
This filing is submitted on behalf of the National Association of Energy Service Companies (NAESCO), a trade association of energy service companies (ESCOs) and their trade allies, including utility and manufacturing companies.  NAESCO’s current membership of about 130 organizations includes firms involved in the design, manufacture, financing and installation of energy efficiency equipment and services in the private and public sectors.  NAESCO numbers among its members some of the most prominent global companies in the energy control equipment business, including Honeywell, Johnson Controls, ABB, Siemens and Invensys. In addition, ESCO members include both independent ESCOs active in the California, such as ONSITE SYCOM and UCONS, affiliates of regulated utilities, and regulated utilities.  ESCOs have been delivering energy efficiency services to large and small customers for twenty years. 

NAESCO proposes that the Summer Initiative be structured around five key principles:

· Use Proven Technologies 

· Use Appropriate Pricing for Load Reduction Resources

· Use Proven Program Models

· Use Streamlined Program Administration

· Provide Equity for All Classes of Ratepayers

Each of these principles is discussed below.

Principle One:  Use Proven Technologies 

The Commission has decided that the Summer Initiative is a resource acquisition program, not a market transformation program.  The Summer Initiative also is an expedited program, designed to acquire load reduction resources that will be in place by the beginning of the summer of 2001.  As an expedited resource acquisition program, the Summer Initiative should focus on proven load reduction technologies – e.g., those technologies that are widely accepted by most consumers, that can be delivered by a range of ESCOs and other vendors, and for which verification methodologies are relatively simple and generally accepted.  For the Commercial/Industrial (C/I) markets, the technology focus should be on lighting, as well as variable frequency drives, air conditioning and refrigeration.  For the residential markets, the focus should be on measures that reduce usage that is coincident with system peaks such as water heating, air conditioning equipment,  duct sealing, building envelope measures that reduce air conditioning load (e.g., efficient windows and insulation), as well as proven measures such as common area lighting in multifamily buildings.

There are ample available load reduction resources available in California in these technologies.  Though NAESCO is aware of no current studies of the availability of such resources in the California market, recent studies from other states which, like California, have heavily promoted and subsidized energy efficiency for the past decade, may be useful.   

In the state of New Jersey, Xenergy, an unregulated subsidiary of Energy East, was retained by the state’s seven electric and gas utilities in the summer of 1999 to assess the technical potential for energy efficiency.  This work was performed under a mandate from the Board of Public Utilities (BPU).  Xenergy’s work revealed that about 31% of 1998 industrial electricity use, 27.2% of 1998 commercial electricity use and 31.7% of 1998 residential electricity use could be replaced with cost-effective energy efficiency improvements.  In the C/I sector, Xenergy estimates that about 2,511 GWh of cost-effective annual load reductions are available from lighting energy efficiency projects alone.  In the residential sector, Xenergy estimates that about 500 GWh of cost effective annual load reductions are available from water heating measures, and about 649 GWh from multi-family lighting measures.  This technical potential remains after New Jersey utilities have spent upwards of $1.5 billion on DSM programs in the past decade.  (See NJ BPU Docket Nos. EX99050347 and EO99050349, Exhibit UTIL-CRA-1, pages E-8, E-9 and Appendix E1.

In Colorado, the Tellus Institute, an independent not-for-profit company, was retained in early 2000 by the Colorado Office of Consumer Counsel and the Land and Water Fund of the Rockies (a leading regional environmental organization) to assess the potential for demand-side resources in Colorado.  Tellus’ work was done as expert testimony in a case that examined the role of demand side management (DSM) programs in the Integrated Resource Plan of Public Service Company of Colorado (PSCo).   Tellus’ report documented that PSCo could acquire about 53 MW of load reductions in non-residential lighting during the five-year Plan period.  PSCo apparently agreed with Tellus’ recommendations.  Less than 30 days after the Tellus report was submitted, the utility, in its Rebuttal Testimony, substantially increased its proposed DSM funding.  PSCo has since negotiated a Stipulation and Settlement Agreement with the other parties to the case in which it agrees to approximately the DSM funding levels recommended by Tellus.  (See Colorado PSC Docket No. 00A-008E)

The New Jersey market is about 20% of the size of the California market.  The PSCo market is less than 10% of the size of the California market.   If we extrapolate the results of the New Jersey and Colorado studies to the California market, we can see that there may be as much as 9,000 annual GWh and 500 MW of load reduction available from the application of C/I lighting technologies alone.

Principle Two:  Use Appropriate Pricing for Load Reduction Resources

During the last few years, enormous effort has been spent in California and in a number of other states to fine-tune energy efficiency incentives in market transformation programs.   This fine-tuning is an ongoing process, as regulators, intervenors and interested parties struggle to adapt ratepayer-funded energy efficiency programs to the demands of the newly deregulated energy markets.

The basic premise of the Summer Initiative, however, is different from the developing market transformation programs.  Market transformation programs seek to influence consumer decision-making at the margins, by applying the minimum feasible ratepayer subsidies to leverage overall trends in the marketplace toward greater energy efficiency.  The Summer Initiative, in contrast, seeks to acquire a significant amount of load reduction resources in a very short period of time, not by leveraging marketplace trends at the margin, but by in effect force-feeding energy efficiency to consumers who might not otherwise consider an energy efficiency purchase in the time frame of the program.   The calculation of the appropriate price for load reduction resources for the Summer Initiative must combine the value of the load reduction to all ratepayers (a somewhat theoretical exercise in the evolving competitive energy markets) with the more empirical value that it takes to actually move consumer behavior in a very short time frame.  Luckily, the elements of this pricing calculation are readily available.  

Factor 1:  Moving Consumer Behavior

Each of the California utilities has operated resource acquisition energy efficiency programs that demonstrably moved consumer behavior in the short term.  The highest incentives that were paid for lighting and other technologies in these programs are a matter of public record in various regulatory proceedings.  These highest historical incentives worked to produce the consumer behavior that the Summer Initiative requires, so California should use similar high price payments again.

Factor 2:  Value of Load Reduction to All Ratepayers

A new type of analysis appears to add a new dimension to the determination of cost-effectiveness in unregulated electricity supply markets.  This analysis has been pioneered in California by Rich Ferguson, a member of the board of governors of the California Power Exchange, and has since been extended by the work of other analysts.  (See attached paper by William Marcus of JBS Energy, Inc.)  The gist of the Ferguson and Marcus analyses is that because of the way the deregulated commodity supply markets work, the value of load reduction to all ratepayers ranges from two to eleven times the market price of electricity.  This is because, in the new world of  Independent System Operators, “the price for all units of energy is set by the market-clearing bid price for the last unit (of generation or load reduction) bid in to serve demand.  As demand rises, the total revenue received by all generators rises.   Thus the value of demand reduction is not just the market price (bid price of the last unit).  It is the market price plus the increase in the bid price multiplied by all other generators except the last unit.” (Marcus paper, attached, at p. 2)

The Ferguson/Marcus analyses indicate that the competitive energy marketplace radically alters the cost effectiveness of energy conservation and energy efficiency programs for all ratepayers.  Put another way, experience in California and other states indicates that the vast majority of electricity ratepayers will have little or no opportunity to benefit from commodity electricity deregulation during the next few years, because they are not very attractive to energy marketers.  They will, however, be subject to the increases in the cost of electricity that have become apparent in the run-up of summer 2000 electricity prices.  Virtually the only way that the majority of ratepayers can affect any significant elasticity of demand in the marketplace, and thus exert any downward pressure on commodity electricity prices, is through large-scale energy conservation and energy efficiency programs, funded with a public goods charge mechanism and delivered through proven program models.

NAESCO believes that the Ferguson/Marcus analyses clearly justify the use by the Summer Initiative of the highest payment levels that have historically been proven effective by the various utility programs.

Principle 3:  Use Proven Program Models

The Summer Initiative is designed to acquire load reduction resources on an expedited basis so there is no time to invent a new program model.  NAESCO therefore proposes that the Summer Initiative utilize two proven models: standard performance contracts and, under limited circumstances, rebates.

Standard Performance Contracts 

Standard Performance Contract (SPC) programs, when designed with appropriate pricing, have proven to be very effective, in California and in other states.

· In California, in 1998, both the residential and non-residential SPC programs were oversubscribed, producing about 230 GWh of annual savings during a single program year.  Since that time, the residential SPC program has been discontinued and the non-residential SPC program has gone through a virtually continual process of rule changes and subsidy reductions.  NAESCO suggests that reinstating the 1998 prices will produce the best short-term results.  (NAESCO supports the streamlining changes that have been made in the nonresidential SPC program since 1998 and believes they should be continued.) 

· In New York, the SPC program began in July of 1998.  During the first fifteen months, the program was not successful, as both administrative procedures and subsidy levels were being adjusted.  Streamlined administrative procedures and appropriate subsidy levels were introduced in the fall of 1999.  In about eight months, the program has been fully subscribed.  106 projects have been developed, resulting in projected energy savings of about 1.79GWh annually. This result is especially impressive because the New York program does not include two significant areas of the state –e.g., the service territories of Rochester Gas & Electric and the Long Island Power Authority (formerly Long Island Lighting Company).

· In New Jersey, the ongoing SPC program operated by the state's largest utility, Public Service Electric and Gas (PSEG) has produced an “energy efficiency power plant” that forestalled the need for new power plant construction in the state for a number of years.  Between 1993 and early 1998, the New Jersey Standard Offer (SO) program produced 860 energy efficiency projects in about 5,078 commercial and industrial facilities and 53,697 residential units in the PSEG service territory, as documented in a study performed for PSEG by the Wisconsin Energy Conservation Center (WECC).  The present value net benefits of these projects for New Jersey ratepayers are about $156,000,000.  WECC calculated that through early 1998, the SO program had produced about 200 megawatts of reduction in the PSEG summer peak and about 1,100 gigawatt hours of annual energy use reduction. (See Evaluation of Public Service Electric & Gas Company’s Standard Offer Program, Final Report, October 14, 1998, Prepared for Public Service Electric & Gas Company by WECC, authored by G. Edgar, M. Kushler and D. Schultz, pages ES-1 through ES-22.) The results of the statewide Standard Offer program are now about 25% higher, if we include the projects developed in 1998  and the projects developed in other utility service territories.  In 2000, a revised Standard Offer program was fully subscribed in about six months.  Projects will save about 20 MW of summer peak demand and 3 MM therms of gas annually. (see letter dated May 23, 2000 from Thirza Jacobus, Business Services Manager – DSM, Public Service Electric & Gas Company to all interested parties re Standard Offer #3)The history of the New Jersey Standard Offer programs clearly shows that the production of load reduction resources is directly related to the incentives paid: higher incentives in the SO1 program produced significantly more resources than the lower incentives paid in the SO2 program.

Rebates

Even though NAESCO historically has been opposed to rebates, should the Commission choose to change its policies and allow rebates for large C/I customers, NAESCO recommends that large C/I customers be allowed to participate in both the SPC and rebate programs – e.g., allow customers to use any rebates in conjunction with the SPC.  Moreover, projects using rebates should be subject to post-installation impact evaluations.  

Principle Four:  Use Streamlined Program Administration

In order to accomplish its goals, the Summer Initiative must employ a streamlined administrative system.  As NAESCO has testified in the earlier phase of this case (Testimony of Richard Sperberg and Testimony of Thomas Eckhart), many of the current utility-operated energy efficiency programs are subject to virtually continuous revisions of operating rules and subsidy levels, making it very difficult to develop any program momentum in the marketplace.  The Summer Initiative must be operated on a different basis.

NAESCO suggests that instead of operating separate programs for the Summer Initiative,  the utilities should pool their resources in a kind of statewide “SWAT Team”, analogous to the effort first used in setting up the California ISO (known as WEPEX) and also currently used by the utilities in the evaluation work for their ongoing energy efficiency programs.  The SWAT Team would retain an experienced executive from the energy efficiency industry to spearhead the Summer Initiative and would include the necessary utility personnel needed to ensure the Summer Initiative is implemented in the timeframe called for by the Commission. 

Part of the streamlined administration should be a set of incentives for the utilities that reward them for getting the $67 million of program funding effectively spent in the Commission’s expedited time frame.  The use of historically demonstrated high incentive levels and proven program models, which have been the subject of extensive planning and review proceedings before the Commission, should reassure the Commission that giving the utilities incentives to fully commit the program funds quickly will not result in the misuse of program funds.

Finally, NAESCO emphasizes the need to have a set of program rules set quickly, and maintained consistently for the duration of the program.  Realistically, program rules and administrative procedures should be set by the end of the summer, with a commitment from the Commission that they will be maintained through the life of the Summer Initiative.  Meeting the Commission’s ambitious goals for the program will be an “all hands to the pumps” exercise for all involved parties – utilities, ESCOs, vendors and regulators.  We cannot be simultaneously pumping and debating about the design of the pump handles.

Principle Five:  Provide Equity for All Classes of Ratepayers

It is NAESCO’s understanding that a large portion of the $67 million designated for the Summer Initiative has come from funds not spent in the residential sector in prior years.  There are many reasons for funds not finding there way to this sector, but a major reason is the RCP process is not a resource acquisition program and is therefore not consistent with the stated goals of the Summer Initiative to bring on cost effective new load reduction resources quickly.  

As noted above, we recommend that the Summer Initiative use the specific measures and incentive levels in the residential SPC program that were approved and oversubscribed in California in 1998.  The Commission should have confidence that this approach can produce the expedited results required by the Summer Initiative because there were so many projects identified in the 1998 residential SPC program that a lottery was implemented to select "winners".

NAESCO further recommends the following for the residential sector:

· Allocate sufficient funds so that a lottery is not required.  NAESCO recommends that a significant percentage of the $67 million (which came from the residential sector) be targeted for residential programs.  The Marcus study (attached, pages 4-7) points to a higher-than-expected contribution to system peaks by upper-income households, which means that these households should be a target for the Summer Initiative.  This new data supports NAESCO’s long-time contention that there are significant opportunities for peak load reduction in the residential sector. 

· Establish some form of site control or security deposits to provide certainty in projects being implemented.  The Summer Initiative should embody the RCP requirements that bidders have obtained customer signatures (site control) or increased security requirements (a 10% security deposit may be prudent).  These requirements would make both the residential and non-residential programs more comparable.

· Do not permit any single one bidder (or project) to submit proposals for more than 20% of the available funds. However, if funds are not fully subscribed within 120 days or if appropriate milestones are not achieved in existing projects, then individual ESCOS may apply for unused funds.  This concept was not adequately implemented in the 1998 residential SPC programs.  If it had been, more residential resources would have been brought on-line in those programs.

· Ensure separate payments for energy and for capacity.  NAESCO’s initial  recommendation (which is substantially below current market based rates for capacity) is a one-time payment per kW for measures (with a 10-year life) that reduce summer peak demand.  
· Add specific measures which focus on reducing summer peak demand.  As noted above, these measures include water heating (including water heating load controls)and multi-family, plus small commercial common area lighting.  Additionally, in the residential sector, it is often necessary to add measures that are not as targeted to system peak reduction, such as CFLs plus HVAC and building shell insulation, in order to boost the levels of customer participation.
Conclusion


NAESCO appreciates the opportunity to submit these comments and is ready to work closely with the Commission, its staff, and stakeholders to ensure that the Summer Initiative proposals are approved by August 21, 2000, as directed by the Commission.
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