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BACKGROUND:

This proposal from American Synergy Corp., Insulation Contractors Association (ICA), Residential Service Companies' United Effort (RESCUE), SESCO, Inc., Winegard Energy, Inc., and Cal-UCONS, Inc.
  (the RES-Team) has been prepared to meet 4 specific goals:

* EQUITY:


to ensure that the $67 million in funds (primarily recovered from hard-to-reach and residential customers) can effectively be provided to under-served market sectors.  In particular, this proposal will focus on reaching multi-family, mobile home and small commercial sectors.

* IDENTIFY CUSTOMERS:  

to identify specific market sectors and customer groups who have previously not been served in California and to provide adequate assurances that these customers can be reached prior to the summer of 2001.

* IDENTIFY SPECIFIC PROGRAMS:  

to recommend specific measures and programs which can cost effectively brought on line prior to summer 2001.

* EXPEDITE CONTRACT ACQUISITION OF NEW RESOURCES:  

to identify specific contract terms which will facilitate the process for acquiring cost effective peak demand resources in the residential arena.

This proposal has been mutually developed by companies and associations with extensive experience in providing energy services in California and across the U.S.  Amongst them, UCONS, Winegard, SESCO, ICA and American Synergy have participated in over 20 separate California energy efficiency contracts during the 1990s.  The RES-Team has collectively provided nearly 50% of all direct install residential energy efficiency programs delivered in California since 1998 and over 50% of the direct install residential programs implemented by means of the DSM Pilot Bidding orders of the Commission.  We are knowledgeable of the merits (and the shortcomings) of past and current programs designed to meet the needs of this market sector.  We are qualified to offer workable and realistic recommendations to meet the Summer 2000 Energy Efficiency Initiative.

The RES-Team has consulted in the brief time available to demonstrate that the needs of the residential sector (in particular the under-served markets of multi-family, tenants and small commercial sectors) can be realistically achieved.  While the short time period has reduced the parties' ability to exchange ideas and to collaborate more fully, we were encouraged by the effort of some utilities to consider and to exchange ideas.  The individual companies wish to retain their right to separately comment on these proceedings.

I.
EQUITY.I.
EQUITY.tc  \l 1 "I.
EQUITY."
In the decision, we note the challenge to find a way to increase the delivery of programs to the under-served markets.  We also note that the principle source of the $67 million in funds made available for the Summer 2000 Initiative is unspent funds previously designated for the residential and small commercial sectors.  To the extent that a means can be found for (1) identifying customers, (2) identifying cost-effective programs, and (3) ensuring that programs can be delivered prior to summer peak of 2001, then we urge that at least 70% of such carry-over funds should be made available to the residential and small commercial sectors.  The program outlined herein has been developed consistent with this objective.

II.
POTENTIAL NUMBER OF CUSTOMERS WHICH CAN BE TREATED PROMPTLY.II.
POTENTIAL NUMBER OF CUSTOMERS WHICH CAN BE TREATED PROMPTLY.tc  \l 1 "II.
POTENTIAL NUMBER OF CUSTOMERS WHICH CAN BE TREATED PROMPTLY."
The market demographics information filed by utilities indicates there are over 3 million residential and small commercial customers who may qualify to participate.  Nearly 50% of this number is still "under-served" or hard-to-reach.  Market demographic data is not in question.  What is important is how quickly and with what level of certainty the Summer Initiative programs substantially impact the summer peak load demand for 2001.

In the past 2 weeks alone, the RES-Team has identified nearly 100,000 single family, multi-family and small commercial customers who are willing to participate in the program we propose.  From this market segment, we have developed a "typical" delivery program which would provide up to 40 MW of summer peak demand in 2001 and achieve the objective of returning at least 70% of the carry-over funds back to the residential and under-served markets in a cost effective manner.

Clearly, with a program open to all residential contractors, (and less than 2 weeks to assess the market) there is a far greater need for resources than identified in this brief period. The RES-Team would look forward to working with the parties to maximize the benefits of current utility programs while achieving the program goals as set forth in the Summer Initiative.  The Team is keenly aware of the problems in the 1998 Residential SPC Program (RES-SPC) and the more serious problems with the 1999 and 2000 Residential Contractor Programs (RCP) designed by the utilities.  We will separately discuss these issues and look forward to working with all parties to mitigate the difficulties.

While there were a few problems arising from the original 1998 RES-SPC, it is important to note that one of the key shortcomings was that the overall level of customer demand far exceeded program budgets.  In 1998, less than 20% of all programs bid by contractors were funded, and a lottery was instituted to determine which projects would proceed.  We have confirmed that there is a very large and eager market of residential and hard-to-reach customers and that treating them can make a substantive reduction in summer peak load for 2001.  

Major contribution to summer peaks in California include lighting and residential air conditioning loads for the market sectors we are addressing in this proposal.  We are the contractors who directly address and reduce those loads through lighting, insulation and infiltration reduction improvements.  Another contributor to peak loads is residential water heating loads, much of which can be shifted to off-peak periods by installation of tank insulation and timers. We should also attempt to "spread the burden" by achieving reductions in swimming pool heating and pumping loads, which are also often on peak, with use of pool insulation covers and timers.

III.
DESIGNING A RES-SPC WITHOUT A LOTTERY.III.
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DESIGNING A RES-SPC WITHOUT A LOTTERY."
Past experience indicates that many contractors are able and willing to offer projects to treat residential and hard-to-reach customers.  The problem in 1998 was not finding customers but was allocating limited, over-subscribed funds among the applicants.

There have been many good ideas articulated by utilities and contractors in prior utility workshops to mitigate the need for a lottery.  Our proposal shown in section 5 below includes methods that avoid the need for a lottery.

IV.
PROGRAMS FOR UNDERSERVED MARKETS WHICH ADDRESS THE INITIATIVE.IV.
PROGRAMS FOR UNDERSERVED MARKETS WHICH ADDRESS THE INITIATIVE.tc  \l 1 "IV.
PROGRAMS FOR UNDERSERVED MARKETS WHICH ADDRESS THE INITIATIVE."
The program we have outlined herein borrows upon our experiences in successfully developing and implementing energy efficiency programs consistent with the following objectives:

* meeting the needs of the Summer 2000 Initiative (to achieve a maximum cost-effective level of summer peak load reduction in 2001, and

* meeting the needs of the customers.

The RES-Team has participated in the delivery of energy efficiency programs across the nation. Where appropriate, our expertise has focused on seasonal energy usage (typical of the goals of the 1998 RES-SPC and the 1999 and 2000 Residential Contractor Programs implemented in California).  But different programs are required to obtain primarily on-peak load reductions.  Current utility RCP programs are not designed for this and are not capable of increasing the delivery of programs to the residential multi-family and hard-to-reach sectors.

There are three specific program enhancements needed in current California programs to meet the needs of the Summer Initiative:

*
A different mix of measures is required to reduce summer peak load.

*
Payment based upon deemed savings for installed measures needs be available to contractors in order to simplify and expedite the process of treatment and payment.

*
Programs need to reach the under-served markets, which will require a different level of prices.

A.
A DIFFERENT MIX OF MEASURES IS REQUIRED TO REDUCE SUMMER PEAK LOAD.A.
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A DIFFERENT MIX OF MEASURES IS REQUIRED TO REDUCE SUMMER PEAK LOAD."
There are a limited number of measures in the residential and small commercial market sectors which can significantly reduce summer peak loads during the period of noon to 8:00 p.m. Clearly, measures which reduce loads during the evening hours would contribute less to reducing peak loads that would measures that directly reduce on-peak usage for water heating, space cooling, or common area lighting that otherwise remains on during the peak hours. These include:

-
water heater timers, low-flow showerheads, aerators, water tank insulation (all of which directly reduce water heating loads and secondarily reduce air conditioning loads)

-
common area, tenant and small commercial building lighting (reduces peak and energy usage for both lighting and air conditioning)

-
building shell insulation and infiltration reduction measures, such as attic insulation, caulking and weatherstripping, sealing of shell penetrations, etc.

-
HVAC system insulation and infiltration reduction measures, such as duct sealing, duct insulation, air conditioner and evaporative cooler insulating covers

We considered recommending a smaller set of measures for the Summer Initiative, since its focus is on reducing summer peak demand.  Offering a smaller set of measures, however, would reduce the attractiveness of the program to potential customers, and all of the measures we recommend do contribute to summer peak load reduction.  Perhaps more important, since this sector is not rewarded under current rates by capacity payments during peak periods (and may be slightly inconvenienced by pure peak load reduction programs), we believe that separate incentives (or measures) are needed to compensate this market segment and ensure a reasonable level of participation.  Accordingly, those measures which our Team has found in California to enhance customer perception of value and interest would be included with measures which focus on summer peak load reduction, provided that all measures contribute to summer peak load reduction.

B.
PAYMENT BASED UPON DEEMED SAVINGS FOR INSTALLED MEASURES NEEDS BE AVAILABLE TO CONTRACTORS IN ORDER TO SIMPLIFY AND EXPEDITE THE PROCESS OF TREATMENT AND PAYMENT.B.
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Exhibit 1 presents a suggested list of measures, deemed savings per dwelling or per fixture, projected number of participants, and a recommended incentive payment for energy and demand reductions.

Deemed savings (such as were employed in the 1998 RES-SPC) would be the quickest and most efficient means for achieving the objectives of the Summer Initiative.  An increasing number of states are implementing deemed savings as the most cost-effective way to rapidly implement new energy efficiency programs, particularly in the residential sector.  The "deemed" savings shown on Exhibit 1 are based on both the residential programs conducted under both the 1998 RES-SPC and the 1999/2000 RCP programs.

While payments based on deemed savings should be available to contractors, the Summer Initiative should allow contractors the option to be paid in whole or in part according to the actual savings achieved in the treated buildings, based upon before-and-after energy usage and a statistically valid measurement plan. Also, the Summer Initiative now appears to be returning to the "resource acquisition" approach to energy conservation that prevailed at the Commission at least through 1997.  Under that approach, the Commission required the utilities to implement significant "pay for measured savings" projects under the DSM Pilot Bidding program.

Some deemed assumptions have been estimated by input from measured billing data derived from utilities and their consultants on programs delivered by residential contractors the past 3 years in California.  In particular, measured savings from duct measures and from water heating programs have been adjusted to reflect this higher measured savings data.  The deemed savings for lighting programs were directly linked to the wattage differentials times the number of hours lights would be on (both during peak and off-peak conditions).

There was insufficient time to establish a firm basis for deemed savings for most HVAC and shell measures.  Clearly, this is an area which will require collaborative effort of the parties.  There is a great deal of both analytical data (DOE/2 results) and measured energy savings data available from which to develop reasonable estimates of savings.

C.
PROGRAMS NEED TO REACH THE UNDER-SERVED MARKETS, WHICH WILL REQUIRE A DIFFERENT LEVEL OF PRICES.C.
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A modest number of hard-to-reach program participants are shown on Exhibit 1.  It is important to note that this is not a forecast but is an actual level of qualified participants who have been identified by our Team in the past 2 weeks.  It is clear that a much larger number of residential and small commercial customers can be reached.

Until the past 6 months, short-term marginal costs (or market-based rates) were used during the latter 1990s as the "avoided cost" basis for acquiring energy efficiency resources.  The resulting incentive levels set by the utilities for residential projects have been too low since 1998 to encourage the acquisition of a significant load reductions in the under-served markets. Hard-to-reach customers have indeed been hard to reach, because they are hard to identify, costly to reach, and suffer from the "split incentive" conundrum that stifles energy efficiency investments in tenant-occupied housing.

The hard-to-reach sector pay up to 20% of public goods surcharge but to date has derived a much smaller fraction of the benefit from those funds.  Incentives levels have been inadequate to reach this sector. Today, however, we find the cost of short-term power or market-based rates to have increased from 125% to 250% in some regions, with even much higher spikes. New power supply resources (both baseload and peaking units) are being erected (in California and elsewhere) to serve California loads at a record pace and at far higher costs than the incentive levels now established for acquiring energy efficiency resources.

It is clearly a time to increase the prices paid for energy efficiency resources (both for peak and for energy) to levels commensurate with the cost which California ratepayers need pay for the new resources being erected.  The energy incentive prices shown on Exhibit 1 are illustrative of floor prices.  They have been set below those approved in the 1998 RES-SPC so as to assure that they will have met prior cost-effectiveness criteria. A separate, one-time capacity payment of $400/kW has been added to the energy savings payments so as to properly recognize the priority in acquiring a reduction in summer peak demand.

We recommend that a floor for incentive levels be established for the residential sector (in particular the hard-to-reach sector) and that a mechanism be established to increase these preliminary incentive levels at such time as the utilities file their long-term avoided costs for new resources. Prices for the Summer Initiative would not be revised to reflect short-term marginal costs or market-based rates but only to reflect the long-term avoided costs for new plants (including plant, depreciation, transmission, fuel, and O&M). Offering such prices for implementing conservation would mitigate the need for a greater level of new generation and transmission facilities.

The RES-Team is not advocating setting incentive levels above the level of cost-effectiveness (as currently measured to include societal costs and benefits), nor do we advocate acquiring resources in this market segment conditional upon a customer contribution from each customer served. This simply does not work in the under-served market segments. It costs more to collect a contribution that the amount of the contribution itself. Worse, such a requirement will ensure that the Public Goods Charge funds collected from this sector continue to not be spent in this sector.

Exhibit 1 demonstrates that a properly designed mix of measures for a wide-range of residential and small commercial customers can be extremely cost-effective, when compared to current short-term or long-term avoided costs.  Indeed, the life cycle costs of measures shown on this Exhibit is less than 2.5 cents/kWh and less than $30/kW-year. Moreover, the total resource acquisition cost ($45 million for 40 MW peak load reduction) is not only cost-effective but is comparable to many smaller generation resources and many Commercial/Industrial energy efficiency programs.

V.
CONTRACT FORM APPROPRIATE FOR MEETING SUMMER INITIATIVE GOALS.V.
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Most regions implementing new programs to acquire energy efficiency resources are turning to Standard Offer Programs (SOP) for both the residential and commercial/industrial sectors. There are some Team members who prefer a competitive bidding process for ensuring that the needs of the customers, utilities, contractors and ratepayers are best met. Competitive bidding can take more time than is allowed under The Summer Initiative. There is wide-spread consensus that the most efficient means for acquiring new resources from all customer segments is to use an appropriate form of Standard Offer.

California parties have had experience in using a standard offer for residential programs. In fact, the 1998 RES-SPC resulted in a larger number of customers treated and kWh being acquired than the 1999 and 2000 RCP programs (not standard offers in any recognizable form) combined. Certain enhancements should be implemented to prevent the need for a SOP lottery under the Summer Initiative. We would work with all parties to implement these recommendations from the earlier utility-sponsored workshops:

-
Each contractor may receive up to 20% of budget allocations for this sector. However, the initial amount of funds that will be (contractually) committed will be limited to $300,000 and specific project milestones identified in the application. As soon as a contractor has installed measures equal to half of the amount contracted for, that contractor may receive additional blocks (serially subject to the same completion requirement), as long as program funds remain unsubscribed. The purpose of setting a smaller limit is to allow funds to be promptly transferred to other contractors, should a bidder not meet specific project milestones established between the contractor and the utility. 

-
These limits may possibly result in a failure to actually achieve the results desired for the residential and hard-to-reach sectors. Thus, if a contractor is not expeditiously proceeding to implement the envisioned program, funds allocated to that contractor would be returned to the pool available to contractors who are meeting their commitments. If program funds are not fully committed to performing contractors after the first 120 days of the program offering, then the 20% ceiling on the funds available to any single contractor would also be waived.

-
Every contractor would be required to provide appropriate security as a condition to obtaining a contract, to ensure that funds will be spent properly.  Such security could be:

a)
a security bid deposit of 5-10% of the contract amount, or

b)
site control in the form of signed customer affidavits included the original application for funds.

In summary, the obstacles associated with standard offers have been successfully addressed in other regions. The RES-Team looks forward to working collaboratively with the utilities and other parties to ensure that an Summer Initiative Standard Offer Program for the residential and hard-to-reach sectors is successfully implemented.

In accordance with footnote #1, please add the following parties to the service list for this proceeding:
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�.	ICA and Residential Service Companies' United Effort (RESCUE) are already parties in this proceeding.





Due to the accelerated schedule of the Summer Initiative, we request that representatives of Cal-UCONS, Winegard Energy and SESCO be added to the service list in this proceeding at the addresses provided at the close of this proposal and that those participating in the Summer Initiative phase of this proceeding serve them with their proposals and comments.  We seek guidance from the Commission on whether these additional entities should file formal petitions to intervene in these consolidated dockets.






