Low Income Energy Efficiency Program Bill Savings Draft Discussion Paper


Draft Utility Discussion Paper 
for Costs and Bill Saving in the
Low Income Energy Efficiency Programs

This paper presents discussion points on determining expenditures and bill savings for the Low-Income Energy Efficiency (LIEE) programs. It is provided in advance of the public workshop to be held in San Francisco on November 16, 2000 at the Pacific Energy Center. The workshop will discuss the points herein as well as other relevant thoughts on determining program expenditures and bill savings that may not currently be covered in this paper.

Introduction

On October 2, 2000, the Reporting Requirements Manual (RRM) Working Group submitted a report titled “Reporting Requirements Manual (RRM) Working Group Report for Low Income Assistance Programs” to the California Public Utilities Commission (Commission). The executive summary of this report states:

“The California Public Utilities Commission (Commission) on April 28, 2000, issued an Assigned Commissioner's Ruling (ACR) that directed the RRM Working Group to propose further modifications to the low income assistance component of the RRM for use during the Program Year (PY) 2002 planning cycle. The Commission directed the Working Group to submit a report including revised sections of the RRM no later than October l, 2000
. This report includes recommendations for revisions to the current version of the RRM based on consensus recommendations and a discussion of remaining areas of disagreement for Low Income Energy Efficiency (LIEE) programs. For the first time, this report proposes a working definition for energy-related hardship for LIEE programs. The Working Group recommends that a separate RRM be created for reporting California Alternate Rates for Energy (CARE) program results. While technically a separate issue from reporting requirements, the parties have developed definitions for administration and implementation, as well as internal and outsourced costs. The Working Group has developed technical recommendations for low income cost effectiveness that are presented in this report.”

The RRM Workgroup report presented a methodology to determine expenditures using tables of costs (expenditures) that each utility would be required to fill in on LIEE cost elements (i.e., Table TA 7.2). However, while each element is presented, it is not further defined. With each utility using different accounting systems, there is the possibility of continued inability to compare costs between utilities. This paper attempts to operationally define each of the LIEE cost elements for clarity and future discussion. The RRM Workgroup report also presented a method that can be used to determine per unit bill savings (with the unit being a dwelling) as shown in tables TA 7.3 and TA 7.4. These tables are relatively straight forward, but a few details require clarification to assure inter-utility comparison. 

Parallel to the RRM Report, the Administrative Law Judge (ALJ) handed down a final opinion on the Program Year 2000 Low-Income Assistance Programs (Decision 00-07-020 July 6, 2000). The opinion stated “…our inquiry is limited by the lack of consistent data on program bill savings, expenditures and cost-effectiveness calculations, with which to evaluate the relevant performance of the utilities’ LIEE programs.”
 The utilities were directed as follows:

“7. With input from interested parties and the LIAB, the utilities shall jointly develop standardized methods for producing bill savings and expenditures for LIEE programs on an overall program and per unit basis, by utility. The methods used to produce this information shall be consistent with the methodologies used to evaluate energy efficiency costs and savings in the Annual Earnings and Assessment Proceedings (AEAP). The utilities shall coordinate with Energy Division on all aspects of methodology design and implementation. 

The utilities shall file a joint report no later than February 1, 2001, presenting the proposed standardized methods and explain how the methods are consistent with cost-effectiveness methods and calculations utilized in the AEAP. In this report, the utilities shall apply the proposed methods to calculate bill savings and expenditures for their PY1997, PY1998, and PY1999 LIEE programs, or explain why a study of a particular program year would be duplicative of what has already been done in the AEAP. In that event, the results of the AEAP study shall be presented. All assumptions and work papers shall be presented. To the extent that data has been compiled for PY2000 programs, the report shall provide bill savings and expenditure calculations for that PY (or portion thereof) as well.”

This discussion paper is the beginning of the work planned to create the joint report of February 1, 2001. It covers both cost and bill savings issues that require resolution prior to application of the methodology proposed in the RRM Workgroup report.

Costs 

Costs
 for the LIEE programs need to be examined in several contexts. By utility, the costs need to be segmented between administrative and implementation costs, internal and outsourced costs, and by source of utility service (e.g., electric and gas, gas only, or electric only). This presents a two by two by three matrix, or essentially twelve different cells into which the various costs need to be grouped. As an initial cut, the RRM Workgroup report recommended that the Commission adopt the following definitions:

Administrative Costs  - Cost to the utility of managing an identified energy efficiency program, including salaries, materials, advertising, computer support, overhead and regulatory cost. Does not include rebates, efficiency equipment purchases, or other financial incentives offered to customers. Administrative costs consist of direct costs and indirect costs: 

· Direct administrative costs are tied directly to a project or program by invoice, timesheet, or factual analysis of recorded costs. 

· Indirect administrative costs are allocated to programs based on preset formulas and should include any indirect cost not charged to the program but subsidized by the utility. 

Implementation Costs - Costs associated with delivering program services, including labor and materials necessary to the installation of program measures. 

Internal Costs - Labor or non-labor costs that may include administrative or implementation costs. 

Outsourced Costs - Contract costs for administrative or implementation costs. 

Costs will be allocated by duel fuel utilities in the same manner as in the AEAP. 

The RRM Working Group report presented Table TA 7.2 as the list of administrative and implementation costs. This table contains the roll up of the internal and outsourced costs to the program (i.e., the second table in Exhibit 1 above). Proposed definitions of the variables in Table TA 7.2 are included next. 

Proposed Definitions of Variables in Table TA 7.2

There are currently sixteen cost variables listed in Table TA 7.2 that must be separated into labor, non-labor, and contract expenditure components. The method for breaking these cost variables down into the labor, non-labor, and contract components is defined by the following:

Labor – any internal direct (administrative and/or implementation) costs, unburdened by overhead, that represents person hours.

Non-Labor – all direct internal (administrative and/or implementation) costs not covered under labor. Any flyers or other literature that go out with the program are included in this non-labor category.

Contract – all outsourced costs (administrative and/or implementation). Contract costs do not need to be further broken out by labor/non-labor or administrative vs. implementation. This category includes agency employees.

With the column heading definitions complete, it is necessary to define the variables listed down the left hand column of Table TA 7.2. The first five variables deal with energy efficiency.

Furnaces (gas) – costs related to gas furnace tune-up, repair or replacement. This category excludes inspections.

Other Measures – costs related to all other measures exclusive of those associated with the gas furnace as listed above. Examples may include weatherizing, refrigerators, evaporative coolers, CFLs. This category excludes inspections and training. 

Outreach & Assessment – costs associated with community outreach or promoting the program to attract participation in the LIEE program exclusive of In Home Energy Education and Education Workshop efforts. This includes all costs associated with door-to-door outreach, pre-participation audits, etc. This does not include inspections.

In Home Energy Education – costs for conducting in-home education efforts for the LIEE program.

Education Workshops - costs for organizing, recruiting customers for, and/or conducting education workshop efforts for the LIEE program.

The Table TA 7.2 provides lines for two pilot programs. This does not mean that two pilot programs are required or that only two programs can be presented in a program year. The number of lines required for pilot programs can be contracted or expanded as necessary to appropriately document the all costs associated with each pilot program effort. The pilot program will have the name of the specific program being funded.

There are seven variables that cover aspects of expenditures to the LIEE programs that are not directly attributable to measure installations.

Training Center and Service Provider Training – Costs attributable to the LIEE program for training center activities and/other services to train and certify LIEE implementers.

Inspections – Costs for pre- and post-inspections associated with installation of measures for the LIEE program. 

Advertising – Costs attributable to the LIEE program for advertising. This may include LIEE portions of advertising or promotion costs that promote a broader range of programs. This only includes mass media advertising (e.g., TV, newspaper, radio) and direct mail.

M&E Studies – Any measurement and evaluation costs that are attributable to the LIEE program efforts.

Regulatory Compliance – The LIEE programs incur costs related to compliance of regulatory issues. These could include, but are not limited to, the utility law department, program managers providing testimony or preparing for testimony, supervisory effort for regulatory issues
.

Other Administration – Additional administration costs that should be allocated to the LIEE program that are not covered by other more specific categories. Allocations to Other Administration should be accompanied by a description of the costs.

Indirect Costs – Indirect costs represent the overhead costs of operations that are attributed to the LIEE program based on allocation in proportion to program effort across program type. All program costs should be shown whether budgeted to the program or not. Footnote the amount of costs that are not part of the LIEE budget.

There are four oversight costs funded by the utility budgets.

LIAB Start-up – Costs by the LIAB required to oversee the LIEE program efforts that have carried over from the LIAB start-up into present program year costs. 

LIAB PY Past Year – Costs by the LIAB required to oversee the LIEE program efforts that have carried over from the LIAB previous year costs into present program year costs. 

LIAB PY Present Year – Costs by the LIAB required to oversee the LIEE program efforts. 

CPUC Energy Division – Costs by the CPUC Energy Division required to oversee the LIEE program efforts. 

It is acknowledged that the accounting systems of the utilities are complex and unique. The task is to attempt to match costs across utilities to the best of the ability of the accounting systems and to provide information on where and how reported costs differ. This will allow as close a comparison to actual expenditures as can be reported. 

Bill Savings

Bill savings is the life cycle net present value saved by the dwelling due to the measures installed under the LIEE programs. Historically, these have been determined from measurement and evaluation impact studies performed after the program was fielded. The studies followed the Protocols and Procedures for the Verification of Costs, Benefits, and Shareholder Earnings from Demand-Side Management Programs (Protocols). The LIEE programs were evaluated under the Residential Direct Assistance program. For PG&E, SCE, and SDG&E, this evaluation was required only in 1995
. SoCalGas was required to do an impact study of the Residential Direct Assistance program in 1996
. In addition there was a statewide low-income study conducted in 1999 that collected measure level information for the top six measures. These impact studies were performed, filed, and the results verified by the Office of Ratepayer Advocates (ORA). 

In order to comply with the ALJ request, the bill savings for each LIEE program year needs to be based on the measures installed in that year. However, not all utility evaluations listed above determined the savings at the measure level. PG&E, and to some degree SCE, did not estimate savings at the measure level, while SoCalGas and SDG&E did. Therefore, in order to deliver the best estimate of the per year savings, as required by the order, PG&E and SCE will, as necessary, use the per measure findings of the SoCalGas and SDG&E studies. These will be combined with their respective measure installation frequencies for each year, to compute program annual savings estimates. Where PG&E or SCE have installed a measure that is not covered by either the SoCalGas or SDG&E evaluations, a best estimate will be calculated based on the ex ante measure savings estimate and ex post realization rate for similar measures.

It should be noted that SoCalGas will account for the electric savings accrued by SCE that is attributable to the measures installed under the SoCalGas LIEE program measures. To accomplish this, SoCalGas will use Edison’s ex-post per unit kWh savings from the state-wide study to represent the electric savings from the measures.

The other variables that go into any life-cycle bill saving are: 

· Residential electrical rate

· Residential therm rate

· Discount rate

The values for these variables will be supplied by the Avoided Cost Working Group and will be consistent with the ALJ Bytof ruling dated October 25, 2000.

The general algorithm proposed for estimating bill savings is:
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where:


r 
= 
fuel type (gas or electric)


Y
=
Year, starting with implementation program year


m
=
measure type


energy rateY,r
=
energy rate ($ per kWh
 or therm) for fuel r in year Y 


Impactm
= 
measure m gross
 impact per year (kWh or therm) 


Numberm 
= 
number of measure type m installed


EULm 
= 
effective useful life
 (years) of measure type m


CP
=
Costing period, n = number of costing periods

The bill savings must be done at the same level of detail as the breakdown of costs. Therefore, bill savings must be created for three tables (electric and gas combined, electric only, and gas only) in order to compare cost effectiveness.

Conclusion

This paper presents the proposed definitions for allocating costs within the LIEE programs. These definitions will be used to create table TA 7.2 by utility and reported on in the February 1, 2001 report. The algorithm and assumptions used to estimate lifecycle bill savings are proposed as well. The methods used to produce the costs and savings are consistent with the AEAP. 

The proposals in this paper are currently based on utility, Energy Division, and LIMEC input. The public is encouraged to attend the workshop on November 16, 2000 and comment on these proposals. All input at that workshop will be recorded and acknowledged in a workshop report, regardless of actual implementation into the methodology.

� While the Order required submission on October 1, 2000, this was a Sunday, so the actual report was submitted on Monday, October 2, 2000.


� Page 70, Decision 00-07-020 July 6, 2000.


� Page 147, Decision 00-07-020 July 6, 2000.


� Throughout this document, the term “cost” is used in lieu of the term “expenditure” because cost represents the amount actually paid for a good or service, while expenditure represents the amount spent but can be different than the amount paid for the product or service if any portion is reimbursed or recompensed in any way. Costs can be synonymous with expenditure if there is no reimbursement. To reduce confusion, the term cost is used throughout. 


� The utilities made a joint filing to the PUC on May 17, 1999 addressing these definitions for the LIEE program. The definitions presented here do not conflict with those definitions, but rather add specificity for the purposes of accurately filling out Table TA 7.2.


� These may or may not have been charged to the LIEE program.


� Per Table 8A.


� Per Table 8B.


� The electric avoided cost values used in this calculation will be consistent with the ALJ’s ruling on Cost Effectiveness Issues for PY 2000 Programs dated October 25, 2000 


� These are defined as gross savings because they are bill savings.


� EUL values will be consistent with the October 25, 2000 ALJ ruling and the September 25, 2000 CALMAC Workshop Report.
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