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IN THE MATTER OF THE APPLICATION OF 
SOUTHWEST GAS CORPORATION FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF 
THE PROPERTIES OF SOUTHWEST GAS 
CORPORATION DEVOTED TO ITS 
OPERATIONS THROUGHOUT THE STATE 
OF ARIZONA 

Docket No. G-01551A-04-0876 

OPENING BRIEF OF SOUTHWEST 
ENERGY EFFICIENCY PROJECT 
AND NATURAL RESOURCES 
DEFENSE COUNCIL (SWEEP/NRD< 

[. INTRODUCTION 

Southwest Energy Efficiency Project (“SWEEP”) is a public interest organization 

iedicated to advancing energy efficiency as a means of promoting both economic prosperity and 

:nvironmental protection in the six states of Arizona, Colorado, New Mexico, Nevada, Utah, and 

Wyoming. SWEEP works on state energy legislation, analysis of energy efficiency opportunitier 

ind potential, expansion of state and utility energy efficiency programs as well as the design of 

hese programs, building energy codes and appliance standards, and voluntary partnerships with 
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the private sector to advance energy efficiency. Direct Testimony of Jeff Schlegel at 1. 

(“Schlegel Direct”). 

The Natural Resources Defense Council (“NRDC”) is a nonprofit organization of 

scientists, lawyers and environmental specialists with over 23,000 members and on-line activists 

in Arizona dedicated to protecting public health and the environment. NRDC has a long standing 

interest in minimizing the societal costs of the reliable energy services that a healthy economy 

requires. NRDC focuses on addressing its members’ interests in receiving affordable energy 

services and reducing the environmental impact of energy consumption through utility 

procurement of cost-effective energy efficiency and other environmentally and economically 

sustainable resources. Id. 

SWEEP/NRDC intervened in this case to support demand side management (“DSM’) 

programs and funding that have been proposed by Southwest Gas. SWEEPNRDC believe that 

these programs should be implemented without regard to whether the Commission approves the 

decoupling mechanism proposed by the company. 

11. THE PUBLIC INTEREST IN INCREASING NATURAL GAS ENERGY 
EFFICIENCY 

Natural gas DSM energy efficiency programs are in the public interest, Increasing gas 

energy efficiency will provide significant and cost-effective benefits for Southwest Gas 

customers, the natural gas and electric utility systems, the economy, and the environment. 

Increasing natural gas energy efficiency will save consumers and businesses money through 

lower energy bills, resulting in lower total costs for customers. Natural gas energy efficiency 

programs will help mitigate fuel price increases and reduce customer vulnerability and exposure 

to natural gas price volatility. Increasing natural gas energy efficiency will also diversify energy 

resources, reduce air pollution and carbon emissions, and create jobs and improve the economy. 
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Natural gas energy efficiency is a reliable energy resource that costs less than other resources for 

meeting the energy needs of customers in the Southwest Gas service territory. Schlegel Direct a1 

2. 

111. SOUTHWEST GAS PROPOSAL FOR INCREASED DSM PROGRAMS 
AND FUNDING 

SWEEP/NRDC support the two existing and seven additional natural gas DSM programs 

and the DSM funding increase from $0.6 million to $4.385 million, proposed by Southwest Gas 

and summarized with the following table. 

I Customer Sector 
'Residential 
Residential 
Residential 
Residential 
Residential 
CommerciaUlndustrial 
CommerciaUlndustrial 
CommerciaUlndustrial 
Industrial IDistributed Generation 

hntli 

The proposed DSM programs will provide significant and cost-effective benefits for Southwest 

Gas customers. All Southwest Gas customer classes and segments will have an opportunity to 

participate in and benefit directly from at least one DSM program in the portfolio that Southwest 

Gas proposed. Schlegel Direct at 4. 

S WEEP/NRDC propose that funding for the residential new construction program 

(ENERGY STAR Home Certification) should be increased, to at least $1 million annually, to 

better address the cost-effective opportunities in new construction throughout the Southwest Gas 

service territory. Additional DSM funding is necessary to capture energy efficiency opportunitie: 

in the fast-growing new home market, including promoting and incentivizing new homes that 

exceed the ENERGY STAR threshold. Also, additional DSM funding is needed to offer the 

program throughout the Southwest Gas service territory; the new home program should not be 
.. 
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limited to the Tucson area as the EAP program has been in the past. Total DSM program funding 

would be $5.135 million with the increase in residential new construction funding. Schlegel 

Direct at 5. 

SWEEP/NRDC support up to $50,000 in DSM funding for the bill assistance element of 

the LIEC program since it is a relatively low level of DSM funding focused on emergency 

situations of low income customers, and given the additional information provided in Southwest 

Gas rebuttal testimony.' If the $50,000 is not spent on bill assistance emergencies in a given 

year, it should be allocated to weatherization. SWEEP/NRDC suggest that the funding remain in 

the Preliminary DSM Plan budget at this time, and that any proposed revisions to the scope and 

budget of the LIEC program, including the bill assistance element, be reviewed by the 

collaborative DSM working group prior to Southwest Gas submitting a Final DSM Plan. 

Surrebuttal Testimony of Jeff Schlegel at 3. 

The estimated societal benefits of the Southwest Gas DSM portfolio will be about two 

times the societal cost (a benefitlcost ratio of about 2.0), based on the recent natural gas DSM 

potential studies in Utah and New Mexico, and experience with gas DSM programs in other 

states. The specific costs, benefits, and cost-effectiveness of the Southwest Gas DSM portfolio 

and the individual DSM programs should be documented in the DSM portfolio and program 

plan. Schlegel Direct at 5. 

S WEEP/NRDC also propose a positive performance incentive that Southwest Gas would 

earn if it implements effective DSM programs that meet program goals. The performance 

incentive mechanism should be based largely on a portion of the net economic benefits of the 

DSM program portfolio, supplemented with a small number of program-specific performance 

Rebuttal testimony of Vivian Scott, p. 3, beginning at line 18. 
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metrics for some programs (e.g., number of customers served in the low income program). The 

total incentive level should be capped at 10% of the DSM program funding, resulting in a 

maximum performance incentive of $513,500 in 2006, based on 2006 DSM program funding of 

$5.135 million. Total DSM funding would be $5.649 million including the maximum 

performance incentive amount. Schlegel Direct at 6 .  

The proposed performance incentive mechanism should be described in the DSM 

portfolio and program plan to be submitted by Southwest Gas. The portion (%) of the net 

economic benefits that Southwest Gas is eligible to receive should be proposed as a component 

of the incentive mechanism design in the plan. The performance incentive mechanism should 

include a threshold for minimum performance level; if actual performance is less than the 

threshold Southwest Gas would not receive any incentive. The performance incentive earned 

should be based on actual DSM results. Id 

The proposed DSM programs and the $5.649 million total DSM funding level represet, i 

reasonable and meaningful level of DSM effort for Southwest Gas in 2006, during a year when 

Southwest Gas is ramping up its DSM activities. The DSM program funding of $5.135 million ii 

2006 is equivalent to about 0.8% of revenues, based on 2004 test year revenues2 Id. 

S WEEPNRDC agree with Southwest Gas that the current adjuster mechanism should be 

used to recover the costs of Commission-approved DSM programs. All customer classes should 

pay the surcharge in the future since there will be DSM programs to benefit all customer classes. 

The adjuster mechanism should be used for the programs proposed by Southwest Gas, at the 

level of funding SWEEP/NRDC recommend ($5.649 million in 2006). Southwest Gas should be 

$5.135 million of 2006 DSM program funding divided by $647.277 million of 2004 test year revenues, per 

Southwest Gas Schedule E-6. 
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able to increase the level of the adjuster mechanism and the associated surcharge in the future, 

without a rate case proceeding, if the Commission approves increases in DSM funding for 

previously-approved programs or if the Commission approves additional DSM programs. 

Schlegel Direct at 7. 

SWEEP/NRDC urge approval of the Preliminary DSM plan attached as Exhibit SS-2 to 

Schlegel Surrebuttal. All DSM programs should then be pre-approved by the Commission 

before Southwest Gas should be allowed to include the program costs in any determination of 

total DSM costs incurred. Southwest Gas should file a DSM portfolio and program plan 

lescribing the details of the programs and their cost-effectiveness, within 120 days of the 

Clommission’s order in this proceeding. The DSM portfolio and program plan should describe 

he proposed programs, and include estimated benefits, costs, cost-effectiveness, and 

neasurement and evaluation plans for Commission review. Id. 

Southwest Gas should implement and maintain a collaborative DSM working group to 

solicit and facilitate stakeholder input, assist Southwest Gas in developing DSM programs, 

idvise Southwest Gas on program implementation, and review DSM program performance 

ncluding program evaluations and reports. The DSM working group should review draft DSM 

ilans, proposals, and reports prior to Southwest Gas submitting them to the Commission. If 

Southwest Gas does not submit a DSM program proposal considered by the collaborative DSM 

working group to the Commission, any member of the working group may submit the program 

iroposal directly to the Commission for its consideration and approval. At a minimum, Staff, 

WCO, AECC, the Arizona State Energy Office, SWEEP, and NRDC should be invited to 

iarticipate with Southwest Gas in the collaborative DSM working group. @, Schlegel 

krebuttal at 3. 
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IV. FINANCIAL DISINCENTIVE TO NATURAL GAS UTILITY SUPPORT 
OF ENERGY EFFICIENCY 

Traditional utility regulation links the utility’s financial health to the volume of natural 

gas sold, resulting in a financial disincentive to invest in energy efficiency and other demand- 

side resources that reduce natural gas sales. The financial disincentive is particularly strong for 

natural gas utilities that have experienced an overall trend of declining gas usage per customer, 

which is the situation for Southwest Gas. Schlegel Direct at 8. For Southwest Gas, energy 

savings by customers (which are beneficial for customers) result in lower revenues for the 

:ompany and threaten recovery of utility fixed costs. In general, this financial disincentive can 

reduce utility support and enthusiasm for cost-effective resources such as energy efficiency 

xograms that minimize the long-term cost of providing service. It also could impede potentially 

:mcial utility support for energy-efficiency standards, building energy codes, and other policies 

:hat serve societal interests and reduce energy use without requiring any direct utility investment 

Schlegel Direct at 7-8. 

SWEEPNRDC agree that the issue of the financial disincentive to natural gas utility 

;upport of energy efficiency should be addressed in Arizona in a timely manner. This will be 

iecessary if Arizona wants to fully tap the potential for its lowest cost natural gas resource - 

:est-effective energy efficiency improvements. Id. 

SWEEPNRDC believe that the gas utility financial disincentive issue and a full analysis 

if the pros and cons of mechanisms for removing the financial disincentive, including but not 

imited to the Conservation Margin Tracker (“CMT”), should be reviewed and evaluated prior to 

Zommission adoption of a specific mechanism. This issue would benefit from a broader and 

nore in-depth discussion, in this proceeding or in another forum. SWEEPNRDC recommend 

hat a wider range of mechanisms that break the link between the utility’s financial health and 
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energy sales, including decoupling, be further explored by the Commission before a particular 

mechanism is adopted. S WEEPNRDC also recommend that the Commission give consideratior 

to the following questions, among others, when developing or reviewing any proposed 

mechanism to address the financial disincentive for natural gas utilities: 

1. Who should bear responsibility for weather variations and associated weather risk? 

2. Who should bear the risks of variations in economic growth from forecasted levels 

and overall demographic and energy usage trends? 

Id 

If not addressed hlly in this proceeding, in the manner described above, SWEEP/NRDC 

recommend that the issue of the financial disincentive and potential mechanisms to address it be 

discussed in the DSM policy process, either through additional comments on the proposed DSM 

policies or through additional DSM policy workshops. Proposed policies or mechanisms 

resulting from the DSM policy process should then be submitted to the Commission. Id. 

While SWEEP/NRDC are sympathetic to the financial issues Southwest Gas has raised, 

including the declining average consumption per residential customer and the impact of 

additional energy savings on Southwest Gas and while SWEEP/NRDC support the joint 

statement of American Gas Association and NRDC, DSM programs and hnding should be 

approved by the Commission in any event, and not be linked to the outcome of the CMT and 

customer rate design issues, because of the significant cost-effective benefits to customers 

including the assistance to customers in mitigating future increases in natural gas prices. 

Schlegel Surrebuttal at 3. 
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V. CUSTOMER RATE DESIGN: FIXED CHARGES AND FLAT OR ONE- 
TIER RATE 

SWEEP/NRDC oppose higher fixed charges for natural gas customers because higher 

fixed charges would mute and reduce the price signal customers would receive when they reduc 

energy use and become more energy efficient thereby reducing the ability of customers to 

manage their own utility bills. Schlegel Surrebuttal at 5. 

SWEEP/NRDC support the concept of a flat or one-tier rate structure proposed by 

RUCO, and do not support the continuation of a two-tiered declining rate structure. A one-tier 

*ate structure would provide greater encouragement for customers to reduce their natural gas 

:onsumption through increased energy efficiency and conservation. Id. 

VI. CONCLUSION 

SWEEP/NRDC urge the Commission to implement programs, policies, and mechanisms 

hat encourage cost-effective energy efficiency, not discourage it, for customers and for natural 

;as utilities. Increasing natural gas energy efficiency will provide significant and cost-effective 

)enefits for Southwest Gas customers, the natural gas and electric utility systems, the economy, 

nd the environment. 

DATED this 4& day of November, 2005. 

ARIZONA CENTER FOR LAW IN 
THE PUBLIC INTEREST 

B 

202 E. McDowell Rd., Suite 153 
Phoenix, Arizona 85004 
Attorneys for Southwest Energy 
Efficiency Project and Natural Resources 
Defense Council 
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