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Section I.
Program Overview 
A.
Program Concept

The Upstream Motors and Air Conditioning program is a statewide prescriptive rebate program element of the Express Efficiency program.  The program element provides upstream financial incentives to distributors to stock and sell qualifying high efficiency products combined with downstream customer rebates to create a push/pull strategy.  All of the investor-own utilities’ (IOUs’) commercial, industrial and agricultural customers are eligible to participate.  Program marketing will be targeted towards transmission-constrained and geographically hard-to-reach markets in order to maximize program benefits.  Both retrofit and new construction applications qualify for the program, as this is an upstream program focused on changing distributors’ stocking practices to favor qualifying energy-efficient equipment.  All IOU customers from the smallest to the largest are eligible to receive the advantage of the upstream incentives.  Small, commercial customers use package air conditioning; all customer classes use motors.  Incentives are offered for high efficiency packaged and split system air conditioners, heat pumps, integral HVAC smart controls, package chillers, and motors.  Depending on market response, additional measures may be added in the second year of the program (2005). 

B.
Program Rationale

Air conditioning and commercial/industrial motor usage frequently coincides with periods of peak electric demand, and hence opportunities for peak kW savings through the introduction of energy efficient measures are available in this area.  These measures are also long lived, lasting 15 years or more, which creates a high level of net benefit.  Furthermore, motors have long annual operating hours (leading to high kWh savings) and are often rewound, which further increases the measure life and makes it critical to get premium efficiency motors installed.  Both motors and air conditioning have had huge increases in average efficiency compared to the equipment being replaced that is now 10-20 years old.  Efficiencies of air conditioners have doubled.  Finally, even in light of recent upgrades to energy efficiency standards, new premium efficient units offer large savings over new standard equipment.

The upstream incentive provides innovation to traditional downstream programs because it ensures that:  

· distributors stock premium energy efficient equipment; and 

· distributors are able to sell energy efficient equipment at or near the cost of standard equipment.

Working upstream with manufacturers and distributors will result in a cost effective rebate program that will yield significant long-term energy savings.  Furthermore, these objectives will be enhanced through coordination with programs run by other entities (i.e., manufacturers, distributors, and industry associations).  In addition to paying incentives directly to motor and air conditioning distributors to overcome specific market barriers, the upstream program will leverage, engage, and enhance manufacturers’, distributors’, and associations’ resources by integrating them into the program marketing and sales efforts.  Resources include:

· Technical field employees; 

· Sales employees; 

· Manufacturer’s rebate programs; 

· Real-time data analysis tools; 

· Finance programs (including third party financing programs); and

· Relationships and sales meetings with vendors and customers.

The upstream program targets end uses that are a large portion of energy and peak demand use and that have large, cost effective savings potential.  By working with distributors to change stocking practices, all customers from the smallest to the largest will receive the benefits of the program.  The program is designed to address critical market barriers and has a prior track record of success.

Energy and Peak Demand Use

Air conditioning and motors are dominant drivers of peak load and energy consumption.  The commercial, industrial, and agriculture sectors of the four IOUs accounted for approximately 26,600 MW out of the 55,000 MW peak demand in 2000
, or 48 percent.  Air conditioning dominates commercial peak electric demand for all the IOUs, accounting for 45 percent or 7,300 MWs.  For comparison, lighting represents 33 percent of the commercial sector peak load.  More than half of the electricity used in the U.S. flows through motors, and in the industrial sector, two thirds of the electricity powers motors.

Savings Potential

PG&E’s commercial air conditioning demand is 56 percent of the IOU total or 4,088 MWs.  The economic energy savings potential in PG&E’s service area is 578 MWs and 804 GWhs
.  An additional 519 GWh of savings are available in the industrial sector
.  Similar opportunities are present in the other IOU service territories, which have even hotter climates. 

HVAC units have a nominal useful life of about 15 years, but some last many years longer.  The typical SEER rating of air conditioners manufactured before 1992 is approximately 6.0.
  Most customers replace these old inefficient units only when they are no longer cost effective to repair.  If these units are not replaced with premium efficiency units (SEER of 12 or higher) now, it may be 15 years or more before there will be another opportunity to replace them.
Industrial motor savings potential in California has been estimated at about 928 GWhs and 206 MWs (assuming 4,500 annual operating hours).  Looking at one utility and assuming PG&E has 45 percent of the IOUs’ motor load, motor efficiency measures can save 417 GWhs and 92 MWs in PG&E’s service area.
  Additional energy savings are achievable in the commercial sector’s motors.  Again, similar opportunities exist in all IOU service territories.

Over 80,000 motors are replaced every year in California.
  These motors have a useful life of 15 years or two to three times longer if rewound.  Since the vast majority of end use customers only replace motors upon burnout, if these motors are not sized properly and replaced with premium efficient motors now, it could be 15, 30, or 45 years before there will be another opportunity to replace them.

Market Barriers

Increasing the market penetration of premium efficient motors and air conditioning faces several key market barriers.  These barriers include:

· Lack of availability of high-efficiency products;

· Higher start-up expense for high-efficiency measures relative to standard-efficiency measures;

· Lack of consumer information about energy efficiency benefits; and

· Split incentives (developers and owners versus tenants).

The upstream program proposes specific intervention strategies to mitigate each market barrier.  

Lack of availability of high efficiency products

Motors particularly, but also air conditioning units, are usually purchased upon failure of the existing unit and must be replaced quickly to minimize downtime.  Frequently, customers request a high efficiency motor or air conditioner only to be informed by their vendor that it is not in stock.  Along the supply chain, incomplete information about efficient technologies and their higher stocking costs results in failure to promote, order and stock the energy efficient products.  Market penetration for efficient equipment suffers, since extra effort is required for its purchase, creating problems of timing, logistics and cost for the commercial or industrial user.

The upstream program will coordinate with manufacturers and distributors to increase the availability of their products in mainstream sales channels for premium efficient motors and high efficiency air conditioning units.  In particular, the program will provide incentives to manufacturers’ distributors to encourage stocking of high efficiency equipment and to buy down all or most of the incremental cost so that premium efficient units start to become standard. 

Higher first cost for high-efficiency measures relative to standard-efficiency measures

Currently, low first-cost drives most equipment sales, which usually results in less efficient equipment being sold to customers.  This barrier will be mitigated by providing a coordinated suite of services that will clarify the benefits of efficient equipment to the customer while substantially lowering the first-cost hurdle.  Distributor incentives will substantially reduce the incremental costs of premium efficiency equipment.  In addition, for the distributor incentive, a small downstream rebate will be available, as well, to create a combined push/pull strategy.  Also, the program will gather information on existing financing options from manufacturers, distributors, energy service companies (ESCOs) and other third parties, leveraging these resources as a complement to program rebates, thus further reducing the first-cost barrier. 

Coordinated marketing messages from utilities, manufacturers and distributors will drive home the long-term economic benefits of adopting efficient equipment.  Currently, distributors do not calculate energy savings; IOU intervention and partnerships with sales teams will significantly enhance the credibility of the sales transaction by utilizing data analysis tools that clearly illustrate the performance advantages of each technology.  The program’s tightly coordinated approach aims to change the acquisition patterns of both large customers—where maintenance policies can shift towards replacement-based adoption of efficient equipment—and small commercial and industrial customers, for which contractors and distributors often play an important role in retrofit purchasing decisions. 

The program will also target new construction projects.  For owner-builders, the program will bring both incentives and informational resources to bear, given the potential for large savings impacts from bulk purchases.  For specification-built facilities (where the developer will not be the long-term owner), attractive incentives will ensure minimal incremental cost for efficient equipment.  Additionally, wherever possible the program team will help builders themselves to understand the added value inherent in efficiency investments, and to express this value in the marketplace. 

Lack of consumer information about energy efficiency benefits 

Customers often do not receive proposals and bids for more efficient equipment because vendors have no incentive to do so or are themselves unaware of the benefits of such higher efficiency equipment.  The result is limited exposure to and unfulfilled demand for appropriate energy efficient options at both the distributor and end user levels.  Implementing the various intervention strategies proposed will provide vendors and sales representatives with incentives and the tools necessary to present energy efficient alternatives to their customers more effectively, and with greater success and equity.  Specifically, the program will:

· Leverage manufacturers’ and distributors’ data analysis tools to overcome the lack of information on expected product performance and first-cost market barrier; and 

· Develop partnerships with manufacturers’ and distributors’ sales and technical staff to bring technical and cost information directly to the customer.  This will mitigate the product information and search time and cost barriers.

Currently, only motivated, proactive customers search out energy efficient equipment for a specific application, evaluate it based on detailed performance data, order it through their distributor (with the hassle and transaction costs that this can entail), and pay more for it when it arrives.  Most customers simply do not have the knowledge and time to do this, despite the life cycle cost advantages.  Easy availability of coherent, consistent product information decreases the risk premium perceived by the customer, and largely eliminates any additional transaction costs.  Through the use of tools and effective partnerships, the upstream program structure assures that timing challenges are met—that the right information is present when the purchasing decision must be made.

Split incentives (between owners/landlords and tenants)

Where split incentives exist, for example, between landlords and tenants or between the developer and buyer of a new facility, incentives are essential since cost minimization is often the most important driver of purchasing decisions.  Particularly challenging are spec-built facilities, for which the developer will not be the operator, and thus will not be paying the energy bills.  Upstream program rebates will cover most of the incremental cost, thus eliminating most of the first-cost pressure.  Informational resources can contribute to convincing developers to decide on efficiency where efficiency benefits create an opportunity for market differentiation. 

The program approach and strategies described above are specifically targeted because they mitigate and will overcome market barriers.  The upstream rebate program includes carefully selected, cost effective energy efficiency measures: packaged and split air conditioners; heat pumps; integral HVAC smart controls; package chillers; and motors.

Demonstrated Prior Success with Upstream Approach
A decade ago, air conditioning and motors manufacturers started producing equipment that substantially exceeded standards.  IOU programs targeted this opportunity using downstream (customer) rebates.  Participation remained low due to lack of stocking by distributors.  Motors and package air conditioning replacements occur generally in emergency situations where the prior equipment has failed suddenly and the customer cannot wait for a high efficiency model to be shipped and delivered.  Whatever the dealer has in stock is generally what gets installed.

In 1999 and 2000, PG&E shifted rebates for motors and package air conditioning upstream to address the distributor stocking issue.  PG&E’s 1999 and 2000 HVAC and Motor Turnover Upstream programs were highly successful with over 4,000 motor and 45,000 tons of HVAC installed.  Far more high efficiency HVAC units were rebated than when PG&E used only downstream incentives. 

· More motors were rebated in each of the PY 1999 and PY 2000 program years when PG&E was using downstream incentives, than during the years 1995 through 1998 combined. 

· PG&E’s PY1999 and PY2000 upstream programs were very successful in encouraging distributors to increase their inventory to high-efficiency models.  In every year of  previous upstream programs, the percentage of high efficiency models in inventory increased.  A study for PG&E on the PY1999 Upstream Motors program
 reported that:

· "Participants state that they maintain a much higher share of premium motors in stock (roughly 40 percent of all motors) than do non-participants (only about 5 percent).” 

· "Participants also sell premium-efficiency motors at ratios much higher than the ratios for non-participants (40 to 50 percent of motor sales for participants versus 5 to 10 percent for non-participants)."

Starting in 2001, PG&E’s HVAC and motor incentive delivery mechanism reverted to downstream from upstream, because previous success in the upstream program and the heightened interest of Californians in energy efficiency was thought to have moved market awareness to a point where an upstream program was no longer necessary to insure the adoption of Tier II high efficiency air conditioning and premium efficient motors.  Participation dropped with the return to the downstream approach.

For the 2004-2005 Express Efficiency program, PG&E, Southern California Edison (SCE), and San Diego Gas and Electric Company (SDG&E) are proposing to implement the HVAC and Motor Turnover element of the Express Efficiency program as upstream on a statewide basis.  The program would not only benefit from the statewide upstream approach but also from the economies of scale realizable from having the entire program managed through one source.  PG&E, SCE, and SDG&E will partner with Energy Solutions to run this program.  Energy Solutions played a major role in running PG&E’s successful upstream HVAC and Motors programs in 1999 and 2000.  SCE has implemented several successful upstream programs including the nation’s first upstream incentive program in 1990 for compact fluorescent lamps and the first nonresidential motors program in 1993.  SCE’s 2000 and 2001 upstream motors and HVAC programs paid rebates for approximately 2,100 motors and 400 air conditioning units.  SDG&E also has experience running successful upstream Motors and HVAC programs in 1999 and 2000 that accounted for approximately 350 motors and 1,570 air conditioning units.  The IOU/Energy Solutions team has unparalleled experience coordinating upstream programs.

C.
Program Objectives

The primary objective of the program is to increase the market penetration of premium efficiency air conditioning and motors.  These long lived pieces of equipment will then yield large peak demand and energy savings.  By working with distributors to change stocking practices, the program will provide cost-effective energy savings that will lower energy bills for all customer types from the smallest to the largest. 

Section II.
Program Process 
A.
Program Implementation

Program Staffing

For 2004/2005, PG&E, SCE and SDG&E are proposing to implement a statewide upstream motors and HVAC program.  The program will benefit from the economies of scale of having a uniform statewide program managed through one coordinating entity.  PG&E, SCE, and SDG&E will partner with Energy Solutions to run this program.  Energy Solutions played a major role in running PG&E’s successful upstream motors and air conditioning programs in PY1999 and PY2000, thereby bringing additional experience into the team.

Energy Solutions will work closely with utility staff on key aspects of program design.  Utility staff will also provide oversight and review and assist with outreach to distributors.  Other work will be handled for the most part by Energy Solutions except the issuance of incentive checks.  PG&E will also use its Central Inspection Program for field verification of installation.  All three IOUs will help with cross-marketing through other utility resources, such as audits, account representatives, and toll free hotlines. 

Program Eligibility

The Upstream Motors and HVAC program is open to distributors of premium efficient motors and HVAC equipment who sell qualifying equipment to nonresidential electric customers in the IOUs’ service areas.

The Upstream HVAC program will use the Consortium for Energy Efficiency (CEE) High-Efficiency Commercial Air Conditioning and Heat Pump Initiative (HECAC), Tier 2 minimum efficiencies standards to qualify units 65,000 Btu/hr and higher.  The HECAC Tier 2 specifies equipment efficiency levels that are approximately 22 percent higher than the federal minimum.  For units less than 65,000 Btu/hr the California Collaborative Tier 1, 2 and 3 minimum efficiencies standards will be used. 

The Upstream Motors program will use the same specification used by CEE for its Premium Efficiency Motors Initiative, which is a new specification co‑promoted by CEE and the National Electrical Manufacturers Association (NEMA) called NEMA Premium™.  The NEMA Premium™ specification will be used to determine minimum eligible efficiency levels for motors incentives.  The specifications for these motors are, on average, 1-2 percent higher than the federal minimum standards required by the Energy Policy Act of 1992 (EPAct).  Motors covered by this specification include the same equipment covered by EPAct:  NEMA design A and B; integral horsepower (hp); general purpose ODP and TEFC motors (1200, 1800, and 3600 RPMs) from 1-200 hp.  Larger motors are not included in the program as they are often custom built and no standard exists.

Implementation

Distributors will be required to submit applications detailing eligible equipment they have sold.  In order to encourage distributor participation, we will develop a CD‑ROM application that includes a database of eligible equipment.  This will minimize paperwork and tracking down cutsheets with equipment specifications to prove eligibility.  As a later refinement, we will also develop an on-line application process.

Individual units will be tracked in the database and a percentage of equipment will be field verified as a quality control process.  PG&E’s processing database will track accomplishments by vendor.  The real-time data (from the processing data base) will be used to support marketing efforts. 

B.
Marketing Plan

The upstream incentive program will identify a comprehensive list of distributor and manufacturer contacts through industry association contacts, prior rebate program participation, targeted direct marketing, trade shows, manufacturer relationships and other sources.  A telephone and e-mail database will be quickly developed to provide early awareness of the program and engage the market actors.  A large portion of the participating distributors’ telephone numbers and e-mail addresses is in PG&E's service area.  Because of the relatively smaller number of upstream market actors, identification and communication with upstream market actors will be accomplished cost effectively and quickly.  Table 2, below, is a short list of manufactures and distributors that have participated in previous programs and with whom PG&E already has working relationships.

Table 2 - Previous Upstream Participants - Manufacturers and Distributors

	HVAC Mfg.
	HVAC Distributors
	Motors Mfg.
	Motors Distributors

	York
	Ferguson Enterprises
	Baldor
	Vincent Electric

	Trane
	Edward B.  Ward
	US Motors
	Applied Industrial Technologies

	Carrier
	Slakey Brothers
	Reliant
	Grainger Industrial

	Lennox
	Lennox Industries
	Toshiba
	Allied Electric Motor Service

	Rheem
	Specialty AC Products
	General Electric
	Stanley Electric Motor Company

	Goodman
	Valair
	WEG
	Motion Industries

	
	Westburne Supply
	Lincoln
	Rockwell Automation

	
	Heating and Cooling Supply
	Leeson
	Industrial Electric Service Company

	
	Geary Pacific
	Teco
	Buckles-Smith Electric Supply

	
	
	Westinghouse
	

	
	
	Magnatek
	

	
	
	Marathon
	


Simultaneously to making initial telephone and e-mail contact, a program manager will visit market actors to: 

1. Engage and obtain participation commitments from each distributor’s senior management; 

2. Disseminate and train market actors on the use of the upstream electronic applications; 

3. Train vendors on the “value added” selling proposition (i.e., selling high efficiency units over lower first-cost lower efficiency units); 

4. Facilitate coordination with programs run by other entities;

5. Develop specific plans to leverage market partners’ resources; and

6. Encourage use of “real time” data analysis.

Utility account representatives will be educated on program details and will be available to direct customers to the appropriate distributor.  This field resource will serve to increase the breadth and influence of the upstream program while not adding to the cost of delivery.  The program Webs site will include a program description, how to participate, and tools and applications to download. 

The IOUs and Energy Solutions are experienced with successful delivery of similar programs and have a proven track record of administering and implementing successful upstream rebate programs.  Innovation was key to the success of the IOUs’ previous upstream program, which included automation of rebate applications (including extensive databases of eligible equipment) and rebate processing.  This simplified distributor participation and cut processing costs.  The team also implemented a multi-faceted marketing campaign that used telephone and on site recruiting as well as an extended direct mail campaign. 

The team will continue to work with other entities, particularly local vendors, to help promote high-efficiency equipment.  In the upstream program, the team will work jointly with manufacturers, distributors, and contractors, including making on-site visits.  This coordination will ensure that manufacturers’ resources (e.g., manufacturers’ technical field staff, measurement tools, analysis software, layout services, etc) are made available to customers who have potential retrofit opportunities. 

The program will calculate the energy savings benefit and return on investment to educate customers about the value and cost effectiveness of purchasing a more reliable and high efficiency piece of equipment.  Utility energy audits will be used to inform and educate customers of their energy efficiency options.  A toll-free telephone number will be available to explain the benefits of purchasing high efficiency equipment.  The utility personnel staffing the toll-free number are well versed in energy efficiency and can answer questions regarding program guidelines, or even perform energy audits.  The utility representatives are also familiar with programs run by other entities and will provide contact information to callers.

C.
Customer Enrollment

Not Applicable.

D.
Materials

The program is designed to increase distributor stocking of premium energy efficient equipment and allow distributors to sell the equipment at competitive prices near the price of standard equipment.  The program will offer incentives for packaged and split air conditioners, heat pumps, integral HVAC smart controls, package chillers, and motors.

The program will use the industry standards for premium efficiency equipment.  The Upstream HVAC program will use CEE High-Efficiency Commercial Air Conditioning and Heat Pump Initiative (HECAC), Tier 2 minimum efficiencies standards to qualify units 65,000 Btu/hr and higher.  The HECAC Tier 2 specifies equipment efficiency levels that are approximately 22 percent higher than the federal minimum.  For units less than 65,000 Btu/hr the California Collaborative Tier 1, 2 and 3 minimum efficiencies standards will be used. 

The Upstream Motors program will use the same specification used by CEE for its Premium Efficiency Motors Initiative, which is a new specification co‑promoted by CEE and the National Electrical Manufacturers Association (NEMA) called NEMA Premium™.  The NEMA Premium™ specification will be used to determine minimum eligible efficiency levels for motors incentives.  The specifications for these motors are, on average, 1-2 percent higher than the federal minimum standards required by the Energy Policy Act of 1992 (EPAct).  Motors covered by this specification include the same equipment covered by EPAct:   NEMA design A and B; integral horsepower (hp); general purpose ODP and TEFC motors (1200, 1800, and 3600 RPMs) from 1-200 hp.  Larger motors are not included in the program as they are often custom built and no standard exists.

E.
Payment of Incentives 

Rebate processing will be highly automated.  The innovative rebate application will be developed in an electronic format, with an embedded equipment database that pre‑qualifies the equipment.  Pre‑qualification can occur either during preparation for a sales call (by entering model numbers into the utilities’ electronic rebate application) or at the time of data entry.  The electronic rebate application is designed so that multiple customers can be applied for on one electronic application.  The application will be e-mailed to the processing center.  The data will then be electronically uploaded to the processing database.  Processing center staff will electronically review each application.  The rebate application will be electronically routed, reviewed, and approved for payment by the Express Efficiency program manager.  This innovation will ensure timely and cost effective processing of the rebate application and issuance of the rebate check. 

Equipment must be purchased and installed prior to submitting a rebate form.  An acceptable proof-of-purchase in the form of a vendor invoice number is required.  As enhancements to the electronic application are made and databases updated, distributors will have the option to download the appropriate form from the utility’s Web site.  The electronic rebate forms will list all qualifying units and the fixed rebate amount for each measure.  The electronic rebate form will allow the participant to calculate the rebate for each unit installed prior to submitting the form.

The electronic rebate package must be complete before it is approved for payment, and in some cases, post-field equipment installation verification is required.  If the electronic data is found to be incomplete, the processing center will contact the distributor and/or customer and make every attempt to assist them in correcting the application.  The intent is to ensure that the distributor has a positive experience and will participate in the future.

While the majority of the incentive is paid to distributors, in order to also create demand from the customer side, customers will also be eligible to apply for a downstream rebate.  The program will collect serial numbers to avoid double counting.  All incentive funds and savings will be claimed through the upstream program.

F.
Staff and Subcontractor Responsibilities

Energy Solutions will implement this program for the IOUs.  Utility staff will be involved in program design, helping with marketing, and providing oversight.  Energy Solutions will be responsible for most of the program design, administration, and implementation.  Responsibilities will include: 

1. Program administration and implementation;

2. Design and development of the equipment database; 

3. Design and development the electronic rebate applications; 

4. Design and development of the information database; and

5. Marketing, and development of strategies to leverage resources

Energy Solutions will be responsible for implementation of an aggressive marketing and outreach campaign that will include personal contact, telephone, e-mail, direct mail, attending conferences, and trade journal advertisements. 

G.
Work Plan and Timeline for Program Implementation

As soon as the California Public Utilities Commission (Commission) approves the program, PG&E will inform distributors and manufacturers of the program to maximize equipment availability.  Manufacturing and stocking up on equipment has a time frame of two to three months to a year, depending on the manufacturer’s production cycle.  Equipment sold after the first day of the program will be eligible for incentives.  As soon as funding is available, PG&E will start database and application development.  These tools will be critical to successful program implementation, but they require a few months of lead-time.  Additional things needing development early on in the program cycle are the Web site, marketing materials and any customized sales tools.  Program sales will continue until the program end date.  Any applications received by that date will be processed and counted toward accomplishments.

Section III.
Customer Description 
A.
Customer Description

All IOU commercial, industrial, and agricultural sector customers are eligible.  This program covers smaller air conditioning units (as opposed to large chillers).  The market corresponding to this includes small offices, retail, and warehouses among others.  Premium efficiency motors are found in large numbers in commercial HVAC systems (e.g., fans) and in the whole range of industrial processes.  Agricultural pumping is another large motors market.

B.
Customer Eligibility

Since this is a distributor stocking program, all IOU nonresidential customers are eligible, independent of size and rate class.  Program marketing will be targeted toward transmission-constrained and geographically hard-to-reach markets in order to maximize program benefits.
C.
Customer Complaint Resolution

If a customer has a question, concern or dispute that relates to program policies, rules or procedures, a program office representative will evaluate the issue and seek to resolve the dispute consistent with Web-posted program rules, policies and procedures.  If a customer has a dispute relating to work performed by a licensed contractor, the utility will refer the customer to the Contractor State Licensing Board.  If a customer has a dispute relating to work performed by a non-licensed contractor, the utility will recommend that the customer work directly with the contractor to resolve the dispute.

D.
Geographic Area

This prescriptive, upstream motors and air-conditioning rebate program is a statewide program available to customers within the service areas of PG&E, SCE, and SDG&E.  PG&E will provide additional marketing effort and possibly bonuses for equipment installed in transmission constrained areas, as identified by the California Independent System Operator as well as target hard-to-reach rural areas since these areas typically have fewer energy efficiency options available.
Section IV.
Measure and Activity Descriptions
A.
Energy Savings Assumptions

	MEASURE
	UNIT
	Gross
Annual
Energy
Savings
Per Unit
(kWh)[1]
	Gross
Peak
Demand
Reduct.
Per Unit
(kW)[1]
	NTG
	EUL
	Gross
IMC
Per
Unit[1]
	Rebate
Per
Unit[2]

	1 HP Energy Efficiency Motor
	Motor
	111.84
	0.0176
	0.96
	15
	-$18.00
	$35.00

	1.5 HP Energy Efficiency Motor
	Motor
	135.72
	0.0214
	0.96
	15
	-$15.00
	$35.00

	2 HP Energy Efficiency Motor
	Motor
	180.96
	0.0285
	0.96
	15
	-$29.00
	$35.00

	3 HP Energy Efficiency Motor
	Motor
	305.70
	0.0481
	0.96
	15
	-$11.00
	$40.00

	5 HP Energy Efficiency Motor
	Motor
	335.79
	0.0529
	0.96
	15
	-$20.00
	$50.00

	7.5 HP Energy Efficiency Motor
	Motor
	612.23
	0.0964
	0.96
	15
	-$16.00
	$60.00

	10 HP Energy Efficiency Motor
	Motor
	704.90
	0.1110
	0.96
	15
	-$25.00
	$70.00

	15 HP Energy Efficiency Motor
	Motor
	932.17
	0.1468
	0.96
	15
	-$49.00
	$80.00

	20 HP Energy Efficiency Motor
	Motor
	1,242.89
	0.1957
	0.96
	15
	$11.00
	$90.00

	25 HP Energy Efficiency Motor
	Motor
	5,154.96
	0.8116
	0.96
	15
	$304.00
	$230.00

	30 HP Energy Efficiency Motor
	Motor
	6,323.62
	0.9956
	0.96
	15
	$191.00
	$135.00

	40 HP Energy Efficiency Motor
	Motor
	7,477.42
	1.1773
	0.96
	15
	$489.00
	$320.00

	50 HP Energy Efficiency Motor
	Motor
	9,938.21
	1.5647
	0.96
	15
	$322.00
	$300.00

	60 HP Energy Efficiency Motor
	Motor
	10,009.48
	1.5760
	0.96
	15
	$428.00
	$355.00

	75 HP Energy Efficiency Motor
	Motor
	12,266.45
	1.9313
	0.96
	15
	$773.00
	$540.00

	100 HP Energy Efficiency Motor
	Motor
	15,245.83
	2.4004
	0.96
	15
	$1,203.00
	$720.00

	125 HP Energy Efficiency Motor
	Motor
	20,673.35
	3.2550
	0.96
	15
	$1,070.00
	$945.00

	150 HP Energy Efficiency Motor
	Motor
	21,718.19
	3.4195
	0.96
	15
	$2,408.00
	$1,260.00

	200 HP Energy Efficiency Motor
	Motor
	28,957.58
	4.5593
	0.96
	15
	$3,406.00
	$1,260.00

	A/C Units <65 MBtu/hr (5.4 tons) air-cooled split system Tier 1
	ton
	224.32
	0.1650
	0.96
	15
	$205.00
	$80.00

	A/C Units <65 MBtu/hr (5.4 tons) air-cooled single package Tier 1
	ton
	262.87
	0.1933
	0.96
	15
	$158.00
	$80.00

	A/C Units <65 MBtu/hr (5.4 tons) air-cooled split system Tier 2
	ton
	282.62
	0.2079
	0.96
	15
	$406.60
	$100.00

	A/C Units <65 MBtu/hr (5.4 tons) air-cooled single package Tier 2
	ton
	292.80
	0.2153
	0.96
	15
	$315.80
	$100.00

	A/C Units <65 MBtu/hr (5.4 tons) air-cooled split system Tier 3
	ton
	318.25
	0.2341
	0.96
	15
	$541.00
	$140.00

	A/C Units <65 MBtu/hr (5.4 tons) air-cooled single package Tier 3
	ton
	321.18
	0.2362
	0.96
	15
	$421.00
	$140.00

	A/C Units 65-135 MBtu/hr (5.4-11.3 tons) air/water/evap-cooled split-system or single package Tier 2
	ton-delta EER
	109.44
	0.0805
	0.96
	15
	$79.00
	$75.00

	A/C Units 135-240 MBtu/hr (11.3-20 tons) air-cooled split-system or single package Tier 2
	ton-delta EER
	118.37
	0.0871
	0.96
	15
	$79.00
	$75.00

	A/C Units 240-756 MBtu/hr (20-63 tons) air cooled split-system or single package Tier 2
	ton-delta EER
	130.53
	0.0960
	0.96
	15
	$79.00
	$75.00

	Package or Split A/C or HP Water or Evap Cooled >=135 and < 240  kBtu/h
	ton
	118.37
	0.0871
	0.96
	15
	$79.00
	$113.00


[1] Refer to workpapers delivered separately to Energy Division.
[2] Refer to ITRON/RER rebate study completed 2003 for California IOUs.
B.
Deviations in Standard Cost-effectiveness Values

Refer to A. above.

C.
Rebate Amounts

The upstream program uses a combined push/pull strategy to promote installation of premium efficiency equipment.  The core of the program is rebates made to distributors to encourage stocking of premium efficiency equipment and to buy down the incremental cost of that equipment.  These upstream rebates are being paired with downstream rebates offered through Express Efficiency.  The downstream customer rebates will help create consumer demand to reinforce distributor stocking.  The rebates are being split 70/30 between upstream and downstream programs.  All upstream and downstream rebate costs and savings accomplishments are part of the upstream budget.  This avoids any double counting or cross-subsidies between the upstream and downstream programs while still allowing the benefits of a push/pull strategy.  Serial numbers of equipment will be collected and entered into the program database to avoid any potential double counting.

PG&E’s plan for initial rebate levels is shown below.  Depending on how the program runs, incentive levels may be adjusted either up or down.  As part of the marketing effort, PG&E anticipates using bonuses to convince distributors to submit their first application.  Even though it will be automated, the application process will require a substantial investment of time to understand and submit the first application.  PG&E will concentrate on marketing and may also offer incentive bonuses for equipment installed in transmission-constrained and hard-to-reach areas.  For example, the Fresno area is a transmission-constrained location with high air conditioning and geographically hard-to-reach customers.  The program will offer transmission system relief potential through electric demand reduction and customer equity benefits by concentrating marketing in these hard-to-reach and transmission constrained areas.

	Packaged or Split, A/C or HP:
	Upstream
Rebate
	Downstream
Rebate

	< 65 kBtu/h (Tier I)
	$56 
	$24 

	< 65 kBtu/h (Tier II)
	$70 
	$30 

	< 65 kBtu/h (Tier III)
	$98 
	$42 

	Air Cooled >=65 and < 135  kBtu/h
	$53 
	$22 

	Air Cooled >=135 and < 240  kBtu/h
	$53 
	$22 

	Air Cooled >=240
	$53 
	$22 

	Water or Evap Cooled >=65 and < 135  kBtu/h
	$53 
	$22 

	Water or Evap Cooled >=135 and < 240  kBtu/h
	$79 
	$34 


	Motors:
	Upstream
Rebate
	Downstream
Rebate

	1 HP Energy Efficient Motor
	$25
	$10

	1.5 HP Energy Efficient Motor
	$25
	$10

	2 HP Energy Efficient Motor
	$25
	$10

	3 HP Energy Efficient Motor
	$28
	$12

	5 HP Energy Efficient Motor
	$35
	$15

	7.5 HP Energy Efficient Motor
	$42
	$18

	10 HP Energy Efficient Motor
	$50
	$20

	15 HP Energy Efficient Motor
	$56
	$24

	20 HP Energy Efficient Motor
	$63
	$27

	25 HP Energy Efficient Motor
	$160
	$70

	30 HP Energy Efficient Motor
	$95
	$40

	40 HP Energy Efficient Motor
	$225
	$95

	50 HP Energy Efficient Motor
	$210
	$90

	60 HP Energy Efficient Motor
	$250
	$105

	75 HP Energy Efficient Motor
	$380
	$160

	100 HP Energy Efficient Motor
	$500
	$220

	125 HP Energy Efficient Motor
	$660
	$285

	150 HP Energy Efficient Motor
	$880
	$380

	200 HP Energy Efficient Motor
	$880
	$380


The proposed initial incentive levels were derived directly from the Itron study
 on incentive levels for HVAC and motors.

D.
Activities Description 

The program’s activities are designed to produce measurable energy savings in the form of long-lived, high-efficiency equipment using rebates to track individual pieces of equipment. 

Section V.
Goals
Energy and Peak Demand Savings Targets

	Total Net kWh
	Total Net kW

	5,722,867
	2,902


In addition to the above savings goals, goals for quality of service include telephone calls or e-mails from distributors will receive a response within 24 hours and that all incentive payments for properly completed applications will be processed in a maximum of 30 days.

Section VI.
Program Evaluation, Measurement and Verification (EM&V)
General Approach to Evaluating Program Success 

This evaluation, measurement and verification (EM&V) plan meets the objectives of the Commission as outlined in the Energy Efficiency Policy Manual v.2 (EE Policy Manual), and adheres to the guidelines in the International Performance Measurement and Verification Protocol (IPMVP).  This EM&V plan will continue to use the existing EE Policy Manual and established EM&V methods to evaluate the Upstream Motors & HVAC Rebate Program’s success while the M&V Protocols and Framework are being completed.  At such time, a detailed EM&V plan will be revised, as appropriate, to incorporate the EM&V Protocols and Framework to evaluate the program’s success.

The goals and objectives of the Upstream Motors & HVAC program evaluation plan are to provide established methods to measure and quantify results in the form of achieved levels of energy and peak demand savings for the program.  The primary measurement of program success will be the tabulation of the increased stocking and sales of EEMs and their reduction in price.  The EM&V will also estimate energy and demand savings for measures installed through the program, versus baseline measures.  The Upstream Motors & HVAC program will also be evaluated on program delivery, process evaluation, market assessment and customer behavior and analysis.  Such studies provide ongoing information regarding benchmarking, and overall success in order to refine and optimize program delivery.  This study will be conducted through the M&V in the Procurement program.

Approach to Measure and Verify Peak and Demand Savings

The primary measurement of program success will be verification of the increase in measures stocking and sales, reduction in EEMs prices, and tabulation of the ex-ante energy and demand savings for measures installed through the program, versus baseline measures.  To comply with the objectives of the Commission for ongoing assessment and improvement of programs, the EM&V plan will also focus on process issues such as outreach to manufacturers and vendors, and integration with other California programs.  

Approach to Evaluation of Program Success

The EM&V plan may also include:   1) analysis of program accomplishments; 2) an assessment of program targeting and customer satisfaction; 3) an analysis of incentive levels and options; and 4) additional market assessment and evaluation as needed.  This plan will be completed by:

· Market Assessment and Customer Behavior Analysis: This task will assist in assessing upstream market actors’ awareness, behaviors and practices given their participation in the Upstream Motors & HVAC Program.  Market saturation/potential studies from statewide studies currently underway will inform the market assessment and baseline analysis.

· Process Evaluations: This task will include evaluation of program delivery mechanisms, timelines and upstream market actors’ customer satisfaction.  The research will provide ongoing feedback and corrective guidance regarding program implementation through a customer behavior study, and measure indicators of the program effectiveness through a process evaluation study.  These activities will include evaluation of program delivery in terms of marketing and delivery channels and may include upstream market actor customer satisfaction surveys regarding customers' perceptions about how the program has helped them sell energy efficient motors (EEMs).

Potential EM&V Contractors

The contractors listed below can objectively and effectively evaluate program success.  As a group, their work includes impact evaluation, measurement and verification, process evaluation, market assessments, and verification of program accomplishments.  These firms have a track record of completing high quality, objective studies of energy efficiency programs either for the California investor-owned utilities or for other entities whose studies we have been able to review.  This list does not include all of the qualified evaluators who could objectively evaluate program success.  The final list of evaluation consultants will be based on several factors including: future Commission decisions; the mix of approved programs; and the experience of the evaluation consultants.

	ADM Associates
	KVDR Consulting

	Aloha Systems
	Megdal & Associates

	Alternative Energy Systems

 Consulting (AESC)
	Nexant

Quantec LLC

	Applied Management Sciences Group
	Quantum Consulting

	Architectural Energy Corporation (AEC)
	Ridge and Associates

	ASW Engineering Management
	PA Consulting Group

	Aspen Systems Corporation
	Research Into Action

	EcoNorthwest
	RLW Analytics

	Energy & Environmental Economics
	Robert Mowris & Associates

	Energy Market Innovations
	SBW Engineering

	Equipoise Consulting

Freeman Sullivan & Co.
	Science Applications International Corp. (SAIC)

	Frontier Associates

GDS Associates
	Skumatz Economic Research Associates (SERA)

	Heschong-Mahone Group
	Summit Blue Consulting

	ICF Consulting
	TecMRKT Works

	Itron (RER)
	Vanward Consulting

	KEMA-Xenergy, Inc
	Wirtshafter Associates


Section VII.
Qualifications 
A.
Primary Implementer

PG&E has provided residential and nonresidential customers with energy efficiency programs at the direction of the Commission since 1976.  Early programs provided information to residential customers on energy efficient appliances, home insulation, heating and air conditioning while providing commercial customers detailed, on-site energy analysis (audits).  Programs and services for both markets evolved into information programs coupled with equipment rebate programs, loan programs and incentives for new building construction by the early 1980s.  These programs have grown, contracted or been redirected based on the changing goals of the Commission, the needs of the marketplace and the input from the many community stakeholders in the energy efficiency industry.  

Surveys of customers indicate that PG&E has remained the most trusted source for unbiased energy efficiency information, services and programs.  Customers continue to look to PG&E for assistance in managing their energy use and costs.

Teams of PG&E engineers, marketing professionals and customer service specialists have demonstrated significant competencies in a variety of essential areas of program design and deployment, reporting/accountability program measurement, assessment and evaluation.

In 1999 and 2000, PG&E with the help of Energy Solutions designed and implemented successful nonresidential upstream HVAC and motors programs.  The motors programs yielded over 4,000 premium efficiency motor installations.  The HVAC program accounted for over 45,000 tons of high efficiency air conditioners installed.  PG&E also ran a successful residential upstream air conditioning program during this period.

Program Design

Responsive, timely, action characterizes the PG&E team approach to program design.  Commission priorities, changing markets, technologies, and priorities of interested stakeholders require the flexibility to respond to the wide variety of needs within the annual program cycles.  PG&E’s design team has demonstrated its ability to move rapidly and effectively, from the resource acquisition emphasis of the pre-1998 programs to the market transformation focus of the California Board for Energy Efficiency.  PG&E’s program design team also met the challenge of rapidly responding to the 2000 energy crisis by designing programs that not only saved energy but also encouraged customers to change behavior and business practices.

Program Deployment
A solid program infrastructure combined with the participation of key market actors and experienced service providers have ensured PG&E success in program deployment for the last three decades.  Successes are evinced year after year by the accomplishment of the goals and milestones set in place through Commission and PG&E agreements.  PG&E’s staff has nurtured relations with the entire spectrum of parties whose joint efforts are necessary both to capture the interest and enthusiasm needed for a new program and to responsibly remove barriers to deployment.
Reporting/Accountability

Responding to the more rigorous reporting and accountability requirements from the Commission over the last 10 years, PG&E has developed increasingly sophisticated procedures and competencies to meet the new levels of precision required in these areas.  PG&E has been able to provide thorough, reliable reporting as the needs and goals of the Commission have changed from the simple semi-annual and annual reports of the 1980s to the complex reporting and net benefit accountability over the 10 year time period required of the pre-1998 programs.  PG&E reports on programs using both the pre-1998 methodology and the subsequent reporting requirements for monthly, quarterly and annual reports as well as responding to data requests from the Energy Division, administrative law judges of various proceedings and interested parties in proceedings.

Measurement, Assessment and Evaluation

PG&E’s current measurement, assessment and evaluation (MA&E) capabilities are especially suited to meet the requirements of the Commission’s present directives.  The MA&E team members have worked closely with regulatory agencies and other IOUs, as well as other interested stakeholders, in establishing and coordinating the California Measurement Advisory Council (CALMAC) and the earlier California Demand Side Management Measurement Advisory Council (CADMAC).  The MA&E team has participated and/or led many statewide measurement, assessment and evaluation studies as well as studies focused on local programs and issues.  

PG&E’s energy efficiency staff has the strength and commitment to provide the Commission with successful programs responsive to both the goals of the Commission and the needs of customers. 

B.
Subcontractors 

Energy Solutions has provided energy efficiency consulting and project management services since 1995.  Their program experience includes conducting market research, identifying initial program concepts, assessing technologies for inclusion in programs, creating marketing strategies and materials, generating policies and procedures manuals and managing the implementation of the program, and creating technical quality assurance processes to assure satisfactory results. 

Energy Solutions played a major role in running PG&E’s successful upstream motors and HVAC programs in 1999 and 2000, during which they established relationships with most of the major distributors.  Energy Solutions’ experience helping PG&E manage and implement the successful 1999 and 2000 Express Efficiency Motors and HVAC Turnover Program and the relationships developed with motor and HVAC distributors and customers will allow them to “hit the ground running” with the new program.  They also supported the design and then fully implemented the Upstream Residential Air Conditioning Program on behalf of PG&E during 2000.  Specifically, Energy Solutions will bring the following skills to this program:

Knowledge of the Motor and HVAC Markets

Energy Solutions’ staff has extensive knowledge of the motor and HVAC markets.  Sam Cohen of Energy Solutions has helped PG&E design and run customer rebate programs for motors since 1991.  In 1998, as part of the market transformation paradigm, Energy Solutions helped PG&E shift the focus of the program from customer rebates to distributor stocking incentives and for the next three years John Barbour provided technical and marketing support for PG&E’s revised Express Efficiency Motors and air conditioning program.  Energy Solutions also supported the design and then fully implemented the Upstream Residential Air Conditioning Program on behalf of PG&E during 2000.  The program required developing relationships with potential trade ally participants, the creation of a tracking database, payment of incentives, and coordination of post-field inspections.  Energy Solutions handled the day-to-day operation of the program, regularly interfacing with AC distributors to answer program questions and facilitate participation in the program.  

Cultivation of Trade Ally Relationships

Energy Solutions recognizes that partnerships with trade allies are critical for running effective energy efficiency programs.  Customers are solicited continuously by vendors and are thus skeptical of information that does not come through a limited number of trusted channels that they rely upon for their information.  In helping run PG&E’s Upstream Motors and AC programs for nonresidential customers and in implementing the Upstream Residential Air Conditioning program, Energy Solutions developed relationships with many of the key motor and HVAC distributors. 

Marketing Savvy

Through their experience implementing these programs, Energy Solutions knows how to create targeted, persuasive messages for industrial decision-makers through the use of program brochures, personalized outreach to individual distributors, special bonuses and contests, and an extensive direct mail campaign to distributors and customers.  They implemented an extensive turnkey marketing campaign for the Upstream Motors and AC programs that included the development of all program marketing materials.  They also produced mailers under the national “Motor Decisions Matter” campaign for PG&E’s Express Efficiency program.  The mailers demonstrated why smart business managers should specify premium efficiency motors. 

C.
Resumes or Description of Experience

For the purposes of this proposal (and page limitations), PG&E has included a description of experience for each program management position for the prime implementer(s) and subcontractor.  This team has extensive experience running upstream programs. 

James.  B.  Hanna, Program Manager

Jim Hanna has more than 25 years experience implementing and managing commercial and industrial energy efficiency programs.  As Program Manager of the Express Efficiency Program, he has designed and managed motor and air conditioner distributor rebate programs and handled all aspects of the rebate program including policy and procedures development and enforcement, regulatory support, marketing, and advertising.  In 2001 Jim Hanna managed PG&E’s successful upstream Express Efficiency Motors and HVAC programs.  He has also devised methodologies to engage market actors and increase program participation, reviewed and modified stocking practices, and documented savings needed to track program performance for annual goal measurement and reporting.  In addition, he successfully modified the stocking practices of high-efficiency HVAC equipment distributors so that high Seasonal Energy Efficiency Ratio (SEER) air conditioners are currently available off-the-shelf and on short notice.  These efforts have resulted in the sale of more than 1,300 “Premium” energy efficient motors representing 21,343 horsepower, and 26,319 tons of high SEER/EER (Energy Efficiency Rating) packaged air conditioners.  In the past, as Senior Program Engineer, he designed, developed, tested, and implemented ‘real-time’ performance analysis testing (PAT) tools for air compressors, motors, and package air conditioners.  He was directly involved in the adoption of the PAT tools by the Department of Energy (DOE) as part of their national Compressed Air Challenge program.  Jim Hanna has a Bachelors of Science in Electrical Engineering, Master of Business Administration, and in 2003, Jim earned his Certified Energy Manager from the Association of Energy Engineers.

Energy Solutions

Sam Cohen, President

Mr. Cohen founded Energy Solutions in 1995.  He specializes in providing program design, marketing, and implementation assistance for energy-efficiency programs serving business sector customers.  Currently, Mr. Cohen is supervising lighting retrofit programs that target the small commercial sector.  For many years, he helped manage PG&E’s Express Efficiency (nonresidential retrofit) program.  Between 1998 and 2000, Energy Solutions’ turnkey marketing program for PG&E’s Express Efficiency program resulted in the program exceeding target goals; the 2000 program received over 22,000 applications, a substantial increase from previous years.  PG&E’s Express Efficiency program was adopted statewide in 1999 and Energy Solutions helped all four investor owned utilities launch their own versions of this program.  Mr. Cohen carried out focus groups for developing Standard Performance Contract (SPC) programs for small commercial customers, and developed deemed savings values for a set of measures in the Residential SPC program.  Projects for other clients include strategies for capitalizing on electric deregulation, energy efficiency marketing strategies, process evaluations, and greenhouse gas reduction planning.  Mr. Cohen is also co-author of a successful $1.3 million Department of Energy Rebuild America grant to transform local energy efficiency markets.

Prior to starting Energy Solutions, Mr. Cohen was an Associate at Barakat & Chamberlain, where he specialized in Demand Side Management (DSM) program design and implementation.  Mr. Cohen also managed the company’s technology database and was the firm’s specialist in lighting, motors, and adjustable speed drives.  Before that, Mr. Cohen was a Senior Research Associate at Lawrence Berkeley National Laboratory, where he worked on evaluating energy savings and the economics of retrofitting single-family homes--incorporating environmental externalities into utility planning, and DSM bidding.  Mr. Cohen received his Masters Degree from the Energy and Resources Group at U.C.  Berkeley, and his Bachelors Degree in Mechanical Engineering, also from U.C.  Berkeley.  Mr. Cohen received the 2002 Program Design Innovator Award from the Association of Energy Engineers Bay Area Chapter.

John Barbour, Senior Project Manager

Mr. Barbour specializes in commercial energy efficiency programs and project management.  He is currently focusing on the marketing for several small commercial programs.  Before that he worked on PG&E’s distributor stocking incentive programs for motors and package air conditioning.  Prior to joining Energy Solutions, Mr. Barbour was an engineer for PG&E where his latest position included being the Program Manager for the Advanced Performance Options and Retrofit Efficiency Options Programs.  These programs emphasized customized energy efficiency solutions to complex commercial, industrial and agricultural systems.  His efforts contributed to the successful close of these programs in 1998 with $11.8 million dollars in shareholder earnings.  As technical and administrative lead on energy efficiency for his department, Mr. Barbour guided the Sacramento/Sierra Division in surpassing their goals in energy efficiency.  He has performed energy efficiency audits on commercial and industrial facilities and has expertise in identifying energy efficiency opportunities in a wide range of technologies, such as compressed air systems, lighting, refrigeration and HVAC.  He also has experience monitoring and analyzing power usage, reliability and quality.  Mr. Barbour received his Bachelor of Science Degree in Electrical Engineering with a Power Systems Option, graduating Magna Cum Laude from California State Polytechnic University, Pomona.
Section VIII.
Budget 
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