
July 20, 2000

Commission President Loretta M. Lynch

California Public Utilities Commission

505 Van Ness Avenue

San Francisco, CA   94102


Re:
Summer 2000 Energy Efficiency Initiative (CPUC A.99-09-049)

Dear President Lynch:


The California State University (CSU) is pleased to submit this proposal for programs to be funded by the California Public Utilities Commission’s (CPUC) Summer Initiative.  We welcome the leadership that the CPUC has shown in acting aggressively to use energy efficiency and demand reduction to respond to the state’s potential energy shortage supply.


In the CPUC’s Decision initiating the Summer Initiative, the CPUC stated that the CPUC, along with the rest of California state government, has been challenged to deal with the possibility that the State’s energy supply and demand may be chronically out of balance in the course of the next few years.  CSU is committed to working with the CPUC, others in state government, and key stakeholders in ensuring that the energy efficiency and demand reduction promised under the Summer Initiative become a reality by the summer of 2001.


CSU has a strong history of leadership in using energy efficiency and demand reduction on its campuses.  [Give 2-3 examples].


In this proposal, CSU offers to install load reduction and energy efficiency measures at at least ____ CSU campuses.  These measures can be installed by the summer of 2001, if the Commission approves the proposal by next month, as specified in the Commission’s decision.  Total savings will equal _____ kw and ____kwh in 2001.  The estimated cost of these measures is _________.


CSU concurs with the CPUC that energy efficiency and demand reduction must be part of the State’s strategy for meeting California’s future energy needs and we welcome the opportunity to join with the CPUC in meeting this challenge.








Very truly yours,

cc:
Commissioner Carl W. Wood


Commissioner Josiah L. Neeper


Commissioner Henry M. Duque


Commissioner Richard A. Bilas
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July 21, 2000
I.
INTRODUCTION 

The University of California and California State University (collectively “UC/CSU”) are pleased to present this response to the Commission’s direction in D.00-07-017 for parties to provide the Commission with plans that can achieve significant demand and energy reductions by summer 2001 (the so-called “Summer Initiative”). UC/CSU strongly supports the Commission’s Summer Initiative. While the Commission has targeted Summer Initiative funds to acquire energy efficiency resources in order to ease the electric reliability problems expected for summer 2001, the Summer Initiative can and should also be a demonstration of the value of energy efficiency resources as tools to dramatically expand management of demand.

It is well documented that energy efficiency makes a highly valuable contribution to the supply-demand balance.  Additional generation, additional transmission, much greater customer access to price signals, and greater customer ability to respond to price signals may all be important solutions to the state’s reliability problems.  However, in the near term (one year), energy efficiency is a critical contributor to keeping the lights on. It is also the resource over which the Commission has the greatest influence. Only this Commission has the ability to stimulate the rapid and substantial investments in energy efficiency that are necessary to mitigate reliability problems for summer 2001.  While the Commission’s market transformation goals for energy efficiency have produced useful results and may be particularly useful in the long run, UC/CSU support the Commission’s adoption of a resource acquisition strategy for the Summer Initiative. The energy efficiency resource acquisition strategy can best solve the localized shortages of generation and transmission that are currently contributing to reliability problems.

UC/CSU have a great deal of experience in implementing energy efficiency programs and can quickly implement a number of heretofore un-funded energy efficiency projects. UC/CSU are very concerned about reliability issues in California, both as education and research institutions, and as large consumers of energy. We are committed to helping the Commission and other entities address these issues.   
In addition to UC and CSU’s expertise, our commitment to energy efficiency, and the substantial energy savings already achieved at UC/CSU campuses, the Commission should approve the attached list of UC/CSU projects because of the additional contribution UC/CSU projects can make in the educational context.  Energy efficiency projects installed at UC/CSU campuses serve as excellent demonstration projects that broaden the impact of each individual energy efficiency measure. UC/CSU course instructors tour the facilities and incorporate the data into the education of their students.  In addition, many of the projects are showcased in campus open houses. Thus, there is an added benefit of informing the education community and the general public on what approaches work best when it comes to demand management and general energy efficient approaches to operating any home, shop, or university.


Attachments A and B to this proposal are letters from CSU and UC respectively indicating the support of the Universities’ administrations for UC/CSU participation in the Summer Initiative. 

UC/CSU request that the Assigned Administrative Law Judge and Assigned Commissioner approve, by August 21, 2000, the projects included in this proposal, the funding requested, and UC/CSU’s proposed administrative process as described below. 

II.
SUMMARY OF PROPOSAL

Attachments C and D to this proposal are lists of the specific projects proposed by UC/CSU and the total kW and kWh savings estimated to be available from these projects.  UC and CSU have identified a number of potential energy efficiency projects as part of their ongoing energy management activities. These projects are all viable, but currently lack the funding to go forward. In aggregate, we estimate that UC and CSU could contribute 18,700 – 20,700 kW and 41 million kWh of savings
 by summer 2001. If approved, UC/CSU’s proposal will help produce measurable kW and kWh savings for summer 2001, as sought by the Summer Initiative.

In addition, this proposal includes a plan for program approval, administration, and implementation that will help ensure that program savings are in place by summer 2001.
III.
THE COMMISSION MUST ACT QUICKLY IF THE SUMMER INITIATIVE IS TO SUCCEED.
The Commission has jurisdiction over very little that can affect reliability for summer 2001. Generation is deregulated, transmission is under FERC jurisdiction, and price signals are a political football. The one clear area where the Commission can be tremendously effective is energy efficiency.   The Commission has the ability to cause significant kW and kWh of reductions by summer 2001, but only if it acts boldly and approves the proposals offered here.

UC/CSU cautions the Commission to avoid the pitfall of treating the Initiative programs with the same level of regulatory oversight given to other energy efficiency programs.  While it is necessary to ensure that ratepayers receive benefits from public goods charge funds, and to ensure that other Commission goals are met, the Commission must strike a balance between regulatory control and its associated delays, and the need to begin measuring demand and energy savings within a few short months.  UC/CSU oppose hearings on the Summer Initiative. The Commission must keep in mind that these projects have lead times of 6-12 months, which are needed for some or all of the following tasks: hardware acquisition, software development, audits, installation, testing, training, and integration with existing systems.  Any delay beyond the August 21 approval date promised in D.00-07-017 will seriously jeopardize the realization of actual demand and energy reductions by summer 2001.

If the Commission wishes the Summer Initiative to succeed and new demand reductions to be in place for the summer of 2001, it does not have the luxury of the time and resources needed to choose an optimal combination of energy efficiency strategies and resources that may emerge from a lengthy evidentiary hearing process.  Rather the Commission should focus on establishing a process that quickly approves projects and programs that are consistent with the objectives of the Summer Initiative, are cost-effective based on ex ante engineering estimates and appropriate valuation of benefits in this context, and offer significant demand and energy savings impacts to California ratepayers.


 If approved, the UC/CSU proposal can lead to a large number of viable projects  being on line in time to make a critical and measurable difference by summer 2001, an outcome that is impossible with the usual level of Commission, Commission staff, and utility oversight. It is better for the Commission to forego its usual approach to project approval in order to get kW and kWh savings in place by next summer.  

IV.
THE COMMISSION MUST BE FLEXIBLE REGARDING EXISTING ENERGY EFFICIENCY POLICIES AND RULES
Although the Commission’s energy efficiency goals have centered around the market transformation strategy recently, the Summer Initiative is explicitly a resource acquisition strategy. Thus, some of the Commission’s carefully considered policies and rules may not be entirely appropriate for projects funded under the Summer Initiative. Since there is no time to discuss and litigate policies and rules that would be more applicable to resource acquisition, the Commission should be willing to waive any policies and rules that would preclude installation of cost-effective measures by summer 2001.

With energy efficiency, the question always arises as to what is a reasonable amount of ratepayer funds to expend for what level of benefit. For summer 2001, using a resource acquisition strategy and responding to serious, if localized, generation and transmission capacity shortages, the Commission must accept that the market value of capacity is far greater than previous administratively-determined dollar-per-kW values that appear in the cost-effectiveness tests. The annualized capacity cost of a combustion turbine, which is the basis of the old capacity values in the Public Purpose Test (PPT), is far below the existing market prices for ancillary services in California. 

Prices for ancillary services have been very high for far more hours than forecast for summer 2000, and the capacity situation is expected to worsen for summer 2001. These high capacity prices, coupled with the high energy prices, are providing incentives to numerous generators to locate in California. However, the new generators will not be on-line by summer 2001. In order to encourage the installation of enough energy efficiency to sufficiently reduce the summer 2001 peak, providers of energy efficiency will have to see the same kinds of prices that generators see. This is a definite departure from the Commission’s prior approach to funding energy efficiency.

The Commission should adopt the cost-effectiveness and incentive proposals described below. These proposals reflect the market realities regarding: (1) the cost of capacity,  (2) the incentives that market participants require in order to install capacity (or, in this case, to reduce the need for capacity) and (3) the public value of energy efficiency.

It is UC/CSU’s understanding that the Commission’s current energy efficiency rules do not include use of the energy efficiency public goods charge for funding of on-site cogeneration or distributed generation projects. However, such projects can result in significant demand reductions by next summer. For that reason, this proposal requests funding for on-site cogeneration, including a project at UC San Diego that could result in lowering demand in the San Diego area by 14 MW by next summer.

Several UC/CSU campuses pay public purpose charges to utilities other than SCE, PG&E, and SDG&E, including to SoCalGas and municipal utilities. The identified but un-funded energy efficiency projects at these campuses have not been included in this proposal. UC/CSU urge the Commission to find ways to access this additional demand reduction potential.

In addition, the specific projects in this proposal are only those projects that UC/CSU have been able to identify in the limited timeframe allowed for submission of proposals. UC/CSU encourage the Commission to establish an administrative approach and funding that allow implementation of additional projects that can reduce demand by next summer.

V.
THE UC/CSU PROPOSAL 

A. 
Proposed Projects

UC/CSU requests that the Commission approve the UC/CSU projects listed in Attachments C and D to this filing. The projects listed are not currently participating in utility programs and will not go forward without Summer Initiative funds.

B.
Program Administration and Implementation
In this section and the following sections, UC/CSU also respond to the Commission’s request in D.00-07-017, mimeo at p. 203, that parties provide concrete plans for program administration, implementation, M&V and budgets, and describe the cost-effectiveness methodology. The guiding principles behind UC/CSU’s proposals are (1) simplicity, (2) the necessity of implementing demand-reducing projects in time for summer 2001, (3) the realization that implementation must begin in October, 2000 in order for projects to be on-line by June, 2001, and (4) the ability of these projects to be used as demonstration projects in the training of California’s university students and the Universities’ efforts to bring public awareness to energy efficiency strategies.

Program administration should consist of:  (1) Commission approval of the attached projects, (2) disbursement of incentive funds by the utilities, and (3) the activities of an independent consultant. The role of the independent consultant is to administer cost-effectiveness tests, verify installation of projects, conduct final engineering analysis of the projects to determine demand and energy savings impact, and verify project costs.

UC/CSU campus energy managers will implement the attached projects. Program administration costs will consist of the independent consultant’s fees and a very minor sum for the utilities to disburse checks. Project budgets and incentive levels are discussed in the Budget section below.
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Table 1 below lists the necessary tasks, timelines, and responsibilities.

Table 1: Tasks, Timeline, and Responsibilities

Date
Who
Action

August 21, 2000
Commission
Approves UC/CSU proposal.

August 28, 2000
Utilities and independent consultant
Sign contract.

August 28 – November 3, 2000
Campus energy managers

Consultant
Forward project information to Consultant.

Runs cost-effectiveness tests on each project in UC/CSU proposal.

September 5 – November 3, 2000
Utilities
Upon notification of cost effectiveness, disburse 100% of incentive payment to campus energy managers.

September 5, 2000 – June 2001
Campus energy managers
Begin implementing projects after notification by consultant that they are cost-effective.

September 2000 – June 2001
Consultant
Verifies that projects are installed and that savings will occur.

June 1, 2001
Consultant
Submits report to CPUC with estimated project costs and engineering estimates of kW and kWh savings forecasted for summer 2001.

December 15, 2001


Consultant
Submits report to CPUC detailing the amount of kW and kWh savings actually achieved from summer 2001 and the amount spent to achieve the savings. 

The first step is for the utilities or the Energy Division to select an independent consultant (subject to UC/CSU approval) and to sign a contract with the consultant. The criteria for selecting a consultant are (1) expertise in applying cost-effectiveness tests, (2) M&V expertise, and (3) availability to complete the tasks on the schedule set forth in Table 1.  UC/CSU encourages the development of a large pool of M&V consultants and will work with the utilities and Energy Division to identify candidates. 


The three utilities will jointly fund the consultant out of program funds in the proportions normally used for energy efficiency activities. The consultant will submit monthly itemized invoices for its own work to a single point of contact to be designated by the utilities.


The second step is for campus energy managers to forward project details to the consultant for cost-effectiveness evaluation. Campus energy managers must provide the following information to the consultant:  (1) project description of proposed high-efficiency measures to reduce peak demand and provide energy savings, and description of existing equipment or current design if new construction, (2) engineering estimate of peak demand reduction and energy savings, (3) proposed M&V approach, and (4) estimated project costs.


Campus energy managers would have from August 28 to November 3, 2000 to submit project information to the consultant. During that same period, the consultant must perform the cost-effectiveness tests and notify the local utility of the results. The utility has 15 days to disburse the incentive payment directly to the project implementer. The campus energy managers’ obligation is to ensure that their projects are saving kW and kWh by June 1, 2000.  

On June 1, 2001, the independent consultant should report to the Commission the expected kW and kWh savings from Summer Initiative funds. On December 15, 2001, the independent consultant should report to the Commission the actual kW and kWh saved, and the amount of funds expended to achieve that result.


UC/CSU believe that the simplicity of this administration and implementation proposal is essential in order for the attached list of projects to be installed and operational by June 1, 2001.

C.
Customer Incentives
The Commission should order the utilities to disburse 100% of the incentive payment to the campus energy managers upon Commission approval of the attached projects on August 21, 2000. The incentive payments requested range between 100% and 50% of the project costs. This mechanism will greatly increase the likelihood that UC/CSU will succeed in the formidable task of installing these energy efficiency projects by June 1, 2001.

In the alternative, the Commission should order the utilities to disburse 50% of the incentive payment within 10 days of the independent consultant notifying them of project cost effectiveness, 25% of the incentive within 10 days of the independent consultant notifying them that the project has been installed and is operating, and 25% of the incentive within 10 days of December 15, 2001, the date of the consultant’s report on actual savings. 

This approach solves one of the major barriers to implementation of energy efficiency projects: the availability of funds up front. If the Commission’s goal with the Summer Initiative is resource acquisition, it must recognize the implacable constraint that most project implementers, and certainly campus energy managers, face, which is that they frequently cannot obtain the capital to initiate projects, even when the projects have short pay-back periods and strong cost-benefit ratios.

D.
Cost Effectiveness        
Clearly, projects funded under the Summer Initiative should be cost effective and should be able to demonstrate actual demand and energy savings for summer 2001. The current Public Purpose Test is a reasonable starting place but does not sufficiently take account of the value of near-term demand reductions in this emergency situation.   Given the emergency situation, we propose a simple approach which includes an adder to the Public Purpose Test for the additional near-term reliability benefits of these projects based on a proxy that is linked to recent and/or projected ancillary service market costs.   The additional benefits developed in this cost-effectiveness calculation are used to approximate the value of available capacity during all peak hours (i.e., the hours in which a Stage III outage is most likely to occur).  An upper-bound estimate of reliability benefits can be estimated by using a proxy value of $500 per MWh, representative of the current energy price cap.  At a minimum, as a proxy, the lower of the energy price cap ($500 per MWh) or the weighted average cost during the four summer months (June-September) of the ancillary service with the highest price should be used as an adder to the Public Purpose Test for screening the cost-effectiveness of projects on a prospective basis.  These costs can be compared to the project’s implementation costs and administrative costs to determine cost-effectiveness on an ex ante basis. 

 In addition to the resource value attributed to the program’s load reductions, the benefits of this program also includes the customer value of reliable service.  For example, SCE reports that commercial and industrial customers would be willing to pay $97 during a summer weekday to avoid a 1-hour afternoon service interruption.  Such interruptions could happen as a result of a Stage III outage.  These additional benefits of a service reliability adder are not explicitly included in the proposed cost-benefit approach.

Finally, there is the value of the UC/CSU projects being used as demonstration projects in the educational setting.  While a value cannot be explicitly defined, there is an economic benefit to be realized in the long run through the exposure of the UC/CSU energy efficiency in the classroom and campus setting resulting in energy efficiency decisions by the graduates of our universities.

E.
Verification of Demand and Energy Reductions
Just as projects funded by the Summer Initiative should be cost-effective, these projects should also be able to demonstrate actual demand and energy reductions, in order to justify the use of ratepayer funds. The campus energy managers should measure and verify demand and energy reductions, using generally accepted M&V protocols. Campus energy managers would collect data on the demand and energy savings from all Summer Initiative projects and submit them for verification by the independent consultant who will report these data to the Commission by December 15, 2001. 

F.
Program Budgets 

UC/CSU are proposing that the incentive level would range from 100% to 50% of project costs. The program administrative costs would be limited to the independent consultant’s fees and the minor utility costs associated with administering the contract and disbursing incentive payments.

V.
 CONCLUSION  

UC/CSU urge the Commission to adopt this proposal, in order to achieve measurable demand and energy reductions by summer 2001. Delay of any kind, and any regulatory or utility oversight greater than proposed here, will undoubtedly reduce the amount of demand and energy reductions that are technically achievable by next summer. The Commission should not hold hearings on the Summer Initiative; it should adopt the UC/CSU proposal and other proposals that will produce demand and energy savings by summer 2001 without further analysis and review, except as described in this proposal.
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�  UC/CSU also urge the Commission to increase its commitment to relaying price signals to customers so that they can reveal the price responsiveness of their demand. Metering equipment is the key to this capability.


� Including the proposed cogeneration projects, savings due to UC/CSU projects total 57,900 kW and 469,000,000 kWh.






