electric Power Company
Attachment
Filed April 4,2007

Non-Residential Internet Platform for Load Curtailments (continued)

Year
Utility

Administration
Marketing Outside

Services
Capital

Equipment
Evaluation

Total
Non-

incentive
Costs

lncentives
Total

Program
Cost

Year I $30,000 $40,000 $25,000 $ 170,000 s0 $26s,000 Mkt. $265,000

Year 2 $20,000 $20,000 $25,000 $ 0 $0 $65,000 Mkt. $65,000

Year 3 s20,000 $20,000 $25,000 $ 0 $12,000 $77,000 Mkr. $77,000

Total $70,000 $80,000 $75,000 $170,000 $r2,000 $407,000 Mkt. $407,000
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Home Performance with ENERGY STAR Program

The primary objective of the Home Performance with ENERGY STAR Program is to
motivate residential energy consumers to use a whole-house approach to reducing energy
consumption when considering home improvements such as new heating and air
conditioning equipment, replacing windows, or adding insulation. Rather than focusing on
a single component, the homeowner will be provided with an assessment of how a
combination of improvements, such as sealing air and duct leaks, adding insulation,
improving the HVAC system and upgrading lighting and appliances would result in a more
comfortable home, with lower electricity consumption. A secondary objective is to develop
a trained and certified group of contractors capable of providing whole-house energy
services in the Pepco market. HVAC, insulation, and home improvement conhactors will
be offered kaining opportunities and encouraged to become quality certified by
organizations such as the Building Performance Institute (*BPI") and the National
Association for Technical Excellence ("NATE").

Residential customers in existing homes who are considering upgrades and improvements
to their home.

Eligible measures in this program will include air sealing, additional insulation, duct
sealing, recommended new heating and air conditioning equipment, and recommended
energy-efficient lighting and appliances. Air conditioning and lighting related rebates will
be provided through separate programs described below. Contractor training to support
quality certification will also be offered.

Program implementation will be provided by a third-party vendor who will be selected
though a competitive RFP process. The vendor will be responsible for recruiting and
training contractors, processing incentives (final fulfillment may be handled by the
Company), and spot audit verification. This program will leverage the Home Energy
Rating System (*HERS") Rating and contractor infrastructure developed by the existing
RETF HERS Program. The Company will work with the selected vendor to develop a
detailed implementation plan, measure lists, deemed savings and rebate levels. Trained and
certified contractors will be an integral part of bringing this program to Pepco customers.
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llome Performance with ENERGY STAR Program (continued)

The General Awareness Campaign will be the primary customer communications medium
for the program. Program specific marketing efforts will target contractors and trade allies
in the HVAC and home irnprovement industries. These industries will be marketed using
targeted direct marketing, direct contact by the program vendor personnel, trade shows and
trade association outreach. Trade ally marketing to their customers will also be an
important component of the customer marketing efforts.

lncentives in this program will be in the form of direct incentives for energy efficiency
improvements and energy efficiency improvement loans. These energy efficiency loans
may be interest rate subsidizedby the program or arranged through a lender affiliated with
a program such as the Fannie Mae Energy Efficiency Loan Frogram. (Any energy
efficiency loans will be managed by the lending institution.)

Energy savings estimates for projects in this program will be available from the software
programs used by the contractors to evaluate customer's homes. Contractors will be
required to upload data to a central database to acquire the savings information. Field
verification of measure installation will be made for a statistically significant sample of
projects.

The program will be formally evaluated after the second fulI year of program
implementation to serve as a basis for recommended future program changes.

Measures (Homes)
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llome Performance with ENERGY STAR Program (continued)

Year
Utility

Administration
Marketing Outside

Seruices
Capital

Equipment
Evaluation

Total
Non-incentive

Costs
Incentives

Total Program
Cost

Year I $ 100,000 $60,000 s250,000 $0 $0 $410,000$ 1,130,000$1,540,000

Year 2 $60,000 $40,000 $290,000 $0 $0 $390,000 $1,450,000$ 1,840,000

Year 3 $60,000 $20,000 $290,000 $0 $60,000 $430,000$1,840,000$2,270,000

Total $220,000 $ 120,000$830,000 $0 $60,000 $ I,230,000$4,420,000$5,650,000
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Residential HVAC Efficiency Program

The primary objective of the residential HVAC Efficiency Program is to motivate
residential energy consumers to select high ef{iciency options when making HVAC
purchasing decisions by providing rebates for high efficiency unitary air conditioning and
heat pump equipment. A secondary objective is to educate the marketplace about the
increased efficiency and improved comfort resulting from proper HVAC system
installation. To accomplish this secondary objective it is necessary to educate consumers
on the value of proper systern installation. It is also necessary to provide impetus and
training to the HVAC industry on proper installation and commissioning techniques and
selling customers on the added value of these services.

Residential customers who are purchasing central air conditioning and heat pump systems
and HVAC designers, contractors and installers.

The measures selected for this Program will fall into two categories: 1) ENERGY STAR@
qualified high efficiency central and packaged terminal unit air conditioning and heat pump
equipment that exceed existing code requirements up to approximately 5 ton capacity; and
2) measures which support confirming the quality of an HVAC system installation, such as
the verification of proper refrigerant charge and air-flow.

Program implementation will be provided by a third-party vendor who will be
competitively selected though an RFP process. The vendor will be responsible for
recruiting participants, processing incentives (final fulfillment will be handled by the
Company), and spot audit verification. The Company will work with the selected vendor to
develop a detailed implementation plan, measure lists, deemed savings and rebate levels.
Trade allies and energy services providers will be an integral part of bringing this program
to Pepco customers.

The General Awareness Campaign will be the primary customer communications medium
for the program. Program specific marketing efforts will target contractors and trade allies
in the HVAC industry. The HVAC industry will be marketed using targeted direct
marketing, direct contact by the program vendor personnel, trade shows and trade
association outreach. Trade ally marketing to customers will also be an important
component of the customer marketing efforts.
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Residential IIVAC Efficiency Program (continued)

Incentives in this program generally will be based on a portion of the incremental costs of
the energy-efficient HVAC equipment. Quality installation measure incentives will be
based on the associated energy savings and a reasonable financial enticement for the
HVAC industry to modi$r current business practices. Incentive payments may be fulfilled
through credits on the customers' electric bills. Customers whose accounts are in anears
will be required to establish a payment or shared savings plan with the Company prior to
receiving program incentives.

Energy savings estimates for measures in this program will be deemed savings values based
on statistical weather data and typical system operating hours in the region. All applicants
will be required to provide an invoice indicating manufacturer and model numbers for the
air conditioning and heat pump equipment. ARI rated efficiency will be verified for all
applications. Field verification of measure installation will be made for a statistically
significant sample of projects.

The program will be formally evaluated after the second full year of program
implementation to serve as a basis for recommended future program changes.
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Residential IMC Efficiency Program (continued)

Year
Utility

Administration
Marketing Outside

Services
Capital

Equipment
Evaluation

Total
Non-

incentive
Costs

Incentives
Total

Program
Cost

Year I $10,000 $8,000 $32,000 $0 $o $50,000 $170,000 $220.000

Year 2 $8,000 $5,000 $37,000 $0 $0 $50,000 $2r0,000 $260,000

Year 3 $8,000 $4,000 $38,000 $0 $ 10,000 $60,000 $270,000 $330,000

Total $26,000 s 17,000 $ 107,000 s0 s 10,000 $160,000 $6s0,000 $810,000
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Residential Lighting and Appliance Program

The objective of the Residential Lighting and Appliance Program is to increase the
presence of ENERGY STAR- lighting and window air conditioning products in residences.
The Program will employ consumer coupons and rebates and/or middle-market buy-downs
to overcome the relatively high firsfcost and customer unfamiliarity that prevents
consumers from purchasing efficient lighting products. In many U.S. markets, the buy-
down methodology has proven to be the most effective way to influence the market, from
both program cost and success standpoints

All residential customers.

Eligible measures in this program will include ENERGY STAR@ qualified compact
fluorescent light bulbs, fluorescent lighting fixtures, ceiling fans with fluorescent light
fixtures, and window air conditioners. ENERGY STAR appliances such as refrigerators,
clothes washers and dishwashers were examined during the planning process and found to
have ART cost-effective ratios of 0.53 and lower; therefore incentives to encourage the
purchase of these appliances are not included within this proposed program.

Program implementation will be provided by a third-party vendor who will be selected
though a competitive RFP process. The vendor will be responsible for program
implementation, retailer interactions, processing incentives (final incentive fulfillment will
be handled by the Company), and spot audit verihcation. The Company will work with the
selected vendor to develop a detailed implementation plan, measure lists, deemed savings
and rebate levels.

The General Awareness Campaign will be the primary customer communications medium
for the Program. Program specific marketing efforts will target retailers to increase the
availability of ENERGY STAR@ fighting and window air conditioning products in the
marketplace.

Incentives in this program will be in the form of consumer coupons, rebates, and buy-
downs of product cost at the retailer level.
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Residential Lighting and Appliance Program (continued)

Energy savings estimates for residential lighting will be based on engineering calculated
savings and custorner installation rates.

The program will be evaluated after the second full year of program implementation to
inform a decision on continuation or modification of the program.

Year Customers
Measures
(CFLs and
Fixtures)

Peak Demand
Reduction

(k\M)

Annual Energy
Reduction

(Mwh)

Year I 9,800 59,000 1,400 3,700

Year 2 L2,700 76,000 1,800 4,700

Year 3 I 6,000 96,000 2,200 6,000

Total 3 8,500 231,000 5,400 14,400

Year
Utility

Administration
Marketing

Outside
Services

Capital
Equipment

Evaluation

Total
Non-

incentive
Costs

Incentives
Total

Program
Cost

Year I $8,000 $s"000 $17,000 $0 $0 $30,000 $ 130,000$160,000

Year 2 $6,000 $4.000 $30,000 $0 $0 $40,000 $170,000$210,000

Year 3 $8,000 $3"000 $41,000 $0 $8,000 $60,000 $210,000$270,000

Total $22,000 $12,000 $88,000 $0 $8,000 $130,000$510,000$640,000
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Residential Smart Thermostat Program

The primary objective of the Residential Smart Thermostat Program is to provide a simple
method for residential consumers with central air conditioning or heat pump systems to
automatically reduce peak electricity demand during peak usage periods and to also reduce
their overall electricity consumption. The program will accomplish this goal through the
installation of remotely controllable smart thermostats, capable of reducing the air
conditioner load on the electric system after receipt of a Pepco command signal and capable
of being progrdmmed to automatically vary temperature settings. There are several control
methods and technologies available to the Company for application in this program. The
Company will select the final technology together with an advanced metering system as
part of a competitive RFP process.

Residential customers with central air conditioning or heat pumps. Market penetration
rates are expected to increase to 25 percent of all residential customers with central air
conditioning or central heat pump systems over a ten year period based upon the
Company's prior experience with the Kilowatchers Club Program. An increase of this
magnitude will similarly increase Pepco's future capital expenditures for the program.

The selected remotely controllable thermostat(s) will reduce air conditioning electric load
in response to a utility command to do so.

Program implementation will be provided by a third-party vendor who will be selected
though an RFP process. The vendor will be responsible for supplying, installing and
maintaining smart thermostats, and recruiting participants. Pepco will verify load
reductions and provide market based incentives through the deployment of an advanced
metering system. The Company will work with the selected vendor to develop a detailed
implementation plan. Any delay in the deployment of a smart metering system will delay
the implementation of this Program.

The General Awareness Campaign will be the primary customer communications medium
for the program. Program specific marketing efforts will target customers with central air
conditioning systems. This marketing will entail targeted direct marketing.
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Residential Smart Thermostat Program (continued)

All program incentives will be based upon the PJM wholesale market value of load
reductions.

Achieved electric energy and demand reductions will be determined through hourly energy
consumption data obtained through deplo5rment of an advanced metering system and each
customer's historic billing data adjusted for weather conditions.

The program will be formally evaluated after the second full year of program
implementation to serve as a basis for recommended future program changes.

Year Customers Measures
(Homes controlled)

Peak Demand
Reduction

(kw)

Annual Energy
Reduction

(Mwh)

Year 1 0 0 0 0

Year 2 1,000 1,000 1,000 500

Year 3 6,000 6,000 6,000 3,000

Total 7,000 7,000 7,000 3,500

Year
Utility

Adrninistration
Matketing Outside

Services
Capital

Equipment
Evaluation

Total
Non-incentive

Costs
hrcentives

Total Prograrn
Cost

Year I $50,000 $ 19,000 $64,000 s0 $0 $ 133,000 Mkt. $133,000

Year 2 $32,000 $ 13,000 $77,000 $320,000 $0 $442,000 Mkr. $442,000

Year 3 $32,000 s6,000 $77,000 $ 1,900,000$19,000$2,034,000 Mkt. $2,034,000

Total $114,000 $38,000 $218,000s2,220,000$19,000$2,609,000 Mkt. $2,609,000
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N. ADVANCEDMETERINGANDRELATEDTECHNOLOGY

Pepco plans to deploy an advanced metering infrastructurels 1"AMI"; and the

associated meter data management system ("MDMS") for all of its District of Columbia

electric customers as part of an overall Pepco Holdings, Inc. ("PHI";16 AMI deployment

plan to better serve its electric and gas distribution customers. Pepco submitted a similar

plan to the Maryland Cornmission on March 21,2007 that will result in the installation of

AMI equipment for all Pepco Maryland electric distribution customers. Pepco's sister

utility, Delmarva, submitted a similar plan to the Delaware Commission on February 6,

2007 and to the Maryland Commission on March 21, 2007 that will result in the

installation of AMI equipment for all of Delmarva's Maryland and Delaware electric

distribution customers and Delmarva's Delaware gas distribution customers. Pepco

recognizes that the costs of such a deployment are significant; however, the resulting

benefits to Pepco's District of Columbia electric customers wlll greatly exceed those

costs.

Due to the magnitude, complexity, and importance of this project, Pepco

recommends that the Commission establish a Pepco AMI Advisory Group comprised of

representatives of Pepco, the Commission Staff, the Office of the People's Counsel, and

any other parties the Commission deems appropriate. Pepco will share its AMI project

plans with the Advisory Group and provide a copy of its detailed AMI project plan to the

Commission. Advisory Group members will be invited to participate in vendor

presentations and the review of proposals; however, Pepco's technical staff will be

rs Pepco agrees with the electric AMI system dehnition developed by the Federal Energy Regulatory
Commission Staff:

Advanced metering is a metering system that records customer consumption [and
possibly other parameters] hourly or more frequently and that provides for daily or more
frequent transmittal of measurements over a communication network to a central
collection point. (Federal Energy Regulatory Commission Stadf Report entitled
"Assessment of Demand Response & Advanced Metering," August 2S06, p. 17.)

t6 PHI is the holding company of the Atlantic City Electric Company, the Delmarva Power & Light
Company, and the Potomac Electric Power Company. Collectively these companies deliver electricity to
customers in New Jersey, Delaware, Maryland, the District of Columbia, and Virginia. In additioo,
Delmarva delivers natural gas to customers in Delaware.

47



Potomac Electric Power Company
Attachment
Filed April 4,2007

responsible for the evaluation, vendor negotiations, and final vendor selection. After

vendor selections are made, Pepco will share its detailed implementation plan and refined

project cost estimates with the Advisory Group. The detailed implementation plan will

also be shared with the Commission.

Due to the significant utility costs expected to be incurred, Pepco recommends

that the Commission establish an AMI specific cost recovery mechanism in the near-

term. Approval of the proposed cost recovery mechanism will permit the Company to

recover its prudently incurred AMI capital expenditures over an appropriate time period

that is fair to both District of Columbia customers and PHI shareholders. Pepco also

recommends that the Commission approve the Company's Bill Stabilization Adjustment

("BSA") mechanism that is contained in Pepco's current District of Columbia electric

dishibution base rate filing (Case No. 1053). Commission approval of the BSA in that

proceeding will help to remove existing utility financial disincentives related to the

Company's installation of AMI supported demand response enabling technology and the

implementation of AMI supported optional time differentiated electricity pricing signals.

A more detailed discussion of the proposed cost recovery mechanisms is contained in the

record in case No. 1053, as well as in the cost recovery section of this filing.

The significant benefits of AMI deployment have recently been recognized by

other utilities and state regulatory commissions. Pennsylvania Power & Light Company

completed the installation of 1.3 million electric meters in 2004 for all of its electric

distribution customers. Southem Company (4.5 million electric meters) and Detroit

Edison (3 million electric meters) have received Commission approval to replace all of

their meters with an AMI system and are currently in the vendor RFP phase of this work.

The Pacific Gas & Electric Company has received California Commission approval for

universal deployment of an AMI system and is currently deploying 5.2 million electric

meters and 4.1, million gas meters. Southern Califomia Edison Company (5.1 million

electric meters for an estimated cost of $1.3 billion) submitted a filing on December 21,

2006 to the California Commission proposing to initiate AMI pre-deployment activities

leading to full deployment beginning in early 2008. San Diego Gas & Electric Company

has agreed to revise its AMI deployment plan for all of its customers (1.3 million eleckic
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meters and 800,000 gas meters) and is awaiting approval of a settlement agreement. On

January 23, 2006, the Baltimore Gas & Electric Company filed with the Maryland

Commission for approval of the deployment of an AMI system beginning in2007.

Pepco is currenfly working with the Smart Meter Pilot Program, Inc. to implement

a smart metering pilot prograrn in the District of Columbia during 2007. This pilot was

initiated as the result of the Pepco/Conectiv merger settlement agreement, whereby the

Company agreed to contribute $2 million towards a smart metering pilot initiative. The

pilot is designed to test residential customer response to three rate options based upon

Pepco Zonal day-ahead PJM Locational Marginal Prices: 1) hourly pricing, 2) ct'rtical

peak pricing, and 3) critical peak rebates. A portion of pilot progfam participants will

receive a smart therrnostat to help them to reduce their summer air conditioning load

during high priced periods. The purpose of the District of Columbia pilot is to test

customer response to different rate options and billing statements rather than to test any

AMI or smart thermostat technology. The results gathered from the study will be used by

Pepco to develop appropriate rate options for customers that will be supported by the

Company's universal AMI deployment plan.

It is now time to deploy an AMI system in the District of Columbia for the

following reasons: 1) the cost of electricity has risen significantly in recent years thereby

greatly increasing the need for detailed consumption data for all Pepco District of

Columbia electricity customers; 2) near-term AMI deployment will provide significant

Pepco District of Columbia electricity customer benefits; 3) AMI equipment is currently

available from vendors at a reasonable cost, but availability may become more limited in

the future as additional utility AMI deployments are initiated; and 4) metering technology

has evolved sufficientlyto make this practicable.

On July 31.,20CF,, the Commission issued Order No. 14016 establishing Case No.

1049 and soliciting stakeholder comments on whether additional Commission action was

required to comply with any aspects of the Act. Pepco filed its comments on August 30,

2006, and noted that no additional activities were required by the Commission at this

time. [n the CompanS,/s Reply Comments filed on September 14,2006, Pepco noted that

Commission establishrnent of a Working Group would be one method of addressing the
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Act's smart metering requirements. On March 23, 2007, the Commission issued Order

No. 14239 establishing an Advanced Metering Working Group. The Order requires the

Working Group to submit a report regarding the appropriateness of implementing a smart

metering program in the District of Columbia and to provide that report to the

Commission within ninety days. In this filing Pepco has announced its plans to install

advanced meters for all District of Columbia electricity customers, therefore the

Company recommends that the Commission established Advanced Metering Working

Group be revised to serve as an AMI Advisory Group to Pepco. Due to the complexity of

the design of an AMI system for the District of Columbia, Pepco recommends that an

initial AMI Advisory Group report to the Commission be submitted within 180 days

rather than 90 days.

1. AMI Infrastructure

The Company intends to implement an AMI system and the associated MDMS

for all of its District of Columbia electric customers as part of an overall PHI-wide

deployment beginning with the plaruring phase during 2007. The Company's adoption of

this approach is based upon its recent completion of a multi-year effort to examine the

technical and operational aspects of AMI systems, further development of AMI

technology and supporting systems, and the increasing benefits associated with providing

District of Columbia consumers with additional information about their electricitv

consumption in order to help to manage energy bills.

The near-term tasks for Pepco's District of Columbia AMI project include the

following:

r AssessCustomer/UtilityRequirements

o Establish Recommended Systems Capabilities

o Review Available Technology and Communications Systems

o Participate in Vendor Pepco RFP Development

o Develop Detailed Project Plan

o Identify Project Risks

s0



Potomac Electric Power Company
Attachment
Filed April 4,2007

Review Vendor ProposalslT

Refine Project Cost Estimatesl8

Prepare Detailed Pepco District of Columbia AMI Implementation

Plan

2. AMI Project Timeline

PHI is developing an AMI implementation timeline applicable for all of its

electric distribution companies that will result in completion of all AMI meter

installations within a five year time period after project start.le Pepco District of

Columbia AMI meter installations are expected to begin approximately eighteen to

twenty-four months after project start. PHI will optimize the installation of AMI

equipment in a manner that helps to minimize capital and labor related installation costs

and that is achievable with the expected availability of required labor and AMI

equipment. Pepco anticipates that as AMI metering equipment is installed some of the

benefits related to AMI will be available to each customer that receives the new metering

equipment.

3. AMI Implementation Cost

The Company estimates that a universal deployment of AMI for all of its 256,357

District of Columbia electric distribution meters will be approximately $60 million,

depending upon system capability and configuration. The major components of this cost

include new smart meters with household communication links, communication

equipment and the build out of the local area network ("LAN") and the wide-area

network (*WAN"), and supporting software systems. It is important to recognize that

ttAdvisory Group members will be invited to participate in vendor presentations and the review of
proposals; however, Pepco's technical staffwill be responsible for the evaluation, vendor negotiations, and
final vendor selection. The Company will present the rationale for this selection to the members of the
advisory group.

18 Final project cost estimates will be available after
completed.

tn A li-ited number of meters may require additional installation time due to access or location problems.

vendor selection and negotiations have been
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Pepco will not be able to provide refined project cost estimates until vendor selection and

contract negotiations have been completed. The purchase and installation of a meter data

management system ("MDMS") will also be required to process the significant quantities

of meter data collected through the AMI system. Based upon full PHI AMI

implementation, the Pepco District of Columbia allocated cost for the MDMS is

approximately $1.2 million.20 Potential additional expenses that are not included would

be incurred for interfaces to Control Center outage management software, upgrades to the

utility settlement system, fufure custorner information system upgrades or replacement,

customer educational materials, utility personnel training, and any deployed demand

response technology.

Pepco's demand-side management program proposals contained in this filing

include preliminary cost estimates for the installation of remotely controllable

programmable thermostats for residential and small commercial customers. These smart

thermostats will permit Pepco to replace its pre-existing Kilowatchers Program with state

of the art technology designed to reduce residential and small commercial customer air

conditioning load during periods of high electricity demand. The smart thermostats will

serye as an easy mechanism for customers to control both their overall electric cooling

and gas or electric heating costs.

4. AMI Communication Technology

The primary component of an AMI System is the communication system. At this

time, five altemative communication methods exist: power line carrier, broadband over

power line, fixed radio, and systems using cellular and"/or landlines. Under power line

carrier, data pass through the electric distribution network and are gathered at electric

distribution substations for transmittal back to the utility. Broadband over power line

(*BPL") permits an even greater quantity of digital data to be passed through the electric

distribution network; however the data are effectively blocked by distribution

'0 Th" totul cost of a MDMS system is estimated to be $10 million.
this cost across all of the Pepco Holdings, Inc. electric distribution
adopt the Blueprint for the Future.

Ultimately, Pepco proposes to spread
companies and the jurisdictions that
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transformers necessitating the installation of additional equipment to bypass each

transformer. BPL also offers the ability to provide high speed intemet access, cable

television, and telephone communications. BPL systems are more expensive to install

than other AMI communication systems due to the additional required equipment. Pepco

has participated in a BPL test in Montgomery County, Maryland for several years.

Radio based systems directly communicate with individual meters. Mesh systems

permit meters that are unable to directly communicate with the radio tower due to

insufficient signal strength, to communicate with nearby meters that have the capability

of passing data to the towers. Altemative radio communication techniques for difficult to

communicate with meters include the installation of additional antenna or special data

collectors that have the capability of communicating with the towers. (A radio

communication system has been selected for the advanced meter pilot program in the

District of Columbia.) Cellular or landline systems typically rely on available

communication networks established by cellular telephone companies and hard-wired

telephone systems. The limitations of these systems include monthly access fee expense,

rapidly changing cellular communication protocols, and cellular service coverage

limitations. (Pepco has piloted a hybrid Cellnet AMI System since 2005 in order to

evaluate the capabilities of this communication system for the purposes of outage

detection, AMI, and distribution automation.) Any deployment of advanced metering

infrastructure could include one or more of these communication systems.

The Company plans to deploy a two-way AMI system versus a one-way system

due to the numerous operational advantages of doing so. The advantages of two-way

communications include the following capabilities to support advanced applications

related to: remote tum on/off, the ability to send price signals directly to customers, the

ability to verify power outages and restoration, and the ability to veriSr directly connected

demand response enabling technology.

Pepco will improve the Company's communications network to accommodate the

increased flow of customer and distribution system data to and from Pepco's operational

centers. A fixed communications network provides the most robust and secure

communications platform for AMI and Distribution Automation (DA). This network
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would take information to Pepco's substations; from there it would travel over a private

fiber network to Pepco's main offices. All of Pepco's transmission substations are

currently served by fiber and the Company has plans to install fiber at its distribution

substations as well. It is important to leverage this network across all of Pepco's

technology investments, as it will support all applications if they share a common

communications network.

5. Metering Issues

The metering of District of Columbia electricity customers is more difficult than

suburban areas of Pepco's service area and as a result the installation of AMI for all

District of Columbia customers may be more expensive and time consuming than

Pepco's Maryland AMI installation. This is due to three factors: 1) the urban nature of

the District, 2) security issues related to the nation's capital, and 3) the comparatively

older age of many of the District's residences and commercial buildings. More than half

of all District of Columbia electricity meters are located inside buildings rather than

mounted on exterior walls, thereby creating meter installation scheduling difficulties. As

a result of these indoor meters, Pepco maintains more than 42,000 keys to permit meter

readers to access many indoor meters. Approximately 27,000 of the residential indoor

meters are difficult to access due to difficulties coordinating entry with the residents.

Many customers with inside meters have constructed walls or other obstructions around

their meters, a portion of which will have to be removed to accommodate AMI related

meter replacements. Additionally, the Company expects that the installation of new

meters will require the change out of more than 15,000 meter sockets that are

incompatible with the installation of new meters. Security issues related to Federal

buildings and foreign embassies will further complicate the installation of AMI

compatible meters. Meters located in larger buildings are frequently located several

fl oors underground, complicating AMI meter communications.
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6. AMI Bene{its

Pepco has identified the following major benefits that could be derived from the

universal deployment of an AMI System in the District of Columbia.

Remote Meter Reading

o Eliminates need for meter reader to read the meter: A permanent AMI

communication network can exchange data with meters and virtually

eliminate the need for any utility employee or utility contractor to access

the meters on a monthly basis for meter reading. Customer benefits

include increased customer security, minimized billing anomalies

(misread, estimated read etc.), elimination of meter reading access issues,

and the immediate availability of energy consumption data to permit rapid

utility response to high bill inquiries. Together these customer benefits are

expected to greatly enhance Pepco District of Columbia customer service

and to increase Pepco customer service satisfaction.

o Permits more frequent readings: An AMI system creates customer

benefits by enabling meter reading on a daily basis, thereby collecting

hourly electricity readings. This supports the provision of additional

energy consumption data to customers to improve their ability to control

energy costs. An AMI System's ability to collect interval data on a daily

basis creates a valuable database. This rich database, in conjunction with

an intemet accessible energy services portal, enables customers to readily

determine how and when they use energy and to develop strategies for

lowering their bills.

o Supports enhanced customer service capabilities: Resulting customer

service improvements are expected to include customer selectable billing

dates, improved utility response to high bill inquiries, the ability to readily

obtain meter readings that coincide with customer requested move dates,

and the rapid utility notification of customer outages.
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Improves reading accuracv: An AMI system improves the accuracy of

meter readings and, thereby, the calculation of all customer bills.

Discovers malfunctioninq meters: An AMI system includes numerous

processes to verify that the meter is recording properly. Each meter

includes software designed to detect meter and communication

malfunctions. that can be directly reported to the utility.

Provides additional customer specific load research data: AMI systems

are designed to support customer specific load research by compiling

interval data for all customers. The data can be used by Pepco"s

distribution and transmission system planners to optimize the design of the

electric system. Competitive electricity suppliers can use the data to refine

their price offers to customers. Wholesale electricity suppliers

participating in the SOS bid process can improve their price bids based on

the data. Additionally, the interval data support the evaluation of the

impact ofboth energy efficiency and demand response programs.

Demand Response

o Inteeration of AMI System with demand response enabline technoloev:

AMI systems can support the installation of demand response technology,

such as remotely controllable programmable thermostats, to directly

reduce customer electricity demand during periods of high electricity

demand. In the future, other electricity end-uses may be installed that

have the capability to automatically reduce electricity demand during

periods of high electricity prices.

o Supports demand response throueh oricing options that more closelv track

wholesale electricitv market supply conditions: Examples of effective

voluntary rate options that directly reflect existing electricity market

conditions include: hourly pricing, critical peak pricing, and critical peak

load reduction rebates. These alternative rate mechanisms can be designed

to reflect either day-ahead or real-time PJM Pepco Zonal Locational
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Marginal Prices. Participants in these rate options can reduce their

monthly electricity bills by reducing their electricity consumption during

high priced periods and thereby place significant downward pressure on

regional electricity energy and capacity prices - benefiting all Pepco

District of Columbia customers.2l These rate options combined with the

availability of direct load control technology are a powerful tool for

reducing the overall peak electricity demand in The District of Columbia,

in a customer friendly manner.

o Enhances customer control over monthlv bills throueh additional billine

information reeardine electricitv consumption: As discussed above, AMI

enables utilities to empower better customer control over energy costs in

ways as simple as showing the customer on their monthly billing

statements when they use energy.

o Distribution System Monitoring

o Improvine distribution svstem desien. reliability and performance: Smart

Grid concepts are now available that permit the utility to deploy an affay

of sensors and control devices supported by an AMI system to provide

additional near real-time monitoring. Examples include transformer load

management, feeder load analysis, recloser control, fault indicator

monitoring, voltage and phase monitoring, and capacitor bank switch

control.

o Distribution System Asset Management

o Outage Reportine: Supports more rapid customer restoration time: An

AMI system can detect outages without customer calls. This enables

2r A study released on January 29,2007 and commissioned by the Mid-Atlantic Distributed Resources
Initiative ("MADRI") and the PJM Interconnection, LLC, found that electricity day ahead prices would be
reduced by 5 to 8 percent or by $57 to $182 million assuming a 3 percent peak demand reduction in the
Mid-Atlantic area. The estimated savings for the District of Columbia range from $ 1.6 to $5.3 million.
These saving figures will be signihcantly greater if price impacts on the following PJM market components
are included: real time energy market prices, capacity prices, and PJM ancillary market prices.
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Pepco to respond to outages as quickly as possible and often before the

customer even knows an outage has occurred. AMI systems are also

capable of reporting momentary outages that could indicate a loose

conductor coupling, loose neutral or other service issues including a

rubbing tree branch.

o Repair crews can be dispatched with improved accuracv: AMI data

allows utilities to dispatch repair crews in a more efficient manner. The

data permits the utility to acquire outage data within minutes of an event --

permitting Pepco to determine the type of repair likely to restore power

most quickly to the greatest number of customers. Customer benefits from

this include minimization of outage inconvenience, reduction in lost

revenues, and minimizatton of lost product (restaurants, manufacturing

etc\.22

o Remote Service Disconnect

o Reduces utilitv service visits: AMI coupled with remote Service Connect

and Disconnect ("SCD") enables the utility to remotely disconnect

customers. This enables the utility to disconnect service for a departing

customer and thereby lessening disagreements over departing/arriving

customer energy use. Additionally the utility can turn on service for a new

customer virtually in real time rather than the customer having to wait for

a utility crew to perform the task. This increases customer satisfaction

while reducing utility costs especially for locations with high levels of

SCD activity. AMI enables a future vision of self service for many

activities allowing customers greater flexibility and increased satisfaction.

Similarly, AMI can reduce service calls and outages attributable to a

customer based outage event such as a circuit breaker opening during a

'2 Pennsylvania Power and Light claims that its Hurricane Isabel efforts were substantially aided by its
AMI system resulting in an estimated l0% reduction in restoration costs and a 6 hour improvement in
system wide recovery.
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storm. Most customers assume the problem is utility based and the normal

process is for the utility to dispatch a field crew. Conceptually, an AMI

system could be used by a customer service representative for a real time

meter service audit to determine if power is being supplied and if the

meter is operational and has not lost supply to a meter leg. In response to

many of these events, Pepco can restore service in minutes without the

need or expense ofa field crew visit.

Tamper Detection

o Informs utilitv of possible meter tamperine: AMI systems are designed to

support revenue assurance and the minimization of meter tampering. This

is accomplished with sensors that can detect some of the major methods of

tampering to detect anomalous patterns of energy use that are otherwise

difficult or expensive to detect. This helps to ensure that other customers

are not unfairly burdened.

Supports New Rate Options

o Renewable Generators

Pricing tariffs that reward renewable generators (or other distributed

generation resources) for their production of electricity during periods of

high energy prices will be supported. This is particularly valuable for

resources such as photovoltaic systems, which supply energy during

summer weekdays. Additionally, utility monitoring of the production of

all distributed generators can be accomplished remotely to ensure the

adequate supply of electricity and to provide the data necessary for these

resources to participate in the regional Renewable Energy Credit (*REC")

market.

o Plue-In Vehicles

Rate designs that support the expected surge in the use of plug-in vehicles

through pricing that is substantially lower during nights and weekends can
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be readily accommodated. These electricity rates will encourage greater

numbers of customers to purchase these vehicles by helping to reduce

their operating costs. All District of Columbia customers will benefit

through reductions in vehicle air emissions - a major source of air

pollution in the State. Simultaneously the District of Columbia's

dependence on foreign sources ofenergy will be lessened.

o Time Differentiated Pricine Options

Electricity rate pricing options that include critical peak pricing andlor

hourly prices related to day ahead or real time wholesale energy market

prices can be offered by the utility and competitive suppliers. Customers

electing these rates will have the opportunity to reduce their electricity

bills by reducing their use of electricity during high priced hours. These

rates will result in lowered demands for electricity during high priced

periods, thereby lowering regional market electrie energy and capacity

prices for all District of Columbia consumers. These rates will encourage

customer participation in demand response programs, including the

Company's proposed smart thermostat program.
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PEPCO'S BLUEPRINT FOR THE FUTURE PLAN

BLUEPRINT COST RECOVERY
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III. PROPOSED COST RECOVERY

1. BSA Mechanism

In its filing in Case Nurnber 9092, the Company has proposed a Bill Stabilization

Adjustment (*BSA'), a billing adjustment to be applied on a quarterly basis for all

customers. The Company's filing provides a detailed description of the BSA mechanism

and the advantages it offers to boih the customer and the Company, including allowing

the Company to actively promote DSM related programs. This section contains a brief

summary of the Company's filed BSA proposal.

The BSA is intended to stabilize revenue fluctuations resulting from unanticipated

changes in electricity use, and ensures that the Company only recovers the Commission

approved level of distribution costs. In essence, the BSA provides for decreases in

delivery rates if actual revenues per customer are above the Commission approved level,

and it provides for increases in delivery rates if actual revenues per customer are below

the Commission approved level.

The BSA will promote demand side management measures. In this filing, the

Company is proposing development of electric energy efficiency measures and demand

response services for residential and small commercial customers, as part of an overall

response to the recent increases in supply prices. Demand side management pfograms

reduce sales and, consequently, revenues and fixed cost recovery decline. This creates a

disincentive for the utility to consider demand side resources. The existing rate structure

provides strong incentives for utilities to sell as much electricity as possible in order to

maximize profit. The BSA removes the incentive for the Company to maximize its sales

in order to benefit shareholders. Without the BSA, the Company's shareholders benefit

with each additional kWh delivered. With the BSA, the link between increased sales and

profits is broken. The Compan/s interest in helping its customers use energy wisely and

efficiently is no longer at seeming odds with the interests of shareholders. By decoupling

the Company's revenues from changes in the volume of electricity delivered to

customers, the adoption of the BSA aligns the Company's interests with the interests of

the customer. The adoption of the BSA mechanism is a critical component of the

Company's overall proposal to institute conservation programs to help customers meet
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the challenges of the current high costs of energy, without conflicting with the interests of

shareholders.

It is important to keep in mind that the BSA would only be applicable to the

distribution portion of the customer's bill; currently, the distribution portion accounts for

only 17%o of the average residential customer bill. The supply portion of the bill, which

accounts for almost 75o/o,wolld not be subject to the BSA. This has several important

ramifications. First, customers still have a strong incentive to use energy efficiently,

based on the savings associated with the supply side of the bill. Second, by being

applicable to only the distribution portion of the bill, the BSA should create minimal

fluctuation in the total amount of a customer's bill.

2. DSM Funding Options

Two alternative methods exist to fund Pepco's DSM expenditures, other than

smart thermostat related capital costs. The Commission could fund newly approved

Pepco managed programs through the existing Reliable Energy Trust Fund ("RETF')

electric distribution bill surcharge or through a newly established DSM surcharge. The

Reliable Energy Trust Fund was established by the District of Columbia Council through

the Retail Electric Competition and Consumer Protection Act of t999 (the "Act"). The

Act permits a RETF public benefits surcharge on electricity distribution bills that would

not exceed $0.0008 per kWh during the first four years of its implementation and a

surcharge that would not exceed $0.002 per kWh thereafter. The Act required that any

collected RETF funds be used to support only low income programs, energy efficiency

programs, and renewable energy programs. The Act authorized the Commission to

determine the types of programs that would be funded through the RETF. (DC Code g

34-rsr4)
The Commission authorized an accelerated effective date of January 1, 2001 for

the implementation of the RETF surcharge and approved a low income customer

aggregation program, an expansion of the benefits available to participants of the

Residential Aid Discount (RAD) Program, and a Low-Income Home and Apartment

Weatherization Program. As a result of the merger of Pepco and Conectiv, the Company

agreed to absorb the then existing RETF expense of $0.00021 per kWh beginning after
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the closing of the merger through August 7, 2007, per the Unanimous Agreement of

Stipulation and Full Settlement (Settlement Agreement) frled with the Commission on

February 27, 2002. The Settlement Agreement was approved by the Commission on

May l, 2002 in Order No. 12395, Formal Case No. 1002. The Commission approved

DDOE's implementation of $10.5 million of RETF funded 'Year 2" programs through

Order No. 13475, issued on March 7,2005. On December 13, 2006 the Commission

issued Order No. 14139 approving an increase in the existing RETF surcharge by $2.9 to

$3.3 million to help offset an increase in generation related Residential Aid Discount

rates effective February 8,2007. Total annual RETF program funding is now

approximately $13.6 million, of which $8.8 million relates to low income programs.

The current maximum RETF surcharge rate is S0.002 per kWh. If the RETF

surcharge were set at this level, it would result in the collection of approximately $23.1

million annually.23 If RETF funding for low income programs remains at $8.8 million,

approximately $14.3 million would be available annually to support energy efficiency

and renewables programs. If each of Pepco's proposed DSM and renewables related

programs were funded through the RETF, excluding the capital costs related to the

installation of smart thermostats, the Year 3 expenditures would equal approximately

$10.3 million.

The advantage of funding Pepco's proposed DSM and renewables expenditures,

other than smart thermostat related capital costs, through the RETF is that the swcharge

mechanism already exists. The disadvantages of funding the new programs in this

manner include the following. First, there is no provision under the RETF funding Act to

differentiate the surcharge for different customer classes based upon program

expenditures for a particular customer class. A flat RETF rate per kWh for all electric

distribution customers is likely to be a concern for larger customers. Second, over time it

is likely that RETF funded low income programs, energy efficiency programs, and

renewable generation programs will be forced to compete for limited RETF funds. It is

worth noting that at this time annual RETF program expenditures are funded tlhrough

23 Estimated based upon Pepco's 2007 forecast District of Columbia distribution customer e.nergy sales.
Distribution energy sales to customers under the Residential Aid Discount ("R qn"; are excluded by statute
from paying the RETF surcharge.
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matching annual RETF collections. In the future, RETF program expenditures could be

allowed to exceed RETF collections during some years if provisions were made to permit

recovery of expenditures and annual carrying costs equal to the Company's approved rate

of retum over time (not to exceed five years).

Alternatively, DC Code $34-1511 permits the Commission to establish a

surcharge mechanism to recover Pepco's costs for "public purpose" programs established

by law or by the Commission. Therefore, the Commission could establish a DSM

electric distribution surcharge mechanism that would recover all DSM expenditures,

other than smart thermostat related costs, over a five year peiod.2a Ptogram costs would

be allocated to each rate class eligible to participate in each implemented program. This

surcharge mechanism would be similar to the DSM surcharge mechanism that existed in

the 1990s for Pepco in Maryland and the District of Columbia. Pepco's annual carrying

cost of any unrecovered expenditures would equal the Company's approved rate of

return.

The surcharge amount would be established by an annual Pepco DSM surcharge

adjustment filing, subject to Commission approval, based upon the forecast level of

expenditures for the next program year and any required *true-up" adjustments for over

or under collections from the prior year. If Pepco's recommended DSM programs were

implemented, the estimated maximum monthly surcharge for residential customers would

be $0.001252 per kWh and $0.000500 per kWh for non-residential customers.

The advantages of funding Pepco"s proposed programs through a new diskibution

surcharge mechanism include: 1) the ability to vary the surcharge amount by customer

class, 2) avoiding RETF funding related constraints and the need to compete with low

income programs, and 3) the ability to establish a five year recovery period for program

costs to ensure that program costs more closely align with resulting customer benefits.

'n The DSM cost recovery period in Maryland was established at five years and in the District of Columbia
was established at ten years. Pepco believes the Maryland recovery period is more appropriate to avoid
potentially stranded DSM utility investments.
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3. AMI Adjustment Mechanism

The deployment of AMI technology will require the removal and disposition of

existing meters that are not fully depreciated and may require replacement of, or

significant modification to, existing meter reading, communications, and customer billing

and information infrastructure. To encourage the implementation of this new technology,

the Commission should adopt ratemaking policies that remove a utility's disincentive

toward demand-side resources that reduce throughput. The Commission should also

provide for timely cost recovery of prudently incurred AMI expenditures in order to

provide cash flow to help finance new AMI deployment.zs

Pepco requests that a base rate electric adjustment mechanism (*AMI Adjustment

Mechanism") be adopted to recover the capital costs associated with the installation of

smart thermostats and the AMI on a timely basis between base distribution rate cases.

Specifically, the AMI Adjustment Mechanism would be set annually on the basis of total

project expenditures during the previous 12 month period. Pepco proposes to net utility

cost savings26 resulting from AMI deployment from the cost recovery sought each year.

Pepco requests that the cost of retiring all existing meters be recovered through the AMI

Adjustment Mechanism over a three to five year period to r'€cover stranded costs.

Pepco's rate of return on any unamortized expenditures would equal the Company's

approved rate of return. The amount of the AMI Adjustment Mephanisnq would vary by

customer class, reflecting any AMI or smart thermostat cost differences. If the

Commission approves the AMI Adjustment Mechanism, the mronthly bill impact on

customers after full AMI deployment is estimated to be no higher than $7.00 initially for

each electric customer. These costs will be offset by energy cost reductions, utility cost

reductions, and service quality improvements.

t5 
ERE-I Resolution to Remove Regulatory Barriers to the Broad Implerirentatlon of Adwanced Metering

Infrastructure, Adopted by NARUC Board of Directors on February 21,2007, NARUC Winter Meetings,
Washington, DC.

26 Expected utility cost savings include the elimination of meter readers and redsrctions in the number of
Pepco customer service visits.
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An alternative utility cost recovery approach could be obtained

base rate case filings; however, this mechanism has the significant

delaying the timing of Pepco's cost recovery for a significant capital

having a potentially adverse impact upon the Company's cost of capital.

through electric

disadvantage of

cost project and
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PEPCO'S BLUEPRINT FOR THE FUTURE PLAN

APPENDIX A

DSM COST-EFFECTIVENESS
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DSM Cost-Effectiveness Screening

During December 2006, PHI completed an extensive study of DSM options as

part of a required Delaware specific integrated resource planning ("IRP") study. That

study included an exhaustive cost-effectiveness screening of potential DSM measures

followed by a least-cost modeling effort to select the least cost supply measures. Because

of the high level of detail associated with that study and its geographic proximity to the

Pepco service territory, it became the logical starting point for Pepco's recommended

District of Columbia DSM screening work. Due to budgetary constraints and the

significant limitations of an IRP in a competitive generation supply market, Pepco did not

conduct the elaborate least-cost modeling work for its development of recommended

DSM programs in the Pepco District of Columbia service territory.

In brief, the IRP study consisted of screening an extensive list of individual

measures for cost-effectiveness, bundling passing measures into programs, estimating the

rate at which these programs could be implemented in the marketplace, and calculating

associated program costs and benefits. Therefore, to evaluate the applicability of this

study to other PHI service areas, consideration was given to whether measures remain

cost-effective and how variations in customer characteristics might affect potential

program impacts. The method used to develop the recommended DSM programs is

described below, including discussion of instances where the assumptions from the

Delaware analysis were deemed valid and instances where revised assumptions specific

to the Pepco District of Columbia service territory were used.

Measure Identification

The list of measures considered was focused on measures which are currently

commercially available technologies and that provide some energy reduction benefits

relative to a standard or baseline option. The list does not include emerging, fuel

switching, or distributed generation technologies, but instead focuses on well-defined

technological options suitable for inclusion in DSM programs.

To develop the list for the commercial and residential sectors, historical Pepco

studies were reviewed and supplemented with ICF International's proprietary database of
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Exhibit A-1: Residential DSM Measures Considered
1. CentralAC Quality Installation 15. ENERGY STAR Dishwasher
2. CentralAC Tune-Up 16. ENERGY STAR Groundsource Heatpump
3. Central Heatpump Quality Installation 17. ENERGY STAR Home
4. Central Heatpump Tune-Up 18. ENERGY STAR Refrigerator
5. Duct Sealing 19. ENERGY STAR Window AC
6. Efficient Basement Insulation 20. High-Efficiency Pool Pump and Timer
7. Efficient Ceiling Insulation 21. High-Efficiency Portable Electric Spas
8. Efficient Domestic Hot Water Heater 22. Home Performance with ENERGY STAR
9. Efficient Walf f nsulation 23. Programmable Thermostat
10. Efficient Windows 24. SmartStats
11. ENERGY STAR Central AC 25. Updated Energy Code
12. ENERGY STAR Central Heatpump 26. Water Heater Load Control
13. ENERGY STAR CFL 27. Weatherization Asslstance
14. ENERGY STAR Clothes washer 28. ENERGY STAR Dishwasher

Potomac Electric Power Company
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energy efficiency technologies and other available public sources. The list of 28

residential measures considered is listed in Exhibit A-1. The list of 27 non-residential

measures considered is provided in Exhibit A-2.

Measure Impact Estimation

For each of the measures identified above, energy and demand savings were

estimated by applying them to all applicable sectors of the Pepco service territory in the

District of Columbia. For example, energy and demand savings were estimated for a

high-efficiency central air conditioner installed in existing and new residential

construction, with a variety of HVAC systems (e.g., central air conditioner with gas

Exhibit A-2: Non-Residential DSM Measures Considered
1 . Building Commissioning 15. LED Exit Sign (4 W)
2. Central Chiller Quality Installation 16. Linear Fluorescent (2L4' F28T8/SS) Lighting
3. Copier Power Management Enabling 17. Network PC Monitor Power Management Enabling
4. Efficient Windows 18. Occupancy Sensors (Lighting)
5. Energy Management System 19. Operator Training and Maintenance Program
6. Heatpump Quality Installation 20. Package AC Quality Installation
7. High Bay TS (4L4' F28T5/HO) Lighting 21. PC Power Management Enabling
8. High-Efficiency Central Chiller 22. Perimeter Daylighting Controls
9. High-Efficiency Heatpump 23. Printer Power Management Enabling
10. High-Efficiency Motor 24. Screw-ln Compact Fluorescent Lighting
11. High-Efficiency Package AC 25. SmartStats
12. High-Efficiency Packaged Terminal AC 26. Split AC Quality lnstallation
13. High-Efficiency Split AC 27. Updated Energy Code

Vending' t4.
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furnace, central air conditioner with electric resistance heating). The method used to

evaluate technologies was selected based upon whether the technology was weather-

sensitive or non weather-sensitive.

The demand and energy impacts of each weather-sensitive technology were

estimated by first defining a baseline from which savings were measured. Energy and

demand impacts are influenced by the characteristics of the building to which they are

applied. For example, changes in architectural characteristics (e.g., size, window area),

energy efficiency features (e.g., insulation levels, equipment efficiencies), and operating

characteristics (e.g., hours of operation, occupancy levels) will impact demand and

energy savings associated with that measure. Baseline building characteristics were

established for both the residential and commercial buildins sector and for both new and

existing construction.

A review of available Pepco data and external data was conducted to assess

differences in residential buildings between Delmarva Delaware and Pepco District of

Columbia service territories. Recent data from the U.S. Census Bureau were determined

to be best for this purpose. The key characteristics for each area's residential buildings

are displayed below. Data were obtained for all counties within the Delmarva Delaware

service territory and a weighted average was calculated using the total buildings within

each countv.

7 l
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Exhibit A-3: Kev Characteristics of Residential Sector

UNITS IN STRUCTURE
1-unit, detached
1-unit, attached
2 units
3 or 4 units
5 to 9 units
10 to 19 units
20 or more units
Mobile home
Boat, RV, van, etc.
YEAR STRUCTURE
BUILT
1999 to March 2000
1995 to 1998
199O to 1994
198O to 1989
197O to 1979
196O to 1969
194O to 1959
1939 or earlier

Delmarva DE

56%
14%
2%
3o/o

4%
5o/o

5%
11o/o
o%

3o/o

8%

10o/o
1Bo/o

16%

14%
20%
11%

Pepco DC

14o/o
27Yo
3%
7o/o
7%
10To
32o/o

0%
0%

1 %
1 %
1 %
s%
9%
15%
33o/o

35o/o

As can be seen from Exhibit A-3, the structure types within the residential sector

are similar. Most notably, the District of Columbia has fewer mobile homes and more

large multi-family units than Delmarva. This difference is addressed at the program

design level, for which a higher percentage of room air conditioners are accounted f,or.

With regards to the age of the structures, the District of Columbia structures are of an

older vintage than Delaware. Because more than 90% of the structures were constructed

more than 25 yearc ago, it is reasonable to assume that many of the energy efficiency

features of these homes (e.g., HVAC systems, water heating systems, attic insulation, and

lighting) have been updated to more recent efficiency levels, making them comparable

with the features of the homes analtzed in the Delmarva Delaware territory. Other

features less likely to be updated (e.g., wall insulation, foundation insulation) would have

a marginal impact on energy consumption in the District of Columbia region due to the

prevalence of multi-family buildings. This is due to the decreased percentage of exterior

wall area in this housing type, relative to single-family detached homes. Therefore, the

27 Delmarva Delaware service territory includes all counties within Delaware - Kent, New Castle, and
Sussex.
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characteristics of the Delmarva Delaware residential buildings are expected to be similar

to those in the District of Columbia.

Less data about building characteristics were available for the commercial sector.

However, it could not be assumed that the building sectors were identical. Data from the

Commercial Buildings Energy Consumption Survey (CBECS) were used to represent the

types of commercial buildings in the District of Columbia. Because CBECS only

contains data defined at the census region level, as opposed to state or county level, the

data for the relevant census region were compared to local survey data that were available

in the Delmarva territory. Exhibit A-4 lists the types of commercial buildings in the

Pepco territory, as represented by CBECS, and the Delmarva territory, as represented by

local survev data.

Exhibit A-4: Distribution of Commercial Buildins Sub-sectors
Delmarva Pepco

DE DC

Office 3% 14o/o
RestauranVBar 19% 7o/o
Grocery 8o/o 6%
Retail(Non-food) & Service 45% 29%
Wholesale/ Warehouse Oo/o 14%
Hotel/Motel 1% 3%
Recreation 3o/o S%
Health/Medical Z% 3%
School/Education 1Vo 10%
Church/Religious 1Z% 9%
Public Order & Safety / Social Service 1% 0%
Other 3% 0%

100% 100%

The data from CBECS indicate that the District of Columbia contains a higher

percentage of small and large office building than those found in the Delmarva service

territory. Therefore, additional energy simulations were conducted to account for this

variance, while the analysis completed for Delmarva was considered representative of the

small office building and other sectors. The same measures analyzed for the small office

sector (e.g., energy management systems, building commissioning) were applied to the

supplemental large office analysis, with the exception of the high-efficiency
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HVAC measure. Because large offices often employ chiller-based HVAC systems, the

large office analysis used this equipment type and the savings potential of a high-

efficiency chiller system was added.

Aside from the differences noted above, the cost-effectiveness of individual

measures on a per building basis will not be significantly impacted. Commercial

measures considered were largely focused on improvements to lighting and cooling

system efficiencies. These types of measures should be equally applicable to the sub-

sectors with greater prevalence in the Pepco District of Columbia territory, meaning that

incremental costs and savings are expected to be consistent on a per building basis, along

with overall cost-effectiveness.

As a final assessment of the applicability of the baseline buildings used in the

Delmarva Delaware study, average electrical consumption per customer was compared

between service territories. Exhibit A-5 contains average annual 2006 customer usage.

Exhibit A-5: Average Electrical Consumption per Customer
Customer Class Delmarva Pepco

DE DC
Residential 11,033 8,78E
SmallCommercial (<100 kW) 8,894 46,169

This exhibit shows that the average annual electric consumption of Pepco residential

customers is somewhat less than that of Delmarva customers. This is consistent with the

greater prevalence of multi-unit and attached housing indicated in Exhibit A-3 3 and is

accounted in program planning by increasing the percentage of room air conditioners in

the Pepco DC service territory. The large increase in average consumption for small

commercial customers is attributable to the significantly higher percentage of offrce

buildings in the DC Pepco service territory. This is accounted for by adjusting the

quantity of each measure that can be implemented in the service territory to match the

prevalence of each comme.rcial sub-sector. For example, the quantity of building

commissioning measures and the associated benefits for a com,rnercial office building ate

greatly increased.

The baseline building definitions and each individual DSM measure were then

entered into the DOE2.lE energy simulation modeling prograns" 
'DOE2.lE 

is a
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nationally-recognized standard computer program for performing energy analysis on

buildings, and has been widely used by industry for almost 20 years. DOE2.lE is

accepted for determining energy efficiency by the American Society of Heating,

Refrigerating, and Air-conditioning Engineers (ASHRAE) and has been validated for

accuracy both in controlled laboratory studies and in comparison with actual detailed

building metered energy use. The DOE2.lE program and this approach have been used

by numerous utilities (including Pepco), Federal, and state agencies (including EPA's

ENERGY STAR Program) for analysis of the impacts of energy-efficient technologies.

To simulate the performance of buildings, DOE2.1E requires hourly weather data.

Building simulations commonly employ Typical Meteorological Year (TMY) weather

data, which is a subset of collected weather data selected to represent the range of

weather conditions the location is likely to experience over many years. The best readily

available TMY weather data in the proper format for Pepco's District of Columbia

service territory is Sterling, VA. Therefore, each of the measures was modeled using

this location in DOE2.lE to determine its energy and demand impact. These models and

simulations represent approximately 85o/o of the residential buildings and 75Yo of the

commercial buildings within the service territory, with the remaining comprised of

unclassified buildings (e.g., denoted by the "other" building type in the Delmarva Power

baseline studies), building types with very little representation, or buildings with few

applicable DSM measures.

For the non weather-sensitive measures, the savings were estimated (primarily

using ICF engineering calculations or the experience of other utilities) by comparing the

energy-efficient technology to a standard efficiency baseline technology. In certain

cases, the 2005 Database for Energy Efficiency Resources (DEER) was used, which is

widely regarded as the most extensive database of energy efficiency technologies

available. For each technology, available data were gathered or ICF assumptions used to

estimate annual electricity consumption and peak demand savings relative to a standard

baseline technology. In addition, the percentage of peak demand savings coincident with

system peak was estimated.
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Measure Cost Estirnation

The cost of each measure relative to baseline practices was developed next. To

establish measure costs at this initial stage of estimating the potential for energy

efficiency programs, the industry standard practice of using high quality estimates from

other studies was followed, validated and adjusted where possible to reflect Pepco-

specific factors. Existing Pepco filings, research, and additional sources, primarily the

DEER database, were reviewed. [f these prefened sources of measure costs were not

available for particular technologies, other DSM program filings, vendor quotes,

monitoring and evaluation reports, or professional judgment as necessary were used.

Note that ICF recornmends that measure costs be validated as a component of detailed

program design, and monitored on an ongoing basis as a part of program implementation.

Cost-Effectiveness Screening

After each technology is characterizedby energy savings, demand savings, and

incremental cost, the individual technologies could then be evaluated using a simple

screening test. The purpose of conducting this test was to exclude measures that were not

cost effective under a favorable set of economic assumptions from further consideration.

Cost-effectiveness of each measure was evaluated using the All Ratepayers Test (ART)

metric, which is defined as follows:

D---^r lz- _ f f .S uro,r ,r '  EACt * So"* '  PACt*Soo"'GAC,
benelr$ART

' : r  Q+ d)'

Costs,,. =ff ' ' '
^^t 

fr Q+ d)'
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Where:

Life is the life of the measure in years

Selectricity is the annual kWh of electricity savings for the measure

EACI is the electricity avoided cost per kWh in year t

Sp*t is the coincident peak savings of the measure

PACI is the peak avoided costs per coincident kW in year t

S6u, is the annual therms of gas savings for the measure

GACt is the gas avoided cost per therm in year t

IC is the measure's incremental cost

d is the discount rate

This test was used for screening to be consistent with past evaluations completed

by Pepco in District of Columbia. ART values were calculated for individual measures

using the revised energy and demand impact estimates, regionally specific avoided

energy, capacity, and T&D costs and discount rates. These key economic parameters are

listed in Exhibit 4.-6.

Exhibit .4.-6: Key Economic Parameters Used in Calculating ART Values
Key Economic Parameters Pepco DC
Discount Rate 9.09%
Avoided Capacity Cost ($/kW) 92
Avoided Energy Cost ($/kWh) 0.060
Avoided Enerqv Cost ($/therm) 1.07

The electric avoided energy cost assumption listed above was developed by

discounting the $0.08556 per kWh Standard Offer Service rate by a typical retail supplier

margin. For avoided capacity costs, the assumption is based on analysis of preliminary

results from near-term PJM capacity market auctions. These results suggest that capacity

prices over the coming years are likely to be in excess of $100/kW in the District of

Columbia PJM region due to generation unit location and limited availability of

transmission import capability. Notably virtually all of the screened measures also
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passed the cost-effectiveness screening test at an avoided capacity cost of $78lkW -- an

avoided capacity cost level not fully reflecting the transmission congestion in the region.

Market Potential Estimation

Market potential estimates, sometimes called achievable potential, were

developed to assess the maximum potential adoption rate of each measure and the rate at

which such measures might be adopted by the marketplace through the implementation of

DSM programs. Market potential thus depends not only on the technical characteristics

of the individual measures, but also on the response of Pepco customers to program

interventions. We estimated the total energy savings due to hypothetical programs from

installation of the DSM measures. While this analysis was cornpleted over a 25 year

planning horizon, results are only presented for the initial three year implementation

period.

To estimate the market potential for each measure, the maximum annual

installations that would be achievable was first derived. A technotrogy adoption rate was

used to estimate how quickly the market would reach this maximum annual installation

rate. The maximum annual installations were estimated for each measure by assigning

values to the following factors and then calculating the product of all factors:

1. Total Sector Units - The total number of applicable buildings or homes. The

value assigned was dependent upon whether the measure was to be applied to the

existing or new sector. For measures applied to the existing sector, the value was

the number of existing buildings or homes within Pepco's District of Columbia

service territory. For measures applied to the new constftrction sector, the value

was the annual quantity of new buildings or homes constructed within Pepco's

District of Columbia service territory. Exhibit A-7 contains the 2006 residential

and small commercial customer counts for the Pepco District of Columbia service

territory. The Pepco District of Columbia values represemt the total sector units

used in this studv.
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2.

a

4.

Exhibit A-7: Customer Counts bv Sector and Service Territorv

lDEDc l
I Residential '262,684 209,315 |
I SmallCommercial(<100 kW) 24,807 22,820 |

Relevance - The percentage of those buildings that include the baseline

technology. For example, when considering a measure ielated to central air

conditioning systems, the percentage of total homes with central air conditioning

systems was assigned.

Technology Units Per Sector Unit - The number of technology units each building

would contain. For example, one central air conditioning system per home was

assigned.

Technical Applicability Rate - The percentage of those units for which it would

be technically feasible to upgrade the baseline technology. For many measures,

the applicability would be 100%. However, for certain measures, such as the

addition of wall insulation to existing homes, variations in wall construction and

accessibility would reduce the applicability below 100%.

Not Yet Adopted Rate - The percentage of units that have not already been

upgraded to the efficient technology. Because each of the measures considered is

commercially available, it is reasonable to expect that some percentage of the

market has already adopted the measure and would not be affected by a DSM

program.

Stock Tumover Rate - The annual percentage of units that would be eligible for

replacement with the efficient measure. It was primarily assumed that existing

units would be eligible for replacement at the end of their useful life and that

existing units would reach end of life at an even rate that was inversely

proportional to their lifetime. For example, units with an 18 year life would fail at

a rate of 1/18, or 60/oper yeat.

Payback Acceptance Rate - The maximum percentage of the marketplace that

would be willing to adopt the technology, based solely upon the payback period.

5.

6.

7.
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This methodology estimates payback acceptance rates based on consumers" stated

willingness to pay for energy efficiency projects with different paybacks. The

acceptance rate for a technology is calculated given the fraction of consumers that

would accept that technology's calculated payback period. The benefit of this

approach is its simplicity, transparency, and grounding in actual consumer

statements. However, it is important to note that consumers' hypothetical self-

reported payback tlireshold generally differs considerably from their actual

behavior.

The payback period (PB) for a technology is the number of years it takes to pay

back the initial investment costs in energy savings. It is derived as follows:

",=#
Where IC is tlre incremental cost and AS is the annual dollar savings from

reduced energy use. In this case, the incremental cost represents the cost to the

end-user for each measure, inclusive of incentives. fncentives were developed

individually for each measure and designed to reduce the end-user's payback to

two years, but were bounded at a minimum of 25 percrnt and a maximum of 75

percent of the total incremental cost for the measure. Separate payback

acceptance curves were used for the residential and non-residential sectors.

Exhibit A-8 shows these payback acceptance curves and the data points used to

derive them. Ttre curye shows the percentage of consumers willing to pursue an

energy-saving project at a given payback period. The complete curyes were

developed through regression modeling of collected data points. The residential

curve follows tkre function:

MSi =l'2l54ea'28esPu'

The non-residential curve is defined by:

MS, =1.0658e-o'ot '0" '
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At very low payback period levels, any derived market share greater than 100% is

assumed to equal 100%. The implication of the curve is that willingness to pursue

a project drops off very quickly as the payback period rises. Though the vast

majority of consumers would be willing to pursue a project with a payback of 1

year, only half are willing to accept a project with a 3-year payback.

Exhibit A-8: Acceptance Payback Curves
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Note that a generalized payback acceptance curve applied to a variety of

technology types does not address some of the non-economic factors inherent in

any purchasing decision. A model based on payback acceptance considers only

the economic characteristics of energy efficiency technologies expressed as the

simple payback. In addition, consumers' reported payback acceptance can differ

considerably from their actual purchasing behavior. Indeed, if it were actually the

case that 50 percent of all consumers readily accepted projects with 3-year

paybacks, DSM programs would find it quite easy to meet their participation
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targets. However, real program experience shows that consumer acceptance is

often more difficult to achieve.

8. Market Applicability Rate - To address the particular concem that consumer

acceptance does not derive from economic measures alone; the market

applicability rate was estimated. This rate is intended to represent the maximum

percentage of the marketplace that would be willing to adopt the technology,

regardless of payback period. For example, a rninority of consumers have

adopted CFL's despite their economic advantages. Other aspects of the

technology" such as reduced color rendering and increased warm-up time are

likely reasons for reduced adoption.

As an example of how these factors were assigned and applied, consider an air

conditioner upgrade for the existing residential market with a gas furnace and central air

conditioner. It was estimated that Pepco's District of Columbia service territory

encompasses 209,315 residential dwelling units (i.e., Total Sector Units). Of these,

approximately 4L percent or 84,982 homes use a gas fumace with a central air

conditioner, which could be upgraded to a higher efficiency air conditioner (i.e.,

Relevance is 41 percent). It was then assumed that, on average, each of these homes

contains a single central air conditioning system (i.e., one Technology Unit per Sector

Unit) and that it would be technically feasible to upgrade all units (i.e., 100 percent

Technical Applicability). Of these 84,982 systems, it was then assumed that 73 percent,

or 62,449 systems" had not already been upgraded to a high-efficiency air conditioner

(i.e.,73 percent Not Yet Adopted). Assuming an average lifetime of 18 years and an

even distribution of equipment age, it was assumed that a maximum of 1/18 of the units

could be upgraded each year (i.e., 6 percent Stock Tumover Rate). With a post-incentive

payback period of 10.4 years, the Payback Acceptance Rate was estimated to be 60/o and

that 75 percent of the market would be receptive to the installation of a high-efficiency

air conditioner (i.e.,75 percent Market Applicability). The product of all factors results

in a maximum annual installation rate of 156 units. An identical process was used to

estimate the maximum number of annual units that could upgraded for each technology.
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For this study, the values for relevance, technology units per sector unit, technical

applicability rate, and not yet adopted rate were the same as those used for the Delmarva

Delaware study. This approach is consistent with the assumption that the building

characteristics in the two territories are similar.

For the majority of residential DSM measures, it was assumed that a single

technology unit would be present per home (e.g., one central air-conditioner per home)

and the savings and incremental costs were calculated using this basis. For some

residential measures, such as lighting, and for the non-residential DSM measures,

however, there were often multiple technology units per building, for which it was more

appropriate to normalize the savings and costs. For example, for operator training and

maintenance it was reasonable to estimate that savings and costs would be dependent on

the tons of cooling present in a building. The three characteristics used most often to

normalize the non-residential technologies included tons of cooling, square feet of

conditioned floor area, and square feet of window area. The resulting number of

technology units per building was then adjusted according to this metric.

Technology Adoption Rates

After maximum annual installations were established, the rate of adoption for

each technology over a25 year planning horizon was estimated using a logistic function.

A logistic function or logistic curve models the S-curve of growth of some set P. The

initial stage of growth is approximately exponential; then, as competition arises, the

growth slows, and at maturity, growth stops. The function used was:

.MS, 
= (MSo - MS,)/(MS. +(MS^ - MSoyle-0'to',

Where MS', represents L00% of the maximum annual installationsi MSo

represents initial rate of installations, assumed to be one-fifth of MS,o; 0.30 represents a

growth rate; and t represents time in years since the inception of the program. A, generic

logistic function is illustrated in Exhibit A-9. The only measures not using a logistic

function to predict market penetration are the commercial and residential smart stats. In

this case, Pepco was able to make specific projections about the rate at which this
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technology can be deployed based upon its historic experience with the Kilowatchers

Program and residential market penetration of residential central air conditioners.

Exhibit A-9: Generic Logistic Function Illustrated

Market Potential Results

Having determined DSM measures that meet the cost-effectiveness test, their

market applicability, and the rate of their adoption, these indivldual measures were next

bundled into measure groupings. Recall that individual technotogies were applied to sub-

sectors of the market. For example, the savings and costs of high efficiency air

conditioners were evaluated separately for new and existing homes with a gas fumace

and central air conditioner and then again for new and existing homes with electric

resistance heating and a central air conditioner. Therefore, to create measure groupings,

all related technologies that passed the screening test for their sub-sector were combined,

resulting in a single line item for that technology. Potential savings among all individual

technologies were summed, while the lifetime of the fireasure grouping was taken as an

average of the lifetimes for the individual technologies.
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Exhibit A-10 summaizes key economic measures and savings potential for all

measure groupings. Over 367 DSM measures were screened, of which 650/o percent were

projected to have a favorable cost-effectiveness ratio of 1.0 or more.

Exhibit A-10

Key Economic Measures and Savings Potential of Measure Groupings

Note: "n/a" values represent programs that had a TRC value below 1.0. Because these programs did not pass the
screening test, the other mefrics listed in the chart were not calculated. Non-residential HP & AC Quality Install was
included as an aoorooriate measure because it suDDorts the installation ofefficiencv eouioment.

uumutaflve - Exorralons (MW I

Measure Sector

Leve[zeq Levetzeq

Cost per Cost per
TRC KWh KW Year 1 Year 2 Year 3

Htgh Elticiency Room AC Rebate
,Programmable Thermostat
Residential Efficient Windows
Hot Water Efficiency
Residential SmartStat
Weatherization
Residential CFLs
Home lnsulation
High Efficiency Heatpump Rebate
Home Performance with ENERGY STAR
Duct lmprovement Program
ENERGY STAR Homes
Heatpump Quality Install
Groundsource Heatpumps
Central AC Quality Install
Residential Pools and Spas
High Efficiency AC Rebate
Central AC Tune-Up
Heatpump Tune-Up
Residential Codes & Standards
ENERGY STAR Dishwashers
ENERGY STAR Cloteswashers
ENERGY STAR Refrigerators
Residential PV
Water Heater Load Control
Commercial Smartstat
Non-Residential Motors
Non-Residential Lighting
Vending Machines
Non-Residential Windows
Non-Residential Office Equipment
Non-Residential High-Efficiency HP & AC
Energy Management Systems
3uilding Commissioning
Sperator Training and Maintenance
Non-Residential HP & AC Quality Instatl
Non-Residential Codes & Standards

Kes0enual
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
Residential
!on-Residential
!on-Residential
!on-Residential
!on-Residential
Von-Residential
{on-Residential
!on-Residential
{on-Residential
{on-Residential
{on-Residential
{on-Residential
tlon-Residential

7_1
5-9
5-5
3.1
2-8
t - 6

z-J

1 .8
'1.7

t - o

1 . 3
1 -2
1 . 2
1 . 1
1 . 0
1 -0
1 . 0
NA

nla
nla
nla
nla
nla
nla
nla
6.8
c - o

3-6
3.4
2.6
2.4
2.3
2.2
2-2
1.4
nla
nla

$0.01 $6
$0.01 $2s7
$0.03 s38
s0.05 $132
$0.17 $62
$0.02 $1 15
$0.01 $80
$0.04 s518
$0.04 $83
$0.08 $162
$0.17 $205
$0.18 $342
$0.05 $138
$0.07 $178
$0.13 $99
$0.06 s214
$0.15 $85
nla nla
nla nla
nla nla
nla nla
nla nla
nla nla
nla nla
nla nla

$0.56 $15
$0.00 $16
$0.01 $34
$0.01 $72
$0.01 $60
$0.01 nla
$0.03 $26
$0.01 $73
$0.01 $68
$0.02 $257

nla nla
n/a nla

t J 4

0 0 0
0 0 0
0 0 0
0 1 7
0 1 1
0 1 1
0 0 0
0 0 0
1 3 4
0 1 1
0 0 0
0 0 0
0 0 1
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 4 2 0
0 0 0
1 2 3
0 0 0
2 4 7
0 0 0
8  19  33
1 2 4
3 7 1 3
0 0 0
0 0 0
0 0 0

I  o lal 19  48  101
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The levelized costs presented in this exhibit were calculated as follows:

LC=
D rQs!4s)

(l - (1+ D1-n ) rS

Where the levelized cost (LC) is calculated using a Company discount rate (D) of
g.}goL, the weighted lifetime of the program (LF), the incentive costs (IC) and

administrative costs (AC) of the program, and the energy savings (ES) of program.

The economic measures in the above exhibit are inclusive of both incentive costs

and administrative costs. The derivation of incentive costs was discussed previously in

relation to payback acceptance rates. Overall administrative costs were estimated to be

25Yo of incentive costs for all programs. Such program costs would include marketing,

monitoring and evaluation, training, implementation, administration, and all other costs

other than direct customer incentives associated with the programs.

The demand savings potential presented for each measure grouping was

calculated for cumulative installations minus expirations in years one through three to

gauge total potential of all programs over the initial implementation period and the

relative contribution of each program to the total. When calculating impacts over the

planning horizon, it was assumed that any unit installed as part of a measure would

contribute savings until it reached its estimated measure life. At that time, the unit would

expire and no longer contribute savings. However, it was also assumed that at the time of

expiration that unit would be eligible for replacement at the full incremental cost and

would save the same amount as the original unit.

To complete the analysis, measure groupings were combined into programs. The

results of this final step are summarized in the main body of the filing. Programs were

created by combining cost effective measure groupings similar in nature. For example,

all residential HVAC high-efficiency, quality installation, and tune-up groupings were

combined into the Residential HVAC program. Certain measure groupings that offered

low absolute savings potential, that were encompassed by other measure groupings, or

that would not easily integrate into the logistics of implementing the other programs were

excluded during this initial tkee-year implementation period.
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