





Coordination between Utility and DOE Low-Income Weatherization:


What do Public Utility Commissioners Need to Know?

















Prepared for


Oak Ridge National Laboratory Energy Division


UT-Battelle, LLC





By


Theo MacGregor


Jerrold Oppenheim





57 Middle Street


Gloucester, Mass. 01930


(978) 283-0897


Fax (978) 283-0957


TheoMacG@tgic.net


JerroldOpp@tgic.net








2002


�
TABLE OF CONTENTS





� TOC \o "1-4" \h \z �I.	INTRODUCTION	� PAGEREF _Toc8025898 \h ��1�


II.	BACKGROUND	� PAGEREF _Toc8025899 \h ��3�


DOE weatherization assistance program	� PAGEREF _Toc8025900 \h ��3�


Objectives	� PAGEREF _Toc8025901 \h ��3�


Funding	� PAGEREF _Toc8025902 \h ��3�


Eligibility	� PAGEREF _Toc8025903 \h ��4�


Administration and Implementation	� PAGEREF _Toc8025904 \h ��4�


Standards and Protocols	� PAGEREF _Toc8025905 \h ��4�


Utility-funded weatherization and energy efficiency programs	� PAGEREF _Toc8025906 \h ��6�


Objectives	� PAGEREF _Toc8025907 \h ��6�


Public Policy Perspective	� PAGEREF _Toc8025908 \h ��6�


Utility Perspective	� PAGEREF _Toc8025909 \h ��6�


Number of Programs	� PAGEREF _Toc8025910 \h ��7�


Funding	� PAGEREF _Toc8025911 \h ��7�


Eligibility	� PAGEREF _Toc8025912 \h ��8�


Administration and Implementation	� PAGEREF _Toc8025913 \h ��9�


Standards and Protocols	� PAGEREF _Toc8025914 \h ��9�


Cost-Effectiveness	� PAGEREF _Toc8025915 \h ��10�


Performance Standards	� PAGEREF _Toc8025916 \h ��11�


Conflicts between Administrators	� PAGEREF _Toc8025917 \h ��11�


Coordination between the DOE WAP and utility-funded programs	� PAGEREF _Toc8025918 \h ��12�


III.	RESEARCH METHOD	� PAGEREF _Toc8025919 \h ��13�


IV.	SUMMARY OF FINDINGS	� PAGEREF _Toc8025920 \h ��14�


V.	ANALYSIS	� PAGEREF _Toc8025921 \h ��15�


Coordination not high priority	� PAGEREF _Toc8025922 \h ��15�


Initiating a Program	� PAGEREF _Toc8025923 \h ��15�


Establishing Coordination	� PAGEREF _Toc8025924 \h ��16�


Maintaining Coordination	� PAGEREF _Toc8025925 \h ��18�


Importance of utility support	� PAGEREF _Toc8025926 \h ��19�


PUCs have no pre-conceived idea that CAAs are best	� PAGEREF _Toc8025927 \h ��21�


VI. 	RECOMMENDATIONS	� PAGEREF _Toc8025928 \h ��23�


VII.	CONCLUSION	� PAGEREF _Toc8025929 \h ��27�


�APPENDICES


MASSACHUSETTS:  A CASE STUDY


TEXAS:  A CASE STUDY 





�
About the Authors





JERROLD OPPENHEIM, a graduate of Harvard College and Boston College Law School has directed energy and utility litigation for the Attorneys General of New York and Massachusetts and, in his 31 year career has played a key role in the development of regulatory policy as legal counsel and advisor for state governments, consumer organizations, labor unions, environmental interests, industrial customers, and utilities.  Mr. Oppenheim directed consumer and utility legal assistance programs for low�income clients in New York and Chicago for the federal government’s legal assistance program.  He was founding Director of Renewable Energy Technology Analysis (RETA) at Pace University Law School and, most recently,  directed the energy and telecommunications program at the National Consumer Law Center, a non�profit law firm based in Boston.  Mr. Oppenheim led pioneering negotiations of conservation agreements with all electric utilities in Massachusetts and has argued precedent�setting cases on low-income discount rates, utility plant siting, investment in generating plant, establishment of service quality standards for low�income neighborhoods, and abolition of discriminatory credit and marketing practices. He has lectured and published widely in the U.S. and internationally on public utility and consumer law topics, including recent monographs for the National Association of Regulatory Utility Commissioners (NARUC), AARP (formerly the American Association of Retired Persons), the National Council on Competition and the Electric Industry, the European Federation of Public Service Unions (EPSU) and, with Theo MacGregor, The Bergen Conference (Norway) and the European Trade Union Institute (ETUI). 





THEO MacGREGOR was, until 1998, director of the Electric Power Division of the Massachusetts Department of Telecommunications and Energy (DTE), the state’s utility regulator.  She led the agency’s efforts to develop policies and procedures for guiding the restructuring of the electric industry and for evaluating electric and gas utility companies’ energy efficiency programs.  In her decade with the DTE, Ms. MacGregor instituted the practice of involving regulatory staff in settlement negotiations for energy conservation cases and worked closely with utility companies and many other stakeholders to develop consensus positions.  As founder of MacGregor Energy Consultancy, specializing in electric industry and other utility issues, she has provided expert analysis on electric industry regulation, performance�based ratemaking, energy efficiency program design, social programs in the utility sector, and international regulation for regulatory commissions, government agencies, utilities, and US and international NGOs.  Ms. MacGregor holds an MBA from Simmons College Graduate School of Management in Boston, Massachusetts.








Together with Greg Palast , Mr. Oppenheim and Ms. MacGregor have written a monograph for the United Nations International Labour Office (ILO) and a book, Democracy and Regulation, to be published in the fall by Pluto Press.








�






Coordination between Utility and DOE Low-Income Weatherization:


What do Public Utility Commissioners Need to Know?








I.	INTRODUCTION





How and why do state public utility commissions (PUCs) mandate, approve and/or maintain electric and natural gas utility-funded energy efficiency programs for low-income consumers that are coordinated with the United States Department of Energy (DOE) weatherization assistance program (WAP)?  What can community action agencies (CAAs) do to increase the coordination between utility programs and the DOE WAP?  To answer these questions, the authors conducted survey research for Oak Ridge National Laboratory (ORNL) pursuant to a contract from the DOE.  This Report provides a summary and analysis of the results of that research.(





The Report provides background information on the DOE WAP as well as on utility-funded efficiency programs in Section II.  Section III describes the method used to conduct the research.  Section IV provides a summary of our findings.  Section V provides a detailed analysis of the findings with reference to specific information from a number of states surveyed.  In Section VI, we make recommendations for actions that can be useful in persuading PUCs to mandate, approve, or maintain coordinated programs.  And in Section VII, we provide conclusions we have drawn from the research.  Appendices include a copy of the letter sent to Commissioners, the survey instrument, a list of the states from which the interviews were drawn, a summary of positions taken, and detailed case studies from two states, Massachusetts and Texas.





Briefly, many Commissioners are looking for ways to alleviate the growing energy burden faced by low-income customers in their states, and many see weatherization and energy efficiency programs as part of the solution.�  Some believe that they need legislative authority to mandate or approve any such programs, but others understand that they have the authority already.  This being said, for most Commissioners, coordination between utility-funded programs and the DOE WAP is not a very high priority and would only be undertaken with the support of the utilities in the state.  Commissioners do not believe that the CAAs have an inherent right to implement utility programs.  They do believe that any implementer must demonstrate that it can provide a cost-effective, quality program and can perform well over the long term (although most Commissioners are not clear what standards are or should be used to evaluate the performance of implementers or programs).  Therefore, coordination of utility programs with the DOE WAP occurs only where CAAs put the issue on the public agenda and demonstrate to PUCs and utilities that coordination increases administrative efficiency and cost-effectiveness over separately implemented programs.
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II.	BACKGROUND





The Department of Energy’s Weatherization Assistance Program (DOE WAP) was created by Congress in 1976 under Title IV of the Energy Conservation and Production Act to respond to the huge increase in home heating oil prices engendered by the 1973 oil crisis.  Utility-funded energy efficiency programs began around the same time in some states, responding to utility price increases caused not only by the oil crisis but also by large cost overruns in the building of nuclear power plants.  The DOE WAP and utility-funded energy efficiency programs focusing on low-income customers are similar in some ways, but there are a number of differences which can lead to inefficiencies and lost opportunities.  For example, where eligibility standards differ, separate eligibility protocols must be established and operated.  This section of the Report details some of these differences that interfere with better coordination between the two programs.





DOE weatherization assistance program





Objectives





The DOE weatherization assistance program (WAP) was designed to reduce heating and cooling costs for low-income Americans – particularly the elderly, persons with disabilities, and children – by improving the energy efficiency of their homes.  Specific objectives were established through enabling legislation and the WAP’s own mission statement:


Save energy;


Lower fuel bills; and


Improve the health and safety of dwellings occupied by low-income people.�





Funding





Federal funds come from the DOE WAP appropriation, with some funding from the Low-Income Home Energy Assistance Program (LIHEAP) block grant administered by the U.S. Department of Health and Human Services (HHS).  Small amounts of supplemental funding come from utilities and miscellaneous other sources, such as state-mandated programs.�





Eligibility





The DOE WAP operates in all 50 states and the District of Columbia.  Households at or below the higher of 150 percent of the federal poverty level (FPL) or 60 percent of each state’s median income are eligible for services under the DOE WAP.�  The DOE WAP is fuel-blind; that is, homes of income-qualifying families are eligible for weatherization regardless of the fuel used to heat their homes.





Administration and Implementation





The DOE WAP is managed by the DOE Office of State and Community Programs.  DOE provides funding to state weatherization agencies usually located within executive departments responsible for human services, community development, and/or economic development.  Actual weatherization activity is carried out by local agencies (or their subcontractors), of which over 80 percent are private, non-profit Community Action Agencies (CAAs).  The remainder are local or county government agencies or Native American tribes.�





Standards and Protocols





Measures that are funded by the DOE and installed through the DOE WAP, education provided to homeowners or tenants, cost-effectiveness criteria, quality control, and reporting protocols are established by the DOE, governed by DOE rules, and consistent throughout the country.�  Measures installed vary according to results of home audits and by the type of housing being weatherized; i.e., mobile homes, row houses, single family homes, one-to-four-unit multifamily dwellings, and large multifamily residences.�  Weatherization improvements in many homes include replacement of windows and doors, replacement or repair of faulty or inefficient space- and water-heating systems, and cooling efficiencies in addition to insulation and air sealing.�





Traditionally, cost-effectiveness of the DOE WAP is assessed by comparing total weatherization program costs to the market value of the energy saved.�  From this program perspective, cost-effectiveness of the program was measured in the ORNL Metaevaluation of 17 state-level evaluations of the program conducted in 1996 and reported in the Progress Report of the National Weatherization Assistance Program.  For the program as a whole, including all fuel types, the benefit/cost ratio was 1.79.�





When the value of some other, non-energy benefits was included in the analysis (known as the societal perspective because the calculation includes benefits to the greater society as well as to program participants), the benefit/cost ratio was 2.40.�
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Utility-funded weatherization and energy efficiency programs





Objectives





Public Policy Perspective


Utility energy efficiency programs derived from demand-side-management strategies that arose from integrated resource planning beginning in the 1970’s, after the first Middle East-induced oil crisis, and gaining momentum with nuclear-power plant cost overruns.  Low-income programs were often carved out of a larger set of programs designed primarily to save energy on a utility’s own system, in order to provide a lower-cost alternative to generating or purchasing power.  A major objective was also to provide peak shaving – that is, to reduce the need for the utility to purchase capacity or use its own expensive peaking capacity during times of high demand on the system.  Thus, the major objective of a utility’s low-income program was utility company resource savings, rather than meeting social goals such as health, comfort and affordability.





Utility Perspective


Gradually, other objectives, depending on the utility and the state in which it operates, began to be included, such as the following:�


financial incentives (where incentives are earned for energy saved, cost-effectiveness, or number of houses treated, for example);


other utility cost savings such as arrearage reduction, decrease in disconnects and reconnections, lower bad debt expense;


public relations benefits the utility earns for “doing good things for the poor”;


customer retention (if low-income customers’ bills are lowered through the program, it increases the likelihood of their paying those bills and staying on the system);


to satisfy regulators;


to conform to mandating legislation; and


to fulfill the requirements of a state energy plan.





Some or all of these objectives are at play in any one state at any particular point in time, and they vary over time.  However, in all states, and at all times, utilities must satisfy their regulators and conform to the operative statutes.





Number of Programs





Utilities in about half the states fund and/or implement energy efficiency and weatherization programs for their low-income customers.�  Most of these programs are in cold weather (and/or high energy price) states, and they have been mandated by legislators or regulators.  However, through advocacy and persistence, inroads are slowly being made in southern, warm-weather states.  Where utility programs exist, most of the investor-owned utilities within a particular state participate; often, municipal or cooperative utilities are exempt from participation, but some – like Seattle City Light and Sacramento Municipal Utility Department (SMUD) -- operate programs of their own.





Funding





Comparing utility funding to that provided by the DOE WAP shows that there are far greater resources available through the utilities in those states that have low-income energy efficiency programs.  Whereas between 1978 and 1989 utilities spent only one-third as much per dwelling as the DOE WAP,� in recent years and in some states, utility funding has greatly increased (while WAP funding has decreased).  Overall in the U.S., annual utility funding for low-income energy efficiency programs totaled approximately $160 million in 2001-2002,� while federal funding in fiscal year 2002 was $230 million.�  In individual states, differences were more pronounced:  some states provided no utility funding; while in one, utility funding was 14 times as much as DOE funding.  Thus, utility funding has become a very important part of the weatherization efforts in some parts of the country.





In most states that have restructured their electric industries, funding for low-income programs often comes from a non-bypassable, non-discriminatory system benefit charge (SBC) or system benefit fund (SBF), usually at a level mandated in restructuring legislation and approved by the PUC.  Some states have set the level as a (usually very small) percent of utility annual revenues.  Some restructuring statutes lump funding for the low-income program together with other public benefit programs such as energy efficiency for all customers, renewable energy, and research and development.  They then leave it up to the utilities and the PUC to determine the allocation among programs.





Before restructuring, and in those states that have not restructured, and for many natural gas utilities, funding (as well as program design) is often determined in rate cases, rate design cases, or separate energy conservation cases, where costs are allocated to customer classes in rates.  There is more variation in funding levels among states and among utility companies within a state where there has been no restructuring, and often in these states there is no program at all.





Since the debacle in California, many states (including California) are reassessing funding levels for programs to ease the energy burden on all customers, but especially on low-income customers.  Due to failures in restructuring and other causes, such as an economic recession, several Commissioners now favor increasing funding and/or shifting funds from other programs into low-income energy efficiency programs.





Eligibility





Eligibility for utility-funded low-income weatherization and energy efficiency programs varies by state (and sometimes within a state, by utility or energy source).  Eligibility is usually set by the State Legislature or by the PUC; sometimes the utilities set even narrower limits than are allowed by law or regulation.  Often eligibility is tied to the federal poverty level (FPL); e.g., a family whose income is at or below125 percent of the FPL and/or is in receipt of public assistance.  In some states, eligibility is as low as 100 percent of the FPL; in others it is as high as 200 percent.  In Massachusetts, for example, eligibility for electric utility payment assistance programs was set by the Legislature at 175 percent of the FPL,� but the utilities (working cooperatively with the CAA network and with the support of the state energy office and approval of the PUC) increased the eligibility level to 200 percent for energy efficiency programs in 2000.  Some now set eligibility at 60 percent of state median income.





In some states, utilities also impose priority criteria, such as energy usage and/or arrearage; that is, a family must use no less than a certain amount of electricity or natural gas in a year before they are eligible to receive services or a particular service, and/or must be in arrears on their utility bill for a certain amount and/or for a given length of time.  Such criteria are generally imposed in order to maximize program benefits and cost-effectiveness.





Verification of eligibility is often carried out by the implementing agency, whether it be a CAA or independent contractor.  In California, prospective participants can self-certify their eligibility.  In others, the utility certifies applicants for services, although that is the least-favored method from the standpoint of the utility.  That is one reason eligibility criteria often include receipt of public assistance -- so that another agency can certify a family for eligibility, and the utility or its contractor does not need to do so.





In most states, utilities will provide funds only for homes heated by the energy source they provide; that is, the electric company will fund weatherization services only in electrically heated homes; the natural gas utility will fund only gas-heated homes; and neither will fund oil-heated homes.  This practice is slowly changing in some of the few states with large amounts of oil heat (including Connecticut, Massachusetts, and Vermont), where the PUC or Legislature has agreed to allow the savings from alternate fuels to be counted among the benefits in a cost-effectiveness analysis for these programs.





Administration and Implementation





Administration of utility-funded programs is most often carried out by the utilities themselves.  (In Vermont, however, the utility’s role is simply to collect the mandated funds and turn them over to the statewide efficiency utility for administration and implementation.  In Wisconsin, both electric and gas utilities collect funds through an SBF that are then forwarded to the state agency that oversees the DOE WAP and fuel assistance programs for implementation by the CAAs.  The utility-funded and DOE-funded programs are fully integrated.)





Implementation of the programs varies by state and even by utility within a state.  Most utilities contract out implementation – some to local CAAs or other non-profits, others to for-profit energy service companies (ESCOs) who often operate on a performance basis.  Some programs are stand-alone; others are “piggy-backed” (or partially so) onto the DOE WAP.





Standards and Protocols





Unlike the DOE WAP, where standards and protocols, including cost-effectiveness, are set at the national level and followed by all of the CAAs and others who implement the program, standards for utility-funded programs vary greatly among states and even among utilities within a state.  Standards and program requirements are typically set by the PUC or other state agency with oversight authority in conjunction with the utilities.  Utilities are usually required to provide at least annual reports to the PUC documenting program activity and energy savings achieved, as well as cost-effectiveness of the program.





Cost-Effectiveness





Cost-effectiveness criteria vary by state, but one common test for utility-funded energy efficiency programs relied on by many states is a Total Resource Cost test.  This test compares all costs to administer and implement the program to net energy benefits achieved – similar to the DOE “program perspective” method described above, except that a utility’s avoided energy costs are typically included rather than the full retail value of energy.  Rarely are savings of all resources included, despite the name “Total Resource Cost test.  In some states, other resource savings are counted, such as water, oil, or natural gas in an electric company’s program or water, oil, or electricity in a gas utility’s program.  Many states include participant costs (if any) and benefits, including reduced maintenance, longer equipment life, and other participant savings in their TRC test.





In other states, a so-called “utility” or “system benefits” test is used that includes such benefits as reduction in arrearages, disconnect and reconnect costs, lowered bad debt expense, or other benefits that provide savings to all of the utility’s ratepayers.





Few states include societal benefits such as environmental or non-energy savings, non-utility-specific economic benefits, or societal health and safety, although some Commissioners said that they would be willing to consider them if presented with credible information regarding their value.  Some states implicitly recognize the societal benefits of programs targeting low-income customers by approving those that have benefit-cost ratios somewhat below 1.0 on the traditional TRC test; whereas the PUC would most likely not approve a program targeting other customer classes with such a low ratio.





Since the introduction of electricity industry restructuring, as prices have risen dramatically and become more volatile, many Commissioners have become more sensitive to the burden placed on low-income households.  Some PUCs are now looking at comparing the costs of implementing a low-income program to the bill savings that would be achieved from such a program, in addition to the benefits traditionally accounted for.  All Commissioners agreed that, whatever the test used, a program must be deemed cost-effective in order to be approved by regulators.  However, in some states, low-income programs were not even evaluated for cost-effectiveness or, if they were evaluated and found to be not cost-effective on an energy-only basis, were allowed to continue because of the other, implicit benefits they provided.





Performance Standards


All of the interviewed Commissioners firmly stated that a high level of performance was important to them, and most believed that rigorous performance criteria are applied to low-income program implementation.  However, few were actually aware of the performance levels of the CAAs or of the utilities in their states in regard to implementing low-income programs.  They left these sorts of details to their Staffs or to the agency charged with administering the programs.  None was willing to continue to allow funding to a non-performing entity; but since this issue was not high on their radar screens (or on them at all), poor performance has, in fact, been tolerated in some cases.





In some states, performance in utility low-income energy efficiency programs has been affected by their being contracted out to for-profit ESCOs that have been paid by the number of measures they have installed, or the number of houses treated, rather than by the comprehensiveness of treatment in each house.  This practice led to cream-skimming, where only the least costly, most profitable measures were installed in each house, and many cost-effective measures and others crucial to health and safety were neglected.  While cream-skimming can, on the surface, raise the apparent cost-effectiveness of a program (because more energy savings are achieved or more houses are treated with the same budget), in fact, most of the non-energy benefits are ignored.





Conflicts between Administrators





Utility-funded programs are usually under a PUC’s jurisdiction, although in a few states, oversight responsibility has been given to another state agency such as one responsible for energy policy, housing, or economic development.  Since the DOE WAP is administered in most states by a different agency from the PUC (often the one that oversees the HHS block grant and LIHEAP), sometimes lack of coordination between the two state agencies is itself a barrier to coordinating the two weatherization and efficiency programs.  Thus, different standards, requirements, and even turf issues can be impediments to coordination.





Coordination between the DOE WAP and utility-funded programs





Historically, in most states, there has been minimal coordination between the DOE WAP and utility-funded weatherization and energy efficiency programs.  This state of affairs has led to inefficiencies in reaching the target population, as well as lost opportunities that arise because the programs offer different measures.  What is cost-effective and thus offered through one program may not be available through the other; yet once a home is treated through one program, it is not economic to re-treat it under the other.  Maintaining two different programs also leads to inefficiencies such as one implementing entity (such as a CAA) having to keep track of two different sets of measures – one for the utility-funded program and one for the DOE WAP.  Thus, both programs provide less than comprehensive services, and their ability is diminished to meet the objectives of saving energy, lowering the energy burden low-income families face, and improving health and safety, earning utility incentives, providing cost-effective energy resources, and meeting other objectives.  





In Section V, we describe and analyze responses given by Commissioners and Commission Staff in a number of states where there are coordinated programs, some where there are separate utility-funded programs operating along with the DOE WAP, and a few where there are no utility-funded energy efficiency or weatherization programs at all.  Commissioners explained how they arrived at their decisions on coordination and what kind of information and advocacy is important to them when they are faced with these decisions.  Most importantly, Commissioners expressed how much (or how little) priority is given to this aspect of low-income program design in the greater scheme of regulatory policy. 
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III.	RESEARCH METHOD 





The purpose of our research was to determine where the state regulatory barriers to coordination lie and what PUC Commissioners need to know in order to support coordination between the utility-funded programs they oversee and the DOE WAP.  Prior to beginning research, we developed a questionnaire addressing these issues that we refined with input from the project manager at ORNL.  We then sent letters to Commissioners and Commission Staff in 20 different states, along with the questionnaires.�  Among others, we chose Commissioners who are (or have been) members of the Committee on Energy Resources and the Environment of the National Association of Regulatory Utility Commissioners (NARUC).  This Committee has traditionally been interested in consumer protection, energy efficiency and environmental issues, and has supported the DOE WAP in the Congressional budget process with resolutions for many years.  The Commissioners and Staff on the Committee, therefore, are knowledgeable and concerned about the issues we were addressing.





We did not request nor expect written responses to the questionnaires.  Instead, we telephoned or met personally with all of the recipients and asked them to discuss the issues with us, using the surveys as guides.�





We promised anonymity to the interviewees in order to elicit full and open discussion, and we believe that this promise – in many cases – encouraged Commissioners and Staff to speak freely and to describe politically sensitive situations that they might not otherwise have felt free to discuss.  For this reason, we do not provide the names of the people interviewed for this Report.
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IV.	SUMMARY OF FINDINGS





Our findings from the interviews can be summarized as follows:





Coordination between utility-funded programs and the CAA network and DOE WAP is not a high priority for the PUCs.  





It is much easier to persuade a PUC that programs should be coordinated if the utility is on board beforehand than it is to persuade the PUC to order an unwilling utility to coordinate.





Few PUCs have the pre-conceived idea that CAAs are the best option for implementing utility-funded low-income programs, although most are receptive to CAA implementation.





PUCs see themselves as are results-oriented, and they rely on utility decisions about contracting, as well as on demonstrations of successful performance and cost-effectiveness.





PUCs believe that rigorous performance criteria are applied to program implementation, and that an entity not meeting those criteria should not be entrusted with the job.
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V.	ANALYSIS





Coordination not high priority





Initiating a Program





The first challenge to having programs coordinated is having programs to coordinate.  In some states, even getting to the point where PUCs are willing to order or approve creation of a weatherization and energy efficiency program to serve low-income ratepayers has taken persistence, a demonstration of need and benefits to be gained, and sometimes even legislative action.  Some Commissioners do not believe that they have the authority to create such a program without specific legislation mandating it.  Others, who may believe they have the authority but lack political clout, are reluctant to exercise it without legislative backing.  Some Commissioners feel that the issue should be dealt with through taxes, not through utility rates; they are thus reluctant to step in and take the initiative.  In others, the official so-called “consumer advocate” lobbies against any program that might raise rates even in the short term, despite demonstrated cost-effectiveness and benefits to all ratepayers in the long term.  Thus, the political climate within a state is critical to the creation and maintenance of any program in which some ratepayers are asked to pay for a program seen to subsidize others.  





A critical part of the political climate is the utility’s attitude toward funding programs that benefit low-income customers.  For example, a local utility for years had been resistant to the entreaties and evidence put forth by low-income advocates for payment assistance and energy efficiency programs.  When that utility was acquired by a utility which had been implementing such programs already, the local utility became more amenable and negotiated with the advocates and other affected customer groups to design and implement both a payment assistance and an efficiency program.





Information such as the energy burden faced by low-income customers in their state, as well as high and volatile energy prices that have come about since restructuring, can be helpful in persuading a PUC to establish a program, and might help Commissioners decide on the size of a program.  While these factors may be important, they are usually secondary to Commissioners’ insistence that any such program be cost-effective.  Commissioners are much more likely to adopt a low-income efficiency program if they are convinced that there will be benefits to all ratepayers.  In the example cited just above, a Commission Staff person was highly skeptical and disparaging of the plan developed by the utility and stakeholders.  His view was countered by documentation of the benefits that would accrue to all ratepayers from program implementation, including reductions in arrearages, bad debt expense, disconnect and reconnect costs, and the likelihood that the program would enable more low-income customers to pay their bills and remain on the system, thereby contributing to the fixed costs of the utility system.  The Commission approved the program.





Establishing Coordination





Once a program has been legislatively mandated, or a PUC has been convinced to initiate a program (or, as in a few cases, has initiated one on their own), Commissioners are interested in having the job done well, cost-effectively, and according to their own requirements.  For most Commissioners, though, coordination with the DOE WAP is not on their radar screen; they are most concerned with cost-effectiveness as they define it and the competence of the administrators and implementers.  If the CAAs implementing the DOE WAP are able to demonstrate that they can provide added efficiencies and cost-effectiveness, Commissioners are usually happy to have programs be coordinated.  On the other hand, in one instance, a Commissioner said that having two separately implemented but parallel programs allowed one to be a “check” against the other.  This Commissioner also felt that the two programs would, over time, cross-fertilize and could lead to coordination in the future.  To put this in context, the Commissioner saw establishing the program as a key goal, and utility-DOE WAP coordination as a somewhat minor implementation detail.





For some Commissioners, consistency among utility programs across the state is an important element of program design, although this preference does not necessarily extend to consistency or coordination between utility and DOE WAP programs.  CAAs that implement DOE WAP programs would need to demonstrate that, because their programs are already highly consistent, they could add value to the utility programs were the two coordinated.  In a few states, this coordination already occurs in the form of piggybacking.





Another factor that interferes with coordination in the opinion of some Commissioners is that the DOE definition of participant cost-effectiveness differs from their own.  Commissioners usually define cost-effectiveness more narrowly, in terms of saving utility resources such as energy, so some can be persuaded that at least other utility benefits specific to a low-income program, such as reductions in arrearages or in disconnects and reconnects, should be taken into account when the analysis is conducted.  Most Commissioners see their roles as protecting ratepayers, which they distinguish from society in general.  There are a few exceptions among individual Commissioners, but they are a minority on most PUCs.





Thus, most Commissioners interviewed contend that they would not count in a cost-effectiveness analysis other societal benefits such as reduced medical costs, or improvement to property values from upgrading homes and stabilizing a community, or health and safety benefits, but that information about these types of benefits may have some impact on the margin.  That is, if a PUC is debating whether to approve or mandate a program for low-income customers that is coordinated with the DOE WAP, it might be persuaded by knowing that the DOE WAP installs measures (like replacing boilers, windows and doors) that contribute to the health and safety of the family while making it possible for the utility-funded program to piggyback onto that program and to increase energy efficiency through insulation, air sealing, energy efficient lighting and appliances.  





Some Commissioners occupy a middle ground, recognizing both utility resources (including water savings) and participant benefits (including avoided appliance purchases and savings on operations and maintenance, and sometimes participant health care costs).  This type of test would not count such societal benefits as economic development, taxpayer savings, or environmental improvements.





Finally, there are Commissions that may use a particular test but not require a passing grade (1.0).  In these cases, Commission approval can be seen as implicit adoption of a test more generous than the one nominally employed.





For states where the Commission (or Staff) are involved in the details of program design, and where they conduct strict oversight and impose exacting reporting requirements, coordination must be shown to enhance, not detract from, their ability to monitor program implementation.  In at least one state, neither the PUC, the CAAs, nor the utilities want coordinated programs, according to the person we spoke with.  The Commissioner felt that by implementing two entirely separate programs – not even piggybacking one on the other – the state was able to track and evaluate the successes and failures of both models.  If, however, the programs are so successful that saturation is close to being reached or funding becomes tight, the PUC might re-think its position on this issue.  This fact argues for flexibility on the part of the PUCs and in both the DOE WAP and the utility-funded programs, and a willingness to give up some control in the interest of efficiency of implementation and cost-effectiveness.  PUCs will not adopt this flexibility when they see the benefits of state oversight as greater than the increased efficiencies of coordination.





Often, Commission Staff are given broad responsibility for development of positions and arguments that are considered by the Commissioners.  In those cases, it is especially important for CAAs to develop relationships with critical Staff people within the PUC.  Another good reason for doing so is the fact that Commissioners come and go – often as frequently as governors change in a particular state – whereas, Staff tend to remain through several sets of Commissioners.  In one state where we interviewed, for example, the Commission relied almost entirely on the Staff in matters of energy efficiency.  While the Commission set policy, the Staff oversaw the details of implementing that policy and was instrumental in fostering coordination between the utility and DOE WAP programs.  Developing a strong relationship with critical Staff, then, can be even more important than developing a relationship with individual Commissioners.  Most important, however, is that coordination rarely rises to the level of policy priority where Commissioners pay much attention to it.  Most commonly, it is considered to be an implementation detail best left to individual utilities.





Maintaining Coordination





Once approved and established, the most important objective for all of the Commissioners interviewed was maintaining cost-effectiveness; that is, the energy efficiency program has to pass whatever measure of cost-effectiveness has been deemed by the PUC appropriate for their state (although, as mentioned above, a low-income program may be deemed cost-effective even with a benefit/cost ratio of less than 1.0).  Where coordination with the DOE WAP is shown to improve cost-effectiveness and does not diminish the control over the utility programs currently exercised by PUCs, continued coordination is more likely.





The second most important objective for the Commissioners was maintaining the quality of the program through the good performance of the implementers, whoever they were.  Thus, one Commissioner described a utility that was unable to penetrate the low-income community to meet its energy efficiency goals until it contracted with the CAAs who had long and successful experience implementing the DOE WAP.  Once that utility began coordination, the other utilities in the state cut their own deals with the CAAs without even being prodded by the PUC.  We learned two additional lessons from this case:  the CAAs stayed in touch with the utility throughout the process; and the utility was motivated at least in part by incentive payments it could only receive if it achieved low-income energy savings goals.








Importance of utility support





If a utility company is opposed to coordinating its low-income energy efficiency program with the DOE WAP and implementing it through the CAA network, it will be very difficult for the CAAs to persuade the PUC that coordination should be done.  Because coordination is not a high priority for PUCs, and because Commissioners are interested in cooperation (if not enthusiasm) from the utilities in the implementation of efficiency programs, PUCs are not likely to order that utilities coordinate their programs with CAAs unless the utilities agree.  Information on what other states are doing in this regard may be of interest to the PUC (at least on an intellectual level), but most PUCs (as well as State Legislatures) think they know what works best for their state, and thus are unlikely to be persuaded by what others have done.  As one Commissioner said:  although it might not be the most efficient way to operate, each PUC (and State Legislature) thinks it has all the answers it needs for its own state, and each is “doing its own thing” with regard to these issues.  (There are exceptions, of course, where advocates must be ready to show CAA success in other states before a Commission can feel comfortable approving a program in its state.)





Because even those Commissioners who might be inclined to favor utility coordination with the CAAs believe that it is much easier to “sell” to other Commissioners if the utilities are not opposed, the CAA network must learn what utilities need to be persuaded.  A number of factors increase the likelihood of gaining utility support, and others can be helpful, as detailed below:





A financial incentive tied to savings achieved, cost-effectiveness, comprehensiveness, and/or number of houses weatherized or made more energy efficient.  A financial incentive for utilities creates an opportunity for the CAAs to demonstrate that, with their help, the utility could better reach the target population, serve more families, and do it more cost-effectively if the utility and the CAAs worked together.  The CAAs are often more successful in penetrating the neighborhoods because they provide many other types of services on an ongoing basis.





Cost-effectiveness.  CAAs should make clear that piggybacking onto the DOE WAP can be used to cut administration costs and make a program more cost-effective.  The program must be cost-effective from the utility’s perspective in order to satisfy the PUC.  Thus, if a CAA weatherizes a home by replacing windows and doors or repairing or replacing a boiler, and those measures are not included in a utility program because they are not cost-effective from the utility perspective, costs for those measures must be charged to the DOE WAP (or other funding sources).  Alternatively, if the CAA installs light bulbs or replaces appliances such as refrigerators or washing machines with more efficient models, those measures should be charged to the utility companies (assuming they are cost-effective).  Thus, where there is a choice, cost-effectiveness (under tests that may differ between programs) should be considered in determining which funds are used for each measure.





Quality of installation work, quality control, and oversight.  These factors were cited by all of the interview subjects as being of paramount importance.  If CAAs can document their track records in the communities they serve, they are much more likely to gain the support of the utility that has to satisfy its regulator that it can do the job assigned.





Timeliness and Reliability.  The utility and the PUC must be able to count on the CAAs coming through, having the resources and the willingness to work with the utility and implement the utility-funded program in addition to the work they do for the DOE WAP.  The utility (and the PUC) should not have the impression that the utility program takes second place to the DOE program; they must be seen to be at least of equal importance.





Ability to handle volume.  A closely related factor is the CAA’s ability to handle the amount of work to be funded by the utility.  If utility funding doubles, triples, or substantially increases the number of homes to be weatherized in a given time period, the CAAs must be able to demonstrate that they can adequately accommodate the increase through increased staffing and/or ability to contract out the extra work.  In at least one case, for example, coordination was ordered but some of the CAAs were unable to handle the increased load.  CAAs in neighboring areas took up the challenge and greatly increased their own capabilities.  In another case, however, after the CAAs could not demonstrate satisfactory performance, program implementation was taken away from them and contracted out to another entity.





Public relations value.  In some instances, utilities are interested in having the CAAs use the utility name in marketing and promoting the program to their low-income customers.  The PUC Commissioners sanction this use because funding for the program comes from ratepayers – including low-income ratepayers in many cases – and the PUC wants people to know.  In other cases, the PUC does not care about this issue, but if it will help bring the utility on board, it may be helpful for the CAA to offer.





Reporting protocols.  Both DOE and the PUCs have distinct reporting requirements.  In order to satisfy their regulators, utilities must conform their reporting to the PUC’s criteria.  In some cases, the formats and requirements are different – as are the technical standards in others.  This fact has proven to be a barrier to coordination in at least some states.  In order for utilities to support coordination, there has to be a willingness on the part of the CAAs to follow the dictates of the PUC with regard to reporting requirements, or work with them to modify the requirements.  This is another area where better communication between the DOE WAP administrators within a state and the state PUC could minimize differences and thus facilitate coordination.





Coordination can be achieved by discussing all of these issues up-front and providing an ongoing mechanism through which problems can be solved (or headed off).   Coordinated programs work best where CAAs and utilities can share information and techniques for outreach, installation, dealing with contractors and vendors, bulk purchasing of materials, tracking and reporting, monitoring, and resolving any conflicts that arise.





If CAAs go to utilities with proposals for providing utilities with what they need to satisfy their regulators, utilities will be far more likely to be receptive.  They want to keep their regulators happy, and if coordinating their programs with those of the CAAs can make the programs more cost-effective and efficient, they will be more likely to coordinate.  Again, utilities are more apt to persuade Commissioners that they should coordinate with the DOE WAP than the PUCs are to order such coordination.








PUCs have no pre-conceived idea that CAAs are best





All of the Commissioners interviewed stressed cost-effectiveness and performance as the factors they would consider before all others when assessing the entities to administer and implement weatherization and energy efficiency programs for low-income ratepayers.  Few Commissioners have pre-conceived preferences in that regard, although some want to be convinced that the CAA network should do the job.  These often include Commissioners who have been social workers, Legal Services lawyers, teachers, or who even worked for a CAA in a previous life!  Most such Commissioners, however, do not control their Commissions.





One Commissioner stressed that the CAAs are not entitled to the contract just because they are virtuous and doing good things; they must demonstrate that they are competent, reliable, and can deliver the services promised.  Another sympathetic Commissioner stressed that Commissioners are pragmatic; they want good results and care much less how the results are achieved.  Coordination may be an attractive way to achieve efficiencies and avoid waste, but it is secondary to performance.  In many places, this will mean that the existing CAA network will get the first chance to perform; but once a Commission is persuaded of the value of the program, it will want to see results and will not hesitate to replace contractors that are not performing satisfactorily.





Commissioners say they want assurance that the CAAs will demonstrate competence, quality workmanship, quality control, reliability, measurement and reporting according to the requirements of the PUC.  If, after a reasonable period of time to ramp up and work out any bugs, the CAAs do not meet the expectations of the PUC, few Commissioners feel any loyalty to maintain the relationship; they will shift responsibility to other entities who can do the job.





On the other hand, there is some evidence that Commissioners do not pay all that much attention to the performance of the programs once they are up and running.  In some states, poor performance by for-profit ESCOs led to cream-skimming and inefficiencies.  In addition, Commissioners were unable to state what performance criteria they actually applied to low-income efficiency programs – they just knew that criteria should be rigorous.  In order to address this issue, CAAs must lay out the performance criteria under which they operate the DOE WAP, and how they meet these criteria, when presenting their case to the PUC and to the utilities.  In this way, CAAs can influence the performance criteria to be used by the PUC in evaluating program delivery.





At the same time, the Commissioners interviewed do recognize some inherent advantages of coordination with the network of CAAs:  potential efficiencies; increased cost-effectiveness; superior acceptance by members of the target communities; and most of all, experience with low-income housing stock.





�



VI. 	RECOMMENDATIONS





To achieve establishment of utility efficiency programs and their coordination with DOE programs requires identification of and forming partnerships with individual champions among the decision-makers.  Champions may be found at different places in each state, including the Commission, Commission staff, energy office, weatherization agency, legislature, legislative staff, and/or the utility itself.  Working with effective coalition partners increases the effectiveness of this strategy.  A number of recommendations for coordinating the DOE WAP with utility company energy efficiency programs for low-income customers fall out of this analysis:





Make the request.  CAAs must be involved in the regulatory process – through a rate case, a restructuring proceeding, a merger, or any other case in which the utility is asking for support from other parties for something the utility wants.  Sometimes, advocates can petition the PUC to open a proceeding on this issue alone.  However, the more consensus behind the request (e.g., a collaborative filing), the more likely is adoption by the PUC.  As one Commissioner said, political consensus has a very high value at PUCs, just as it does before legislatures.  CAAs can trade their support on other issues for support for formation or expansion of a coordinated low-income program.  But if the CAAs are not there to make the case before the PUC for such a coordinated program, Commissioners will not even know that it is an issue.





An example:  In one case, the PUC itself put forth a notice proposing a low-income weatherization program.  Opposition from the utilities and little effective advocacy from CAAs or others who serve the low-income population led to initial failure of the initiative.  Commissioners felt that with more effort put forth by the advocates, along with better attempts to convince the utilities that the program was in their best interest, the initiative would have resulted in an earlier and more effective program. 





Present an effective case.  CAAs must gather the facts that will be needed to convince the PUC that coordination with the CAAs makes sense and will be good for ratepayers, focusing primarily on cost-effectiveness, quality of workmanship, performance implementing the DOE WAP, and ability to handle increased responsibility.  The CAAs can help create a record, with critical information regarding the advantages and increased cost-effectiveness to be gained by coordination, and other helpful information on which a PUC can make a decision.  Where providing a low-income program at all is at issue, the record should also include a demonstration of low-income needs, including relative energy burdens.





An example:  One Commissioner said that the advocates had not done their homework and had not presented the results of any research that might have been persuasive.  This PUC would like to know what other states are doing; what has been effective; what pitfalls should be avoided.  Without a sufficient record on which to base a decision, program implementation has been delayed, and low-income customers are suffering through high utility prices for another year.





Be persistent.  Advocates may have to participate in a number of cases before a PUC takes them seriously.  They must gain credibility (if they do not already have it) by appearing before the Commission as often as possible when low-income issues are being addressed – whether it be in rate cases, rate design cases, restructuring proceedings, mergers or acquisitions.  Sometimes it takes a crisis (such as a heat wave followed by spiking energy prices) to make Commissioners take notice of the harm befalling low-income ratepayers.  That may be a perfect time to present a petition requesting an energy efficiency program (or expanding an existing one) that is coordinated with the DOE WAP.  If the Commissioners already know that the advocate is credible and effective, chances of success increase.





An example:  In one instance, a utility was angry with the CAAs because of their successful intervention in a case in which the PUC ordered the utility to provide an energy conservation program.  The utility refused to hire the CAAs to implement the low-income component of that program.  But the CAAs kept asking to be involved.  Unable to successfully penetrate the low-income community on its own, the utility ultimately understood that its best chance of earning a financial incentive for meeting its savings goals was to hire the CAAs.





Get to know Commissioners and Staff.  The CAAs need to figure out who the key players are at the PUC; sometimes it will be a particular Commissioner who will champion the low-income cause; other times it may be a Staff person.  It is important to find the particular individuals who are or may become sympathetic to low-income issues.  CAAs and other advocates must develop an ongoing relationship with these individuals through several types of dockets or in cases involving several utilities (if a state has more than one or two).  However, they should not rely exclusively on these individuals.  They may want to support the cause, but they need the CAAs to be prepared to support themselves with a record and solid information (see recommendations one and two, above).





An example:  One Commissioner said that expectations for approval of a low-income program among the CAAs were quite high because of that Commissioner’s presence on the PUC, so the CAAs did not put in the effort required to persuade the other Commissioners (who were somewhat hostile to the proposition) that this issue should be important to them.  As a result, it took much longer – and required hard work by the advocates – before a low-income program was eventually approved.





Another example:  In one state, the Commissioner said that the PUC acts as a resource for the legislature on energy matters; so the more information the Commission has, and the more persuaded they are of the importance of coordinated programs, the more likely that they will try to persuade legislators of coordination’s benefits.  A Staff person who had worked closely with the advocates provided the Commission with the information they needed to support coordination at the Legislature.





Get to know key legislators.  Especially in those states where the Commissioners think they need or want legislative authority to move forward on a low-income program, it is important to develop relationships with key legislators.  If not already, CAAs need to become active in legislative debates that affect their constituents so that when an energy policy bill comes before the legislature, they will turn to the CAAs for input.  Sometimes they can do even more for low-income citizens than Commissioners.





An example:  One Commissioner recommended that representatives of a CAA take key legislators (or Commissioners, depending on what stage of the process a state is in) to visit homes that have been weatherized by a CAA.  Have them talk to the occupants to gain a real sense of what the program has meant to daily life.  Then take the same legislators to a contrasting home that has yet to receive services.  This tactic helped turn the tide in one state toward a statute mandating a comprehensive weatherization and energy efficiency program.





Gain the support of the utility.  Because, in all cases, we found that Commissioners would be much more receptive to the idea of a coordinated low-income program if their utilities supported it – or at least did not oppose it – CAAs need to focus attention on overcoming resistance by the utilities and gaining their support.  As detailed above, they should find out what is important to the utilities and ensure them that the CAAs can meet their needs in this area.  Perhaps most importantly, CAAs should be prepared to support a financial incentive for the utilities, if that is what it takes.  It will pay off for both the CAAs and low-income clients in the long run.  CAAs must be able to demonstrate that they can add value to utility efforts, in the form of increased cost-effectiveness, efficiencies, outreach to the low-income population, access to the neighborhoods, credibility, and experience with low-income housing stock.





In more than one state, Commissioners said that programs were in flux due to the changes brought about by restructuring, so there may still be opportunities in those states for CAAs and other advocates to affect the outcomes.





An example:  After several years of PUC Staff pushing coordination between the utilities and the CAAs (with little support from the CAAs), and getting nowhere, the CAAs began to talk to the utilities during negotiations leading up to restructuring.  Once the utilities understood that they could gain support from the low-income network for things the utilities wanted in the restructuring process by cooperating on coordination of efficiency programs, they went together to the legislature.  Coordination through the CAA network was then built into the restructuring legislation.





Form coalitions.  CAAs need to find out what other groups are looking for in the proceedings they have targeted for intervention.  If CAAs support other entities whose goals are not antithetical to theirs, or that complement theirs, such as environmental, labor, AARP, state consumer advocates or other consumer protection groups, those groups can often be persuaded to support CAA efforts.  Even large commercial or industrial customers can become allies if they think it is in their best interest, such as providing them with good public relations, as well as perhaps a more stable work force.  Some such customers may even understand the benefits (to themselves) of utility efficiency programs.  With others signed onto a CAA petition, low-income issues gain strength in the eyes of the Commissioners, providing them with political cover and increasing CAA chances for success.





An example:  In one state, a small business group was persuaded to support the idea of a program that would help stabilize its workforce, provide an increase in discretionary income for those who saved money on their utility bills, and directly create many new jobs in the community through contractors implementing the program.


�



VII.	CONCLUSION





During this time of increasingly high and volatile utility prices, Commissioners around the country – even those in states that have not formally restructured their electric industries – are concerned about the ability of low-income customers to pay their utility bills.  Commissioners are looking for ways to alleviate the extraordinary energy burden faced by their most vulnerable ratepayers, although some believe that they need legislative authority to mandate or approve specific relief.  





Where PUCs believe they have the authority, or where legislatures have explicitly provided it, Commissioners want the best program they can get for ratepayer dollars.  They want cost-effective, well-managed and implemented programs, and most do not particularly care who provides them.  Coordination between the CAAs and the utilities is not high on their priority list, if they are even aware of it as an issue.  Thus, they must  be convinced that the CAA network is capable and ready to step in and implement a program.  Support from utilities is very helpful, and coordination with CAAs is unlikely to be approved if utilities actively oppose it.





Once coordination is ordered or approved, and on an ongoing basis, the CAAs must demonstrate that they are reliably meeting the requirements of the program, or the PUC will not hesitate to give the responsibility to another entity that has shown itself capable and reliable.





Specific recommendations that are likely to increase the chances of success in persuading Commissioners that utility-funded weatherization and energy efficiency programs should be coordinated with the DOE WAP include the following:





Make the request.


Present an effective case.


Be persistent.


Get to know Commissioners and Staff.


Get to know key legislators.


Gain the support of the utility.


Form coalitions.





All of these recommendations also apply in those states where PUCs have yet to institute a weatherization and energy efficiency program for low-income ratepayers.  Advocates in the CAA network can work together with others to persuade Commissioners in those states that such a program is necessary to reduce the ever-increasing energy burden faced by the lowest-income citizens, and that any such program should be coordinated with the DOE WAP for maximum efficiency and cost-effectiveness.  By taking these steps, and by knowing the politics in the state in which they operate and taking advantage of openings as they arise, CAAs have an opportunity to increase the availability and quality of weatherization and energy efficiency services for low-income people. 
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MASSACHUSETTS:  A CASE STUDY





I.	SUMMARY





After many years of struggle on the part of local community action agencies, and with encouragement from state agencies responsible for overseeing implementation of the U.S. Department of Energy’s Weatherization Assistance Program (DOE WAP) and the utility energy conservation programs, the state legislature (the Great and General Court of the Commonwealth of Massachusetts) did the right thing.  It incorporated into the state’s electricity industry restructuring legislation the requirement that all electric and natural gas distribution companies fund “comprehensive low-income residential demand-side management and education programs” … which “shall be implemented through the low-income weatherization and fuel assistance program network (Network) and shall be coordinated with all gas and [electric] distribution companies in the commonwealth with the objective of standardizing implementation.”�





There are four investor-owned electric companies in Massachusetts, and eight natural gas companies.�  Twenty community action program agencies implement weatherization and energy efficiency programs (including several that act as subcontractors).  The Electric Industry Restructuring Act was passed in late 1997.  By the beginning of 2002, all but one� of the investor-owned utilities in Massachusetts were coordinating their energy efficiency programs for low-income customers with the DOE WAP through the Network’s coordinator, the Low-income Energy Affordability Network, or LEAN.  This paper describes how the coordination came about, who the key players were, and how advocates worked together with key legislators and regulators to make it happen.


�
II.	RESEARCH METHODS





In order to gain a broad perspective on how utility energy efficiency programs came to be implemented by the local community action program agencies (CAPs) and to be coordinated with the DOE WAP, we interviewed people from many different organizations involved in the process.  We conducted personal and telephone interviews with the following:





Current and former Commissioners and Staff of the Department of Telecommunications and Energy (formerly the Department of Public Utilities);


Staff of the Division of Energy Resources (formerly Executive Office of Energy Resources), the Massachusetts state energy office;


Director and Staff of the Department of Housing and Community Development (formerly Executive Office of Community Development), LIHEAP and DOE WAP oversight agency;


Energy Directors and other Staff of local CAPs; and


Utility company program managers and others.





In addition, we should note, we each were involved in the process as DTE Staff, Assistant Attorney General and, later, advocates.


�



III.	HISTORY





Background





Beginning in 1976, the Executive Office of Community Development (EOCD) (now the Department of Housing and Community Development or DHCD)� began administering the United States Department of Energy Weatherization Assistance Program (DOE WAP).  A loose network of many local community action program agencies (CAPs) delivered the program.  





When DOE funding was cut by $1.5 million (48 percent) for fiscal year 1993, based on the 1990 census (and counting tenants as one-half a household), the number of agencies implementing WAP was reduced to twelve.  Some of the other CAPs became subcontractors to these twelve.  The number of homes weatherized through DOE WAP went from 18,000 in 1987 to approximately 2,600 in FY ’93.  At that time, the CAPs petitioned the governor for Petroleum Violation Escrow (PVE, or oil overcharge) funds and for a share of LIHEAP funds to be devoted to weatherization.�  They also asked the regulators, the Massachusetts Department of Public Utilities (DPU) (now the Department of Telecommunications and Energy, or DTE),� to direct the utilities to provide weatherization services to their low-income customers.





Meanwhile, before about 1984, the electric and gas utilities offered no energy efficiency or conservation programs (except the Energy Conservation Services program, described below) to their ratepayers.  After several orders to the utilities by the DTE Commissioners in the early 1980’s,� the electric companies began to implement small-scale energy conservation programs – mostly targeted to large commercial and industrial customers and implemented through for-profit performance contractors, or energy service companies (ESCOs).  There was no attempt by the utilities to provide conservation or weatherization services specifically to low-income customers.





Early Coordination Efforts





In the early 1980’s, the state legislature mandated that the Energy Conservation Services (ECS) program be “piggybacked” onto the DOE WAP after DHCD initiated contact with the Division of Energy Resources (DOER) (the state’s energy office)� which administered ECS.  DOER then facilitated coordination between the CAPs and the utilities that implemented ECS.  But ECS was not targeted to low-income customers.  It was an audit program for general residential customers to increase awareness of energy conservation and to install up to $45.00 worth of materials at the time of audit,� while encouraging customers to install other measures at their own expense (or later, through another utility program).  Another $45.00 went to the CAPs for administration and education expenses.





In 1986, as the DTE was beginning to establish regulations regarding integrated resource planning (IRP) for electric companies, a group of advocates began meeting as a coalition to develop an energy conservation rationale and to outline program designs.  Low-income interests were represented in Phase I of this effort by a program administrator for one of the CAPs.  The result of Phase I was a document called “Power to Spare” which laid out the case for conservation as a viable resource that should be included in the IRP portfolios of all utility companies.  However, there were no specific criteria, nor a budget level, set for low-income conservation.





In Phase II of this effort, when the specifics of program design and implementation were formulated, low-income interests were not at the table.  Thus, programs designed to target low-income ratepayers were not well delineated from those designed to serve all residential customers.  The CAPs learned from this experience not to trust others to protect their own interests.  The CAPs have been at the table for most subsequent discussions and negotiations around this and other issues affecting their constituents.  (Where the CAPs were not involved, in at least one electric utility’s service territory and almost all of the gas utilities’ territories, there were no low-income energy efficiency programs until after the Restructuring legislation was passed in 1997.)





Based on the Phase II design effort, several utilities implemented what they called a “neighborhood blitz” program that targeted low-to-moderate income areas; but it was not comprehensive and did not provide weatherization services.  Some utilities contracted with the CAPs to deliver their residential programs, but in 1992, after the utilities went out for bid to implement the programs, the CAPs lost their contracts.


DHCD Intervention





At one utility, Boston Edison Company (now a part of NStar Electric), DHCD contracted to provide conservation services beginning in May 1991 to three low-income sectors in the utility’s service territory:  electric heat single family; multifamily; and public housing.  The program leveraged federal and oil overcharge funds; DHCD’s Office of Energy Conservation was the general contractor; and DHCD WAP subgrantees provided the direct services.





Late in 1992, DHCD initiated discussions with DTE Staff to try to expand coordination between the DOE WAP and the utility conservation programs.  In fact, DHCD wanted the DTE to direct the utilities to contract with the CAPs to deliver services to low-income ratepayers using utility conservation funds.  DHCD argued that this should be done for several reasons:


the WAP network had both the experience and community presence to successfully deliver services;


there was already some subcontracting being done between utilities and CAPs, but it was sporadic and not statewide;


coordination needed to be formalized;


the technical quality of DOE WAP work was high, and savings of 17 to 21 percent per home were documented by an ORNL study; and


the WAP network was willing to compete with ESCOs for program delivery (but only if factors other than just cost were taken into account).





There was a willingness on the part of both DHCD and the DTE to improve coordination, but also a recognition that there were several barriers to coordination that had to be overcome, among them the following:


a need for better coordination between DHCD and DOER on ECS delivery;


timing inconsistencies with utility conservation program approvals, evaluation, and reporting;


non-standardization of materials and protocols between utility programs and WAP;


some utility questioning of CAP management abilities; and


high administrative costs faced by the WAP agencies.





During these discussions, DHCD Staff said they that the DTE believed the CAPs were just looking for funds from the utilities to replace reduced DOE support.  One DHCD administrator credited this criticism of one state agency by another with turning around DHCD’s perception of itself from simply being an administrator to being a facilitator.





Some of the CAP administrators felt that the utility programs were totally inadequate for low-income households; these CAPs were thus reluctant to become involved with implementation of utility programs.  Some CAPs also were a bit parochial in their outlook; they tended to believe that “they knew best what their people needed.”  They were thus reluctant to coordinate with each other, let alone with the utilities.





Utility Positions





The utility companies were reluctant to allow the CAPs to implement their energy efficiency programs that targeted low-income customers.  One reason was that the service territories of the utilities and those of the CAPs did not match; thus, one utility could sometimes have to contract with four or five (or more) CAPs in order to cover all of its eligible customers.





Some of the utilities also did not believe that the CAPs really achieved energy savings for their clients.  Some utilities resented the fact that the CAPs received federal money, and felt that as long as the CAPs adhered to government regulations, they really did not have to provide quality work.  Until the CAPs could demonstrate results through independent evaluations of the DOE WAP, utilities remained skeptical of CAP ability to implement cost-effective programs.  And, some of the CAPs were definitely weaker than others when it came to implementing programs efficiently and cost-effectively.





Furthermore, the utilities were not willing to give up any of the control they had over ratepayer-funded programs.  In addition, one interviewee for this study believed that the utilities harbored resentments left over from the oil crises in the 1970’s when low-income people had trouble paying their utility bills.  The utilities needed to be convinced that the plight of their poorer customers was genuine; that they wanted to pay their bills but were unable to.  The utilities also needed to understand that the CAPs were already directing LIHEAP payments to utilities, thus lowering the utilities’ bad debt expense.





Another issue for the utilities was the question of verifying a customer’s income and therefore eligibility for the utility program.  Utilities did not want to take responsibility for this task.  So, employees in the state agencies with program oversight responsibility began talking to the utilities about coordination, and about the CAPs’ ability to verify family income and, therefore, eligibility for utility programs.





The CAPs also began to provide evaluations of their programs demonstrating savings and effective implementation.  Some of the utilities began to take note of the high quality of most CAP-delivered programs, which in turn reduced their opposition to coordination.  Increasing pressure from the regulators also led to a reconsideration of the coordination issue by the utilities.





Eventually, in 1994, a single large utility -- Massachusetts Electric Company (now a part of National Grid USA) -- contracted with the CAPs in its service territory to implement a program specifically designed for low-income customers – the Appliance Management Program (AMP).  This contract resulted from the changes in utility attitude described above plus consistent, persistent advocacy by the CAPs in every proceeding or negotiation that presented itself.  This cooperation by one utility, in turn, led several other utilities to begin the coordination process.





�



IV.	Electric Industry Restructuring





Principles





The DTE initiated a proceeding in early 1995 to investigate the prospects for restructuring the electricity industry in Massachusetts.  The DOER convened “Electric Industry Restructuring Roundtables” (Roundtables), facilitated by an independent, neutral mediator, that brought together stakeholders on a regular basis to learn about the issues and to develop principles that should guide the restructuring process.  Low-income interests were represented at the Roundtables by a CAP energy director.  This director was able to attend and to participate in all meetings because the DHCD was willing to use part of its grant from DOE to pay for experts and counsel, as well as a part-time position at DHCD, in order to stay informed on the issues.  The funds also enabled the CAPs to organize and communicate on the issues, so that one or two people were able to represent the interests of the network as a whole at these Roundtables and in subsequent proceedings in ways the DHCD, as a state agency, would not have been able to do.  The network ultimately took the name “Low-income Energy Affordability Network,” or “LEAN”.





The principles that emerged from the Roundtables were critical to the eventual success of coordinated low-income energy efficiency and weatherization programs.  Those principles preserved the gains that had been achieved with a few utilities and expanded them.  The Roundtable itself was indispensable in building a coalition that held through the legislative, regulatory, and referendum processes on electric industry restructuring.





In December 1996, after nearly two years of regulatory process, the DTE issued an order – Electric Industry Restructuring, D.P.U. 96-100 – in which the DTE recognized the role of energy efficiency in providing safe, reliable, low-cost, clean electricity.  The DTE also recognized the role utilities still needed to play in providing energy efficiency in a competitive electricity market, and the barriers faced-- especially by low-income customers -- in affording energy efficiency measures.  The DTE ordered each of the electric companies to develop five-year energy efficiency plans that included a “proposal for the company to coordinate delivery of Energy Efficiency services to Low-income Customers with the local WAP agencies and other appropriate entities that serve the low-income population in the company’s service territory.”





Positions of the Commissioners





Chairman during Early Restructuring Process





The Chairman of the DTE at the time, although a Chicago-School economist and free-market proponent, recognized that there was a segment of the population that would likely be disadvantaged by the introduction of market forces to electricity.  He acknowledged the responsibility of the Dte to protect such customers by providing price discounts and energy efficiency, weatherization, and education services.  An advocate from the National Consumer Law Center (NCLC) and a local WAP energy director met with him to emphasize the important role that the WAP agencies could play in this process.





At the same time, a DTE Staff person, who had overseen the utility conservation programs since 1989 and had participated in early discussions with the DHCD on utility/DOE WAP coordination, was instrumental in adding the language to the Restructuring decision that required the utilities to coordinate delivery of energy efficiency services to low-income customers with the CAPs.  The Commission relied heavily on this Staff person for all matters concerning utility energy efficiency programs.  Because there were so many issues for the Commission to resolve during the restructuring process (most having nothing to do with energy efficiency), the Commission followed Staff’s recommendation concerning the details of low-income energy efficiency program delivery without much discussion of the issue.





Chairman during Legislative Process





Shortly after issuance of D.P.U. 96-100, a new Chairman was appointed to the DTE who, although a free marketer, was very concerned about the effect of restructuring on the most vulnerable utility customers. �  He had spent time in 1984 in North Dakota working for the Alliance to Save Energy investigating innovative ways LIHEAP could be used to fund weatherization, � and he understood the value the CAPs brought to the table.





In the late 1980’s, this Commissioner had worked as a rate analyst in the Gas Division at the DTE.  It was at this time that the Commission was trying to eliminate what it found to be cross-subsidization among rate classes, but realized that such a move would create rate shock for the residential class and especially for low-income customers.  To cushion the shock, the DTE expanded a rate discount for these vulnerable customers, as well as the eligibility pool.  This new rate design practice was concurrent with Boston Gas Company’s unbundling of the gas commodity from the distribution system for large industrial customers – a phenomenon very similar to the deregulating of the generation component in the electricity industry.  Thus, at least ten years before he was faced with the issue of maintaining and expanding protections for low-income customers during electric restructuring, this Commissioner was dealing with the same issues in a similar way for the gas industry in Massachusetts.





During the Roundtable process, before being appointed Commissioner, this person had attended meetings as a representative of the New England Cogeneration Association (NECA) and had signed onto the principles for electric industry restructuring discussed above.  He had also lobbied the then-governor to protect “strandable benefits” during restructuring, making the argument that the regulators should be deregulating the generation business but not undercutting the benefits that regulation had provided to poor people.  (The governor was receptive if for no other reason than that the Legislature would demand such benefits be protected.)





At the same time, advocates for energy conservation as well as low-income advocates tried to anticipate the concerns of the legislators regarding protection of their issues during restructuring and take a “sellable” approach to legislation; i.e., the advocates would support the utilities in their request to collect “stranded costs” for no-longer-economic assets if consumer protections such as low-income efficiency programs were expanded.





Chairman during Implementation





The person who took over as Chairman of the DTE just before the Legislature passed the Electric Industry Restructuring Act in November 1997 had been a VISTA volunteer with a CAP in her youth, doing weatherization of rural homes.  This experience taught her the importance of making homes more energy efficient instead of simply helping to pay the utility bill through LIHEAP but never seeing the bill go down to an affordable level.  She saw firsthand the quality of work performed by the CAPs.  She also learned the benefit of providing as many services as practical in one visit to the home; thus, coordinating visits between the utility program and DOE WAP was important to her.





In addition to these predilections for coordinating utility and DOE WAP programs based on her own experience, when asked why she had supported this concept, she responded:  “I did what my trusted Staff told me to on this issue.”  She was only half kidding.





Legislative Strategy





The DOE grant discussed above allowed LEAN to organize a tightly knit group that was able to coordinate its message and hire counsel to represent it during the legislative process that resulted in a restructured electricity industry in Massachusetts.  A core group within the low-income network met on a regular basis to devise strategy, develop coalitions with other stakeholders in the restructuring process, and lobby key legislators on low-income interests.  Being a state agency, the DHCD would not have been able (even if it had wanted to) to undertake this type of activity.  LEAN became recognized by other players, including the regulators and legislators, as a credible, professional entity that represented an important constituency.





One crucial element of the legislative strategy employed by LEAN was to identify the key legislators who were sympathetic to the cause of protecting vulnerable citizens from the excesses of market forces.  Once they had been identified, LEAN kept them informed and helped them build into the restructuring legislation continuation of rate discounts, an increase in energy efficiency funding, and coordination with the CAPs in delivering energy efficiency and weatherization services to the low-income customers of the electric and natural gas utilities.  The ability to have knowledgeable and committed advocates available to follow through on these tasks and to be there whenever the legislature took up these issues was critical to the success of the effort.





Another crucial element that contributed to a successful legislative effort was support from key members of the administration, including the Chairman of the DTE (described earlier), and the Commissioner of the DOER, the State’s energy office.  Without their support, the advocates’ job would have been much more difficult – and success would not have been assured.  One argument that helped persuade these individuals of the value of the proposed programs was that they pay for themselves many times over.





Yet another key element of the legislative strategy was participation in a broad coalition, while bargaining firmly inside the coalition itself when low-income interests needed to be reconciled with others.





Although some in the administration may have felt that the energy conservation charge was a tax that had not been voted on, others saw it as a fee that was directly connected to the product being sold (electricity or natural gas).  The fact that large business customers did not actively oppose these programs (in exchange for support from low-income advocates on some of the business issues), also helped persuade the administration to support them with the legislature.  





During discussions leading up to the legislation, the energy office (DOER) was being considered to oversee all of the utility-sponsored energy efficiency programs.  Commissioner and lead Staff in DOER were interested in consistent, coordinated programs across the state, implemented by entities that could do the job and do it well.  They supported a dedicated, non-sunsetting fund for low-income programs, believing that the marketplace would not serve this group of customers even if a market for efficiency services developed for commercial and other residential customers.  They also believed that legislation was necessary to afford a level of status to low-income programs they did not previously enjoy, through substantial funding and a requirement that the gas companies coordinate with the electric companies and with the DOE WAP.





Legislative Outcome





The Electric Industry Restructuring Act of 1997, Chapter 164, Section 19, states:  





Beginning on March 1, 1998, and for a period of five years thereafter, the department [DTE] is authorized and directed to require a mandatory charge per kilowatthour for all consumers of the commonwealth, … to fund energy efficiency activities, including, but not limited to, demand-side management programs….  At least 20 percent of the amount expended for residential demand-side management programs by each distribution company in any year, and in no event less than the amount funded by a charge of 0.25 mills [$0.00025] per kilowatthour, which charge shall also be continued in the years subsequent to 2002 [when the charge to fund conservation for other customer classes may sunset], shall be spent on comprehensive low-income residential demand-side management and education programs….  The low-income residential demand-side management and education programs shall be implemented through the low-income weatherization and fuel assistance program network and shall be coordinated with all gas and [electric] distribution companies in the commonwealth with the objective of standardizing implementation.





Once the restructuring legislation was passed in late 1997, two of the three large electric companies� immediately began negotiating with the low-income network, represented by LEAN, and coordinating their programs.  The third company, with no history of implementing a low-income program, took until 2000 to fully integrate its program.  In the meantime, all but one of the natural gas companies� also began coordinating low-income efficiency programs through LEAN and, as of this writing, the final major gas company has just completed the negotiating phase of contracting with the CAPs to implement its program.





�



V.	Cost-Effectiveness





DOE WAP





The DOE assesses the cost-effectiveness of the WAP program by comparing implementation costs, including administration expenses, to participant benefits measured by the value of net energy bill savings achieved.  Energy savings include electricity, oil and natural gas.  The DOE does not traditionally account for non-energy benefits when evaluating cost-effectiveness, but a national study conducted in 1993 for ORNL estimated environmental and increased employment benefits, and the state of Iowa included potential benefits such as improved safety and health, improved property values, and additional economic activity in Iowa in its assessment of program value.�





Utility Energy Efficiency Programs





History





The cost-effectiveness test relied upon by the DTE and the utilities in Massachusetts has evolved over the past 15 years.  In the beginning of utility IRP processes in 1988, the DTE approved a societal cost-effectiveness test.  That is, utilities were to estimate the avoided cost of building a new power plant (or, in the case of natural gas utilities, the cost of the next increment of gas supply); add to that the cost to upgrade transmission and distribution lines that might be avoided through energy conservation; and add to those avoided costs the value of the reduced emission of certain pollutants associated with electricity not generated or gas not burned because of energy conservation.  The lifetime savings produced from energy conservation measures installed in one year were used to determine the scope of benefits.  These total benefits were then compared to the utilities’ costs to implement the energy conservation program plus any costs to the participants in the programs.





Massachusetts Electric Company challenged the DTE’s authority to include the value of avoided pollution emissions in the cost-effectiveness test before the Supreme Judicial Court of Massachusetts (SJC).  While the SJC narrowly sided with the utility, leaving grounds for the DTE to challenge the ruling, the DTE chose to change the approved cost-effectiveness test to a so-called “Total Resource Cost” test.  This test estimated the economic value of all direct benefits to the utility and to customers (including those associated with avoided electricity generation and distribution or avoided natural gas supply contracts) and compared them to the cost to implement the programs plus participant costs.  Customer benefits were usually limited to easily quantifiable elements such as lower repair and maintenance bills.  Societal benefits, such as environmental and economic development benefits, were not counted.





Post-Restructuring





In passing the Electric Industry Restructuring Act, the legislature mandated that utility energy efficiency programs be “delivered in a cost-effective manner” but did not specify the test to be used to determine cost-effectiveness.�  The DTE reviewed its cost-effectiveness guidelines in a collaborative process that included all the stakeholders interested and involved in utility energy conservation efforts.  LEAN, the low-income network, participated fully in the process and contributed a study of non-energy benefits to the debate.�





The DTE issued its decision and rules on cost-effectiveness in DTE 98-100 in February 2000.  In this decision, for non-low-income utility customers, the DTE applied the Total Resource Cost test, but allowed the benefits of savings in other resources such as water and oil to be included in the analysis.  In addition, the Commission found that there are a number of benefits that accrue from providing comprehensive weatherization, energy efficiency, and education services to low-income families that are above and beyond the benefits to non-low-income families and to business customers.  The DTE directed the utilities to include in their analyses “specific benefits associated with reductions in their own costs directly arising from their energy efficiency programs targeted at low-income customers, such as reductions in late payments … and specific known, quantifiable, and significant benefits of energy efficiency programs to low-income participants, such as reduced loss of service and forced moving costs.”�





Low-Income Program Cost-Effectiveness





The study produced by the low-income advocates in the proceeding in DTE 98-100 outlined and quantified benefits produced by low-income energy efficiency programs that go beyond energy and other resource savings.  These benefits include the following:





lowering household energy bills to an affordable level, thereby leaving more money to spend on other necessities such as food and medicine;


lowering the number and frequency of service terminations and reconnections, saving all ratepayers money;


reducing forced mobility and homelessness;


increasing property values;


lowering health-care bills;


increasing comfort levels by tightening homes and eliminating drafts; and


reducing costs to other ratepayers by lowering bad debt expense.





In addition to these potential benefits, there are general economic benefits to society as a whole:


a net increase in employment resulting from the high labor intensity of conservation implementation;


economic development with an increase in durable jobs;


increased productivity;


indirect “multiplier effects” of reducing energy costs;


environmental benefits; and


indirect price effects of lowering demand for energy.





Of all these enumerated benefits, the DTE’s decision in 98-100 approved the use of those direct participant and ratepayer benefits that could be quantified by the individual companies.  The DTE did not approve the inclusion of greater societal or economic benefits, nor the value of environmental externalities.





When the utility companies submitted energy efficiency plans to be implemented from 2000 through 2002, benefit/cost ratios for their low-income programs – to be implemented by the local CAPs and coordinated with the DOE WAP – ranged from 1.8 to 2.8, computed in accordance with DTE guidelines, but not including all allowed benefits.  This meant that for every dollar spent implementing the low-income programs, ratepayers received at a minimum between $1.80 and $2.80 in benefits.  In one case, the low-income program was more cost-effective than any of the utility company’s energy efficiency programs except for two of seven programs targeting large commercial and industrial customers.  Thus, contrary to opinions often expressed about programs targeting low-income people – i.e., that they are “social” programs that are probably not cost-effective – these energy efficiency programs coordinated with the DOE WAP and implemented by the CAPs are some of the most cost-effective programs being implemented today.





�
VI.	PROGRAM DESIGN





Funding and Allocation





As described earlier, the Massachusetts low-income energy efficiency and education programs are funded through a charge on all kWhs sold at retail for electric companies, and through a conservation charge that varies by customer class and company for natural gas companies.  Total funding for all electric companies is approximately $12 million, and for gas companies is about $5 million.  Thus, over and above DOE and HHS funding on the WAP and heating repair programs of about $10 million, utility ratepayers contribute a total of about $17 million annually to fund energy efficiency and education for low-income families.





How the funds are allocated is decided by the utilities working with the low-income network, coordinated by LEAN.  Some funds are directed to efficiency improvements in the construction of new housing units; others to replacing inefficient appliances; some to weatherization; some to compact fluorescent lights (CFLs); others to outreach and education or budget counseling.  Each utility allocates its funding in a manner best suited to its own service territory as determined by the CAPs and the utility itself.





In order to make the contracting process with the utilities manageable, the 20 CAPs that participate in implementation of efficiency and weatherization programs are represented in negotiations by LEAN.  LEAN, in turn, meets regularly with three lead agencies and the administrative unit for four others.  The utilities all contribute a small percentage of funding to cover LEAN’s administrative costs.





Eligibility





Prior to the Electric Industry Restructuring Act in 1997, eligibility for utility low-income programs in some cases was the same as for any residential customer, because the programs were not differentiated.  For some utilities, with specific programs addressing their low-income customers, eligibility for the efficiency program was set at the same income level as that for the companies’ payment assistance (discount) programs.  Eligibility for payment assistance programs was most often determined by a family’s participation in one of several state or federal payment assistance program, such as Aid to Families with Dependent Children (AFDC) or Supplemental Security Income (SSI).





The Restructuring Act established consistent eligibility standards for utility payment assistance programs, as follows:  “Eligibility for the discount rates established herein shall be established upon verification of a low-income customer’s receipt of any means tested public benefit, or verification of eligibility for the low-income home energy assistance program [LIHEAP], or its successor program, for which eligibility does not exceed 175 percent of the federal poverty level based on a household’s gross income.  Such public benefits may include, but are not limited to, assistance which provides cash, housing, food, or medical care, including, but not limited to, transitional assistance for needy families [TANF], supplemental security income, emergency assistance to elders, disabled, and children, food stamps, public housing, federally-subsidized or state-subsidized housing, the low-income home energy assistance program [LIHEAP], veterans’ benefits, and similar benefits.”�





For the first two years after restructuring took effect, the electric companies offered energy efficiency services to customers who met these eligibility standards for payment assistance.  Beginning in 2000, the companies raised the eligibility level to 200 percent of the FPL (to which the LIHEAP eligibility standard had been raised) for retrofit measures, and to 60 percent of the state median income for new construction projects.�  In 2002, eligibility for all measures was raised to 60 percent of the state median income.  At 200 percent of the FPL, there are an estimated 657,000 low-income households eligible for utility ratepayer-funded energy efficiency and education services in Massachusetts.�





Program Elements





While the utilities’ programs vary slightly depending on their service territories and the history of their programs, they all incorporate several basic elements.  These include the following:





implemented by the local CAPs;


coordinated by LEAN to provide consistent, comprehensive services;


piggybacked onto the DOE WAP;


fuel-blind energy audits;


provision of CFLs, lighting fixtures, water heater wraps or replacement, low-flow showerheads and faucet aerators, waterbed insulated covers, door sweeps, thermostats, weatherization and insulation, new refrigerators, and burner and furnace replacement;


small repairs that enable energy efficiency measures to be more effective;


energy use education; and


budget management and counseling when needed and requested.





All of these measures are provided to low-income customers at no cost to the customers.





For multifamily housing, additional measures include efficient common-area lighting, water heating and heating equipment, and education on reducing operating costs through energy management and better maintenance practices.





For new construction, the utilities work with local builders and developers of low-income housing, including public authorities, mixed-use housing developers, and groups like Habitat for Humanity.  The utilities pay incentives to builders to enable them to take advantage of Energy Star appliances and lighting measures, as well as to install efficient levels of insulation and weatherization measures.





Program evaluation and reporting is conducted by the utilities, with input from the CAPs.  Evaluations assess net energy and other resource savings; other utility benefits such as lower administration costs, fewer disconnects and reconnects, and arrearage reductions; and participant benefits, such as increased health and safety, comfort, wiser energy use, and lower utility bills.





�
VII.	RESULTS TO DATE





While very few utility companies were coordinating their programs with the DOE WAP before the law took effect, since the Electric Industry Restructuring Act was passed in November 1997, the four electric companies in Massachusetts have all signed agreements with LEAN, the Low-Income Energy Affordability Network, and have been implementing coordinated programs delivered by the CAP agencies.  All but one tiny natural gas company� have also signed on and, although there was a protracted struggle over contracting with one gas company, the expectation is that all will soon be coordinating their programs through the Network. 





Successes





This coordinating manifests itself in myriad ways:


Utility personnel involved with efficiency programs meet regularly (usually once a month) with CAP agency and LEAN personnel;


Problems in service delivery, with vendors, or with any other aspect of program implementation or administration are quickly identified and resolved;


Bulk purchase orders for energy efficiency equipment, appliances, and light bulbs are negotiated, taking advantage of the size of the market created by a statewide coordinated program;


LEAN counsel reviews contracts between the utilities and the CAPs to ensure consistency, quality, and mutual understanding of terms; and


The Network supports utility budgets and incentives before the regulators, helping ensure that the utilities are motivated to support quality program delivery by the CAPs.





Issues Yet to be Resolved





While coordination is progressing between the utilities and the low-income Network, the following are some of the issues that still need to be resolved in the near future:


The contract for one major gas company has yet to be implemented, after long and contentious negotiations;


While the Network spent many hours trying to settle on one computer model to track service delivery, estimate savings, and report results, the CAPs and utilities were unable to agree on a single system.  Among the reasons given for the impasse:  bids in response to an RFP came in at very high costs; and utilities were reluctant to abandon systems they had created or endorsed.


Planning assumptions vary among some of the utilities, such as kWh savings estimates for replacement refrigerators; this is being addressed by the utilities and LEAN in 2002;


Eligibility for the programs still varies among utilities:  some utilities allow participation by families whose income levels are up to 60 percent of the statewide median; others restrict participation to those whose income is below 200 of the FPL; and


Although outreach is as successful as in any place in the United States, it remains the case that less than half the eligible population is identified for service.  Therefore, more effective outreach efforts are under development to reach the many families unaware of the programs who are, therefore, not being served.  Some of the most needy are those it is most difficult to reach.





�



VIII.	CONCLUSIONS





While there are still some problems to be worked out in coordinating 12 utilities and 20 CAP agencies across the Commonwealth, Massachusetts has made great strides toward a truly coordinated program of services to the low-income population since the passage of the Electric Industry Restructuring Act in 1997.  All of the parties negotiate in good faith, and problems are dealt with as they arise.  Regular meetings ensure that, when issues are discussed, all of the parties to program implementation have an opportunity for input.  Solutions developed in one service territory are shared immediately with personnel from other areas of the state.  Service delivery and measure offerings are standardized, so families in all parts of the state can receive the same level of services.





Massachusetts had a history of collaboration between the utilities and consumer advocates around energy conservation issues that may be lacking in other states trying to coordinate utility energy efficiency services with those of the DOE WAP.  However, Massachusetts can be used as a model in many respects, and as a lesson in advocacy and persistence.  While it seems on the surface to have taken only four years to effect coordination, advocates in the low-income Network and Staff within the DHCD and DTE began working on these issues at least twelve years before their efforts bore full fruit.  There were some limited successes with some utilities over the years, but it took a concerted lobbying campaign during negotiations over electric industry restructuring before a statewide coordinated program was mandated by the Legislature and adopted by all of the utilities.  And work remains to be done.








�















TEXAS:  A CASE STUDY


























Prepared for


Oak Ridge National Laboratory Energy Division


UT-Battelle, LLC





By


Theo MacGregor


Jerrold Oppenheim





57 Middle Street


Gloucester, Mass. 01930


(978) 283-0897


Fax (978) 283-0957


TheoMacG@tgic.net


JerroldOpp@tgic.net








2002








�
TABLE OF CONTENTS








� TOC \o "1-3" \h \z �I.	SUMMARY	� PAGEREF _Toc11237608 \h ��1�


II.	RESEARCH METHODS	� PAGEREF _Toc11237609 \h ��2�


III.	HISTORY	� PAGEREF _Toc11237610 \h ��3�


Background	� PAGEREF _Toc11237611 \h ��3�


Early Coordination Efforts	� PAGEREF _Toc11237612 \h ��3�


IV.	ELECTRIC INDUSTRY RESTRUCTURING	� PAGEREF _Toc11237613 \h ��7�


V.	PROGRAM DESIGN	� PAGEREF _Toc11237614 \h ��8�


Funding and Allocation	� PAGEREF _Toc11237615 \h ��8�


Eligibility	� PAGEREF _Toc11237616 \h ��8�


Program Elements	� PAGEREF _Toc11237617 \h ��9�


VI.	Cost-Effectiveness	� PAGEREF _Toc11237618 \h ��11�


DOE WAP	� PAGEREF _Toc11237619 \h ��11�


Utility Energy Efficiency Programs	� PAGEREF _Toc11237620 \h ��11�


VII.	Evaluation	� PAGEREF _Toc11237621 \h ��12�


VIII.	UNRESOLVED ISSUES	� PAGEREF _Toc11237622 \h ��14�


Production Levels	� PAGEREF _Toc11237623 \h ��14�


Administration	� PAGEREF _Toc11237624 \h ��14�


Benefits	� PAGEREF _Toc11237625 \h ��15�


Utility Cooperation	� PAGEREF _Toc11237626 \h ��15�


ESCO Encroachment	� PAGEREF _Toc11237627 \h ��16�


IX.	CONCLUSIONS	� PAGEREF _Toc11237628 \h ��17�


�





�



TEXAS:  A CASE STUDY








I.	SUMMARY





While utilities in much of the country were implementing energy efficiency programs and assessing all resources, including conservation, available to them to meet their reliability and growth needs through integrated resource planning, Texas utilities focused on selling more energy through load building.  Thus, while public utility commissions (PUCs) in other states were gaining experience in overseeing and evaluating utility energy efficiency efforts, low-income advocates in Texas -- through continual pressure and advocacy before the PUC and the Legislature -- were struggling to overcome utility reluctance to provide such services even to their most vulnerable customers.





Finally, after some successes and with the assistance of supportive PUC Staff, the advocates won the creation of a System Benefit Fund (SBF) through electric industry restructuring legislation enacted in 1999.  This statute mandated that low-income efficiency programs be coordinated with the U.S. Department of Energy Weatherization Assistance Program and be administered by the Texas Department of Housing and Community Affairs (TDHCA).





This report describes the research methods used to gather information about the Texas program, the process by which coordination was achieved, the program design that emerged from months of collaboration among many entities, the cost-effectiveness standards used to determine the benefits of the program, and the plan to evaluate the program.  Finally, we outline some of the issues that are yet to be resolved in the Texas program, and we draw conclusions about the opportunity for successful program implementation if the coalition developed to effect coordination can hold through early efforts to carry it out.





�



II.	RESEARCH METHODS





In order to gain a broad perspective on how utility energy efficiency programs came to be implemented by the local community action program agencies (CAPs)� in Texas and to be coordinated with the United States Department of Energy Weatherization Assistance Program (DOE WAP), we interviewed people from many different organizations involved in the process.  We conducted personal and telephone interviews with the following:





Current Commissioners and Staff of the Texas Public Utility Commission (PUC);


Staff of the Texas Department of Housing and Community Affairs (TDHCA), the LIHEAP and DOE WAP oversight agency;


Staff of Texas Legal Services;


Staff of Texas Ratepayers’ Organization to Save Energy (TexasROSE); and


Staff of Consumers’ Union.
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III.	HISTORY





Background





Throughout the 1980’s, when utility companies in some other parts of the country were beginning to institute energy conservation programs, Texas utilities were focused on load-building programs, such as offering free electric water heaters.  Only Houston Lighting & Power Company (HL&P), with a budget of $300,000, had signed a contract with a local non-profit agency to provide energy efficiency services to low-income customers.  As late as 1993, during a rate case proceeding, another utility was heard to call programs serving low-income customers “socialism.”  This company’s attitude was summed up in such comments as “They should take a bath with a friend” and “They should get used to hot and cold weather.”





However, also in 1993, Ann Richards, then governor of Texas, in appointing new members of the Weatherization Policy Advisory Council� recommended by the Texas Department of Housing and Community Affairs (TDHCA) appointed the Chair of the Public Utility Commission (PUC) to the Council.  He named a Staff person to attend the meetings in his place and represent the PUC.  After two years of meetings, the Council recommended that utility funding be piggybacked onto the U.S. Department of Energy Weatherization Assistance Program (DOE WAP) being administered by TDHCA.  This endorsement of coordinated utility and DOE programs by the Policy Advisory Council supported the efforts of the low-income advocates.








Early Coordination Efforts





Although the policy was now nominally in place, implementation of the policy would require several years of sustained advocacy.  The individual advocates for coordinated utility energy efficiency and weatherization services at adequate funding levels knew they did not have the needed clout to achieve their goals alone.  They formed a broad coalition that included TexasROSE and Texas Legal Services Center to intervene in utility cases – along with Consumers Union in rulemakings -- before the PUC.  At the same time, the PUC Staff person working with the Policy Advisory Council and the Commissioners in place in 1993 were sensitive to the issues and willing to support positions taken by the coalition.  Meanwhile, Consumers Union, TLSC and TexasROSE worked together at the Legislature on passing integrated resource planning (IRP) legislation that would force utilities to include energy conservation as a resource when it was less expensive to procure than a supply resource.  The PUC adopted an IRP rule on July 10, 1996, that required utilities to provide energy efficiency programs to low-income ratepayers and that allowed (but did not require) utilities to contract with local weatherization providers without using a competitive bidding process.  The IRP rule also did not automatically increase utility funding for such programs.





The coalition of advocates devised a strategy to overcome utility (and later some Commissioners’) resistance to utility-funded energy efficiency programs.  They would intervene in every rate case, or IRP case, or any case designed to accelerate depreciation of nuclear assets, or any “transition to competition” case, to advocate for low-income customers.  In other words, whenever a utility came before the Commission asking for any advantage to itself, the advocates were there to press for furtherance of low-income efficiency programs.  In these cases, it was critical to have outside advocates pushing the PUC so that Staff positions supporting creation of coordinated programs appeared moderate to the Commission.  They gave the Commission “cover” to adopt policies not supported by the utilities.





In a rate case filed in early 1993 by Texas Utilities Electric Company (TU), Texas Legal Services Center (TLSC) intervened to advocate for a low-income rate and a low-income energy efficiency program.  TLSC brought in a nationally respected advocate from the National Consumer Law Center to testify before the Commission on the importance of such a program to help reduce the energy burden on low-income ratepayers.  In filed testimony, the PUC Staff person on the Weatherization Policy Advisory Council recommended input from and cooperation with agencies that provided similar services through the DOE weatherization program.  The PUC ordered that a pilot program be implemented.  In compliance with the PUC decision (and after much resistance on the part of the utility), TU signed a contract with TDHCA, effective in January 1996, to piggyback energy efficiency services funded by TU onto the DOE weatherization program.�





In 1995, in a docket involving Southwestern Public Service Company (SPS), TexasROSE, along with the PUC Staff person, participated in settlement negotiations to effect coordination between another utility-funded program and the DOE WAP.  By this time, the composition of the Commission had changed, and there was no longer unanimity of opinion favorable to energy efficiency programs at all, let alone programs designed for low-income customers that would be coordinated with those overseen by another state agency.  However, in the settlement, the Company agreed to provide $300,000 per year for low-income energy efficiency measures to be contracted out to TDHCA and coordinated with DOE WAP.  With the PUC Staff person testifying in favor of the program at an open meeting, the Commission addressed the issue.  In its Order in July 1995, the PUC found that utility companies were obligated to provide programs to low-income households that would lower their usage and, therefore, their bills.�  Eventually, SPS signed a two-year contract with TDHCA for service delivery beginning in January 1996.





	In the meantime, Central Power and Light Company (CP&L) had filed for a rate increase.  The United Farm Workers union, along with Texas Legal Services Center, intervened on behalf of low-income customers and pushed for an energy efficiency program.  A settlement agreement in the case resulted in CP&L pledging to spend $1.3 million per year (which worked out to be 0.12 percent of revenues) on a low-income program to be coordinated with the TDHCA weatherization program.  The PUC approved the settlement on October 4, 1995,� and CP&L signed a contract with TDHCA effective November 1996.





In 1997, Entergy voluntarily agreed with TDHCA to have the CAPs deliver energy efficiency services to its low-income customers.  By 1999, TDHCA had signed contracts with all nine investor-owned utilities and one large cooperative to piggyback efficiency programs onto the DOE WAP.�





The first attempt in the Texas Legislature to pass an electric industry restructuring bill, in 1997, failed.  The Legislature meets every other year, so this failure gave the advocates’ coalition two more years to make gains in individual utility company cases.  During this time, they broadened the coalition to include the Gray Panthers, the Texas Alliance for Human Needs, and the AFL-CIO.  This coalition was instrumental in the Commission’s approval of energy efficiency programs for low-income customers in every investor-owned utility’s service territory.  While the programs differed somewhat in their details (e.g., some replaced refrigerators, others did not), all were piggybacked onto the DOE WAP and all provided at least compact fluorescent light bulbs (CFLs) to customers.  However, funding levels were low and were not consistent across utilities.  In the end, though, all the utilities except Reliant and TXU (the two largest), and SPS provided support for these programs at the 0.12 percent of revenues level.
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IV.	ELECTRIC INDUSTRY RESTRUCTURING





During the debates in the Legislature over electric industry restructuring, the Consumers’ Union, Texas Legal Services Center, TexasROSE, and other consumer advocates worked together to protect low-income citizens from potentially harmful results of moving to market-based provision of electricity.  They worked to preserve the gains they had made in individual utility company cases and to extend these gains to all utilities.  As a result, the Texas Public Utility Regulatory Act (PURA), passed in 1999 to take effect in January 2002, included a mandate for creation of a system benefit fund (SBF) to support payment assistance and energy efficiency programs for low-income customers.�





The advocates made common cause with the local CAP agencies in lobbying the Legislature on the design of the SBF.  They agreed that the design should avoid duplication of effort in providing services to low-income people, and recognize that TDHCA had a track record of successful implementation of the DOE WAP.  Thus, the statute mandates “targeted energy efficiency programs to be administered by the Texas Department of Housing and Community Affairs in coordination with existing weatherization programs.”  The TDHCA was to design the programs within guidelines set forth by the PUC.  The PUC was charged with overseeing the programs and collection of the SBC by the utilities.  The PUC is to report to the Legislature on progress in the programs.





The PUC drafted guidelines – Substantive Rule Section 25.453 – for energy efficiency program designs.  These rules require that the TDHCA select energy efficiency service providers through competitive solicitation, except for pilot projects and for those agencies “currently under contract” with TDHCA.�  The rules allow for but do not mandate coordination with the DOE WAP, because the PUC did not want the utility programs to be subordinated to a federal program, but wanted flexibility in order to allow for innovation.  By mandating that the PUC oversee programs to be designed and coordinated by another state agency (TDHCA), the legislature put both agencies in an awkward position.  However, TDHCA wrote rules for a program that closely resemble the PUC rules, and the program is piggybacked onto the DOE WAP.
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V.	PROGRAM DESIGN





Funding and Allocation





The Legislature authorized a nonbypassable charge of no more than 50 cents per megawatthour (mWh) (or up to 65 cents per mWh between 2002 and 2006 if needed to meet a mandated rate reduction)� to finance the SBF.  The statute also requires that “until customer choice is introduced in a power region, an electric utility may not reduce, in any manner, programs already offered to assist low-income electric customers.”�  The PUC was charged with developing rules to carry out this mandate, and the advocates’ coalition was heavily involved in the rulemaking.  Following these rules, TDHCA submitted PY 2002 & PY 2003 Low-Income Energy Efficiency Plan Funded by the System Benefit Fund (Plan) which calls for funding in 2002 of $7,178,000, and in 2003 of $10,767,000.





The PUC rules specify that SBF funds used for the coordinated energy efficiency programs are to be allocated proportionately based on the percentage of families living in poverty in the territory of each utility participating in the Texas retail customer choice initiative.�  In its initial filing, TDHCA requested a “good cause exception” to this rule, in order to maintain at least the level of funding in any one weatherization agency service territory that existed before the statute was enacted in compliance with PURA section 93.903(g). �  This waiver request was denied by the PUC, so TDHCA submitted a revised allocation formula using the proportionality method required by PUC rules.�  This method most likely will result in a lower average percent of utility revenues for low-income energy efficiency programs than the 0.12 percent that had been gained through advocacy in individual company cases before restructuring.








Eligibility





The statute set household eligibility for the low-income programs at 125 percent of the federal poverty level or receipt of “food stamps from the Texas Department of Human Services or medical assistance from a state agency administering a part of the medical assistance program.”�  These are the same standards used to determine eligibility for the DOE WAP in Texas.  The PUC’s rules mirror the statute’s on eligibility criteria.�





TDHCA’s program design uses these criteria for determining eligibility for households in single-family dwellings.  For multifamily housing with five or more units, 66 percent of the apartments must have households that meet the statutory criteria to be eligible for services.  For those buildings with two-to-four units, at least 50 percent of the apartments must be occupied by households that meet the statutory criteria.  In addition to these income and categorical criteria, a house must be able to benefit from weatherization services (by having a benefit/cost ratio greater than 1.0)� to be eligible for such services.�





Using these criteria, TDHCA conservatively estimated that there are 782,120 households in Texas eligible for services through the approved programs.





Program Elements





TDHCA submitted its program design (Plan) with the PUC on June 29, 2001, in Project No. 24116.�  The Plan was developed during several months of  collaboration with the weatherization network providers, low-income and ratepayer advocates, the Texas Association of Community Action Agencies, the utilities, Staff of the PUC, and other interested participants.�  Discussions were often heated, and TDHCA found it difficult to modify program designs to effect full coordination between the utility programs and DOE WAP, due to reluctance on the part of some utilities to give up control.  However, a common design was finally agreed upon.





The program design outlined in the Plan comprises three separate but related programs, plus a pilot:


The Piggyback Weatherization Assistance program provides for installation of attic, wall and floor insulation, air sealing measures, and repair or replacement of unsafe or inefficient heating and cooling systems with highly energy efficient ones.


The Energy Efficient Refrigerator Program replaces inefficient refrigerators with Energy Star-rated ones, based on metering and/or age of the refrigerator.


The Compact Fluorescent Light (CFL) and Water Saver Program installs water heating measures (including low-flow showerheads and faucet aerators) and CFLs.


The fourth program component is the Passive Solar Water Pre-Heater Pilot Project.  This Pilot will install 60 passive solar water heaters and associated plumbing on existing electric water heaters in program-eligible and house-suitable single-family houses in two Texas service territories over a period of two years.





Energy efficiency education is an integral component of each of these programs.�  





TDHCA is conducting outreach in conjunction with the CAP agencies in order to develop targeted local campaigns.  The Texas Automated System Benefit Fund Toll Free Hotline for Weatherization automatically directs callers to the appropriate local agency.  TDHCA is also developing public service announcements to promote the program.�





All CAP agencies use the same audit tool to assess opportunities for savings, and TDHCA is in the process of making the tool Internet accessible, as this report is written.  In order to enhance the probability of program success, TDHCA is providing training to all 32 of the implementing agencies.  Training is based on a review of each agency’s performance over the prior three years, measured against a statewide standard, so an agency can assess its own performance against that of all others in the state.  TDHCA pays incentives to CAPs that meet their performance goals.


�



VI.	Cost-Effectiveness





DOE WAP





The DOE assesses the cost-effectiveness of the WAP program by comparing implementation costs, including administration expenses, to benefits measured by the value to program participants of net energy savings achieved (a Participants’ test).  Energy savings include electricity, oil and natural gas.  The DOE does not traditionally account for non-energy benefits when evaluating cost-effectiveness, but a national study conducted in 1993 for ORNL estimated environmental and increased employment benefits, and the state of Iowa included potential benefits such as improved safety and health, improved property values, and additional economic activity in Iowa in its assessment of program value.�  An update to the 1993 study, released in April 2002, assesses non-energy benefits including ratepayer, household, and societal benefits that show a ratio of all benefits to all costs ranging anywhere from 2.0 to 52.5, depending on assumptions.  Even these values are conservative, because some benefits have not been quantified in the studies cited by the update.�





Utility Energy Efficiency Programs





Based on PUC rules, the utility low-income program standard of cost-effectiveness also uses a Participants’ test, tied to what the restructuring statute calls the “Price-to-Beat” – that is, the price of electricity for customers who continue to take power from their local distribution company.  The PUC has hired an outside firm to develop “deemed savings” estimates to be assumed for most measures over a ten-year lifetime.  Refrigerators in single-family homes will be metered to determine savings, and those in multifamily homes will be determined based on a refrigerator’s age.  Cost-effectiveness will then be calculated by estimating how much participating customers will save on their electric bills from all the measures installed relative to the cost of the program.�  The analysis must result in a benefit/cost ratio of at least 1.0 – that is, for every dollar spent on program implementation, participants must save at least one dollar on their energy bills.





While Commissioners in Texas are interested in learning about benefits in addition to energy savings that might accrue to the utilities, to society, and to low-income customer participants, they are not clear on what the standards for these benefits should be, other than that they be coordinated and consistent with the DOE WAP. 





VII.	Evaluation





All of the contracts between the utilities and TDHCA that had been in effect before the restructuring statute contained provisions for evaluation of savings.  Some utilities enforced these provisions more rigorously than others, but under the new rules, the utilities have lost this responsibility altogether.  It now rests with TDHCA.  During development of the PUC rules on energy efficiency, the for-profit energy service companies (ESCOs) who participated in the proceeding argued against any evaluation standard at all being built into the rules.  As it is, the standard calls for only a “statistically significant” sample of homes to be evaluated to ensure that health, safety, and installation standards are met in accordance with program protocols.  If the program uses a “deemed savings” approach, such a protocol can substitute for measurement and verification of savings.�





However, all parties interviewed for this study agreed that evaluation and monitoring of the coordinated program will be critical to its success.  TDHCA built a monitoring component into the 2002-2003 Plan that focuses on ensuring the performance of individual CAP agencies.  The Plan provides for monitoring at least 10 percent of the houses weatherized by each agency, 10 percent of client files, and 10 percent of measures installed in the Refrigerator and CFL/Water Saver programs, as well as a review of health and safety procedures, energy audits, and client education procedures.�





Monitoring of CAP agency files and fiscal records, as well as expenditures and production levels, will help to ensure quality of performance.  TDHCA will provide training and technical assistance for those agencies found deficient in any of these areas.  If, after such training and technical assistance, the CAP agency is still unable to meet the terms of the contract with TDHCA, TDHCA will terminate the contract and assign the service territory to another agency.  According to TDHCA, there are early indications that some CAP agencies are less successful than others and may be unable to meet performance targets.





All parties interested in the success of the program, including the advocates and the PUC, will also be evaluating TDHCA’s administration of the program, as well as the performance of individual implementing agencies.  The PUC was initially very supportive of the utilities coordinating with TDHCA.  However, due to a political scandal having nothing to do with the energy program, the Legislature has put TDHCA itself on probation for two years by threatening its sunset.  TDHCA must make quarterly and annual reports to the PUC, and its continued existence will be assessed by the Legislative Committee on Electric Industry Restructuring.  In this atmosphere, questions have been raised about TDHCA’s ability to effectively handle the increased funding and responsibility brought by utility programs.  Should TDHCA be “sunsetted,” it is not clear how or if coordination between the utility and DOE programs will continue.  TDHCA is thus under intense pressure to closely monitor the CAPs, to provide training and assistance when any agency is not performing up to expectations, and to terminate contract agreements when necessary.  TDHCA’s own credibility and ability to continue as the administrative agency in charge thus depends on CAP performance.
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VIII.	UNRESOLVED ISSUES





Production Levels





The quality of implementation of the program and productivity levels vary by local service provider.  TDHCA trains and oversees program delivery by the CAP agencies, but reports that some have made better progress than others.  In cases where performance is less than acceptable, TDHCA works with the individual agencies.  For example, in one service territory with relatively low productivity, TDHCA and TexasROSE brought all of the CAP Energy Directors together to address this issue and to work out ways to improve program implementation.  In the past two-to-three years, productivity levels have improved substantially overall.





The advocates recommended an amendment to the PUC rules to address productivity levels, with the possibility of incentives for good performance and contract termination for CAPs that do not meet goals, but the CAPs opposed it.  Political influence also helps keep under-performing CAPs under contract.  TDHCA has been an effective advocate for CAP agency implementation of the utility programs before the Legislature and the PUC; a high level of performance by the CAPs can serve to strengthen TDHCA’s continued ability to do this.





Administration





Advocates believe that Executive Directors of the CAPs must be kept “in the loop” about the weatherization and efficiency program being implemented by their agencies in order to address the many issues that arise in a coordinated program.  TDHCA reports that, for some of the CAP Directors, with many different programs to oversee, this program has not received a great deal of attention.  With the increase in funding provided by the utilities, TDCHA would also like to see one manager in each CAP devoted solely to this program, and not have to split administrative duties between this program and the Comprehensive Energy Assistance Program (CEAP), the LIHEAP-funded program.





In theory, all agree that piggybacking utility programs onto the DOE WAP under the administration of the TDHCA should be the ideal solution – with effective oversight – and certainly in contrast to a program delivered by ESCOs, whose only motive is profit. 





Benefits





When analyzing benefits of a weatherization and efficiency program, the utilities have traditionally differed from the DOE.  In part, these differences are due to different perspectives on the purpose of the program.  DOE considers the health and safety of the participants, as well as other direct benefits to the participants, such as their costs to heat and light their homes.  Utilities have traditionally seen efficiency programs exclusively as a way to reduce the cost of the resources they must procure to provide reliable service to their ratepayers.





Reflecting these differences, the DOE counts all energy savings, including oil and natural gas; whereas the utilities count just those savings that they believe their ratepayers benefit directly from, such as avoided electricity generation for electric utilities and avoided natural gas commodity for gas utilities, but not each for the other.  Until there is agreement on the purpose of providing these types of services to low-income families, these benefit issues will be difficult to resolve.





Utility Cooperation





Cooperation with TDHCA by the individual utilities varies greatly; therefore, success of the program varies greatly by utility service territory as well as by CAP agency.  After initial resistance, at least two utilities have become much more cooperative over the past three years, while others are still resisting TDHCA’s oversight of their programs.  Those who are cooperating see the program as a customer relations tool.  However, part of the reason some utilities may be reluctant to cooperate fully is that they are forbidden by the rules to do outreach for the program, to promote the program under their own names, or to let customers know that the program is funded by a charge on their utility bills.  Cooperation would probably improve if the utilities, along with the CAPs and TDHCA, had a stake in the success of the program.





At the same time, TDHCA’s future being in doubt might be influencing the degree of cooperation and coordination that utilities are willing to devote to the program at this time.








ESCO Encroachment





In addition to the energy efficiency programs that are piggybacked onto DOE WAP and administered by TDHCA, there is in Texas a set of programs that are intended to serve so-called “hard-to-reach” populations that the marketplace is not likely to serve.  Among these populations are the low-income customers already being served by TDHCA.  The CAP agencies did not bid to serve the “hard-to-reach” group of customers, but ESCOs did.  These ESCOs are targeting some of the same customers who are eligible for the piggybacked program, and some of the ESCOs are cream-skimming, or cherry picking those with the greatest potential for savings.  This cream-skimming by ESCOs of the same customer group leaves those homes with fewer savings opportunities for the CAPs to capture.





�



IX.	CONCLUSIONS





A very important element of achieving coordination between the utility programs and the DOE WAP in Texas was the tenacity of outside advocates working for years within the regulatory and legislative systems.  A key strategy was to make gains while the atmosphere was promising – such as during rate or IRP cases when the Commission was pre-disposed to this type of program – and then to preserve them when the tide changed with a less-than-enthusiastic Commission and with electric industry restructuring.





All parties would like to see successful coordination between the utility energy efficiency programs and the DOE WAP, and there are many individuals and groups working together to enable success.  However, there is some reason for concern.  TDHCA, the agency that has traditionally overseen and administered the DOE WAP, has been given the responsibility (and a major increase in funding) to effect coordination; but at the same time, its authority has been undermined by being put on probation and facing possible elimination by the Legislature.





The PUC wants to see well implemented, cost-effective programs, but Commissioners are not really knowledgeable about the details.  On the one hand, they do not want to be working at cross purposes with another state agency, nor do they want efforts to assist low-income customers to be duplicative.  They are interested in having the utilities as well as the advocates support the programs, so the PUC can approve a consensus position.  On the other hand, the PUC itself will be judged by the Legislature in part on the basis of whether the utilities meet efficiency goals set out in the legislation.  The good news is that program coordination should offer the highest probability of success in meeting those goals.  However, if it does not, the Commission is prepared to give administration and implementation of the programs to another entity.  In the case of the Texas low-income efficiency and weatherization program, as of the date of this report, the outcome is still uncertain.








( This report was prepared as an account of work sponsored by the United States Government.  Neither the United States Government nor any agency thereof, nor any of their employees, makes any warranty, express or implied, or assumes any legal liability or responsibility for the accuracy, completeness, or usefulness of any information contained herein.  The views and opinions of the authors or of state Public Utility Commissioners or Commission Staff expressed herein do not necessarily state or reflect those of the United States Government or any agency thereof.





� Most of the information in this Report is derived from interviews with Commissioners and Staff.  In order to elicit frank and open responses from those interviewed, we guaranteed anonymity.  Thus, we include no citations to specific Commissioner interviews from this point forward.  In addition, when we use the term “Commissioner” to reflect a point of view shared by several, we include opinions that may have been expressed by Commission Staff.  We do not separately state positions taken by Staff in interviews; although in some cases, Staff may be the critical path – either as impediment to or as champion of coordination.
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� In an aside, this former Commissioner told the researchers that his philosophy on protecting poor people from the worst effects of markets went back to the oil crisis in 1973, when he was a teenager waiting in long lines for gasoline.  In a neighboring town, at a station selling gas for twice the controlled price (which at that time was only about 40-to-45 cents a gallon), there were no lines.  He felt that station owners should be allowed to set the price at whatever the market would bear (especially in upper-income neighborhoods) while protecting those who could not afford the higher prices through subsidization.  He calls his philosophy “welfare capitalism” as opposed to socialism:  i.e., protect people around the edges who need protecting, but do not distort the basic model.  (The station-owner selling gasoline for 80 cents a gallon was arrested for violating price controls.)





� This project was part of a President Reagan initiative to target LIHEAP money more effectively than simply paying oil bills.  Another innovative program in North Dakota at the time was installation of solar hot water panels on mobile homes.
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� Blackstone Valley Gas Company serves one town with about 500 low-income households and has not yet been approached by the low-income Network to support programs similar to those implemented by the larger companies.  Options that may allow this company to combine resources or to piggyback onto a larger company program may be explored in the future.


� The weatherization network in Texas comprises a group of 36 agencies, including CAPs, regional Councils of Government, and other private and public non-profit organizations.  Of these, 31 are implementing the piggybacked utility programs.  For simplicity, this report refers to the network agencies as “CAPs” throughout.


� The Department of Energy requires that each state convene a policy advisory council to assist the Weatherization Assistance Program implementing agencies in carrying out their responsibilities (10CFR 440.17).  Usually, when a new governor is elected, he or she replaces some members of the advisory council with others, often following the recommendations of the implementing agency.


� Final Order, PUC Docket NO. 11735 (Rate Case), issued January 24, 1994.  A budget of $1.8 million for low-income programs was filed by TU on October 25, 1994.
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� PY 2002 & PY 2003 Low-Income Energy Efficiency Plan Funded by the System Benefit Fund (June 29, 2001).


� Texas Senate Bill 7, sec. 39.903.


� Texas PUC Substantive Rules sec. 24.453, subsec. c(5) and (h)(2)(D).


� These amounts (50 to 65 cents per mWh) equate to 0.5 to 0.65 mills per kilowatthour.  A mill is one-tenth of one cent.


� PURA sec. 93.903(g).


� PUC Subst. R. 25.453h(2)C(ii).  This requires a change from TDHCA’s traditional allocation of funds by CAP agency service territory.


� PY 2002 & PY 2003 Low-Income Energy Efficiency Plan Funded by the System Benefit Fund at 3 (Project no. 24166, filed June 29, 2001).


� The latest filing was made on December 27, 2001 in Project 24166.


� PURA sec. 93.903(l)(1) and (2).


� PUC Subst. Rule 25.453(f).


� The method used to calculate cost-effectiveness is described in Section VI, below.


� PY 2002 & PY 2003 Low-Income Energy Efficiency Plan Funded by the System Benefit Fund at 12 (June 29, 2001); see Section VI for a discussion of cost-effectiveness.


� PY 2002 & PY 2003 Low-Income Energy Efficiency Plan Funded by the System Benefit Fund (June 29, 2001).


� Id., at 10 and 33.


� Id., at 9, 14-15.


� Id., at 17.


� Linda Berry, “State-Level Evaluations of the Weatherization Assistance Program in 1990-1996:  A Metaevaluation that Estimates National Savings,” ORNL/CON-435 (January 1997).


� Martin Schweitzer and Bruce Tonn, “Nonenergy Benefits from the Weatherization Assistance Program:  A Summary of Findings from the recent Literature,” ORNL/CON-484 (April 2002).


� Utilities will be credited for savings achieved in this program toward their energy efficiency goals as set forth in the Restructuring Act.


� Texas PUC Substantive Rules sec. 25.453 (h)(5).


� While an advance, this sample to be monitored should be contrasted with the 100 percent of homes monitored by the lead vendor CAPs in the Massachusetts piggybacked program.  See, Rauseo, Ken and David Fuller, “Weatherization Assistance Program Technical Manual,” at 72 (Massachusetts Department of Housing and Community Development, Bureau of Energy Programs, April 1, 2002).
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