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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE
STATE OF CALIFORNIA

Application of SOUTHERN CALIFORNIA )
EDISON COMPANY (U 338-E) for Approval of ) Application
its 2006-08 Energy Efficiency Program Plans ) (Filed June 1, 2005)
And Associated Public Goods Charge (PGC) And )
Procurement Funding Requests )
)

APPLICATION OF SOUTHERN CALIFORNIA EDISON COMPANY (U 338-E) FOR
APPROVAL OF ITS 2006-08 ENERGY EFFICIENCY PROGRAM PLANS AND
PUBLIC GOODS CHARGE AND PROCUREMENT FUNDING REQUESTS

Pursuant to Rules 15 and 23 of the California Public Utilities Commission’s
(Commission or CPUC) Rules of Practice and Procedure, prior Commission decisions regarding
energy efficiency programs and funding, the May 11, 2005 Assigned Commissioner’s Ruling,
and the ruling of Administrative Law Judge Meg Gottstein issued on May 23, 2005, Southern
California Edison Company (SCE) respectfully requests that the Commission approve its 2006-
08 energy efficiency program plans and request for Public Goods Charge (PGC) and
Procurement funding (Application).! This filing consists of this Application, testimony in
support of the application (Exhibit SCE-1), supporting tables and detailed program descriptions
(Exhibits SCE-2, and SCE-3), and a report on SCE’s program portfolio prepared by the
SCE/Southern California Gas Company Peer Review Group (PRG Report), (Exhibit SCE-4).2

L+ This Application is filed pursuant to and in compliance with all Commission Decisions related to energy
efficiency, including Decision 04-09-060, “Interim Opinion: Energy Savings Goals For Program Year 2006 and
Beyond”; Decision 05-01-055, “Interim Opinion on the Administrative Structure for Energy Efficiency:
Threshold Issues”; and D.05-04-051, “Interim Opinion: Updated Policy Rules For Post-2005 Energy Efficiency
And Threshold Issues Related To Evaluation, Measurement And Verification Of Energy Efficiency Programs”.
Exhibit SCE-1 contains testimony in support of this Application, Exhibit SCE-2 contains Compliance Tables,
Exhibit SCE-3 contains the details of SCE’s proposed programs, and Exhibit SCE-4 contains the report of
SCE’s Peer Review Group on SCE’s proposed programs.

[5S]
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I
INTRODUCTION AND EXECUTIVE SUMMARY

In this Application and supporting testimony, SCE requests approval of its 2006-2008
energy efficiency program plans and funding requests. SCE requests authority to fund these
programs through: (1) its existing Energy Efficiency-related Public Goods Charge (PGC); (2) its
existing Procurement Energy Efficiency-related Public Purpose Programs Charge (PPPC); and
(3) an increase in its Procurement Energy Efficiency-related PPPC.

Approval of SCE’s Application will promote the Commission’s goals of resource
procurement from the provision of energy efficiency products and services. SCE’s proposed
portfolio represents $728.819 million, 3.47 billion kWh of cumulative net annualized energy
savings and 690.6 MW of net peak demand reduction, and represents $1.510 billion in net
resource benefits to ratepayers. This Application complies with all Commission Decisions
related to the 2006-08 energy efficiency programs, including Decision 04-09-060, Decision 05-
01-055, and Decision 05-04-051.

In Decision 04-09-060 (the Goals Decision, also referred to as the Targets Decision
below), the Commission stated that the next program implementation and funding cycle for
electric and natural gas energy efficiency would cover program years (PY) 2006 through PY
2008.2 The Goals Decision adopted service-territory specific energy savings and demand
reduction goals that apply to the 2006-08 program cycle and required that program
administrators submit proposed energy efficiency program plans and funding levels to meet the
savings goals adopted by the Commission.

Decision 05-01-055 (the Administration Decision) ordered the investor-owned utilities*
(IOUs) to assume responsibility for program choice and portfolio management functions for

post-2005 energy efficiency programs. This Decision required, among other items, that the IOUs

D.04-09-060, Ordering Paragraph No. 1, mimeo, p. 51.
SCE, Pacific Gas and Electric Company, San Diego Gas and Electric, and Southern California Gas Company.

[ W
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file applications by June 1, 2005 for Commission approval of energy efficiency program plans
and funding levels through both the public goods charge and procurement rates, for the three-
year program implementation and funding cycle beginning January 1, 2006.2

Decision 05-04-051 (the Policy Rules Decision) clarified the goals, policies and
administrative framework described in the Goals Decision and the Administration Decision.
Consistent with that decision, SCE’s Application presents a portfolio which exceeds the goals
established in the Goals Decision, includes input received through the process defined in the
Administration Decision, and conforms to the prescribed policy rules.

SCE’s goal is to fully realize the potential of Demand Side Management (DSM) as a
reliable and robust resource, consistent with the State of California’s vision of energy efficiency
and all DSM activities as communicated in the state’s Energy Action plan. The portfolio offers a
unified program approach where all DSM programs work together seamlessly to help customers
take actions that make sense to them. SCE will rely on a combination of short and long-term
solutions to energy efficiency that is consistent with SCE’s commitment to making energy
efficiency part of its long-term resource solution.

Through a diverse set of programs, SCE’s energy efficiency portfolio is focused on
strategies that immediately harvest cost-effective energy efficiency savings and demand
reductions while looking beyond the 2006-08 planning cycle to ensure energy efficiency remains
a reliable and robust resource. SCE will maximize the benefits of diversity within the portfolio,
among approaches, measures, markets, delivery channels and implementers. SCE will continue
to grow and sustain partnerships to continue to build toward a durable distributed infrastructure
of local energy efficiency networks. SCE views partnerships as an effective means to encourage
customers on a local level to embrace energy efficiency. Finally, SCE will look to emerging

technologies and promising program designs to build the future for energy efficiency.

3 D.05-01-055, Ordering Paragraph No. 6, mimeo, p. 155.
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II.
SCE’S ENERGY EFFICIENCY PORTFOLIO IS CONSISTENT WITH THE

COMMISSION’S POLICY FRAMEWORK

A. The Portfolio Meets The Objectives of the Applicable Energy Action Plan

The joint Energy Action Plan, adopted by the Commission, the California Energy
Commission (CEC) and the California Consumer Power and Conservation Financing Authority
(CPA), identifies reduction of energy use per capita as one of six sets of actions that are of
critical importance. This Application is focused on meeting this action item of the Energy
Action Plan.

SCE’s portfolio of programs is designed to maximize cost-effective energy and demand
reductions through a combination of information, audits, rebates, and other strategies. SCE’s
portfolio also includes offerings which will assist in increasing local government conservation,
as also discussed in the Energy Action Plan. Where applicable, SCE has included in its program
plans descriptions on how it is encouraging companies that invest in energy efficiency to register

with the state’s Climate Change Registry.

B. The Portfolio Meets The Objectives of the Administration Decision

The Administration Decision requires SCE to include the following specific items in its
program Application: (1) a description of the portfolio composition, including portions of SCE’s
portfolio which are to be put out to bid and the criteria for these bids; (2) standard contract
agreements for use with non-IOU contractors and implementers; (3) an analysis of SCE’s
proposed administrative costs, comparable to that completed for the Commission on March 15,
2005; and (4) funding for the Energy Efficiency Groupware Application (EEGA).© SCE’s

portfolio conforms with Commission’s policies as established in the Administration Decision

% Id, p. 124; Ordering Paragraph Nos. 5 and 6, p. 146; Ordering Paragraph No. 7, p. 147.
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and is consistent with the Energy Action Plan. Each of these items is further described in
Exhibits SCE-1 (supporting testimony) and SCE-3 (program descriptions).

Section III below and SCE’s testimony, Exhibit SCE-1, describes SCE’s program
portfolio, including the allocation of budgets and energy savings among the program categories.
SCE’s strategy for its portfolio composition is to achieve all of the Commission objectives,
including cost-effective energy savings and demand reductions.

Section VI below and Exhibit SCE-1 identifies the program components that will be put
out to bid consistent with the adopted minimum requirements in the Administration Decision.
Section VI describes the specifies the portions of the portfolio which will be put out to bid, the
bid process and evaluation criteria, and the SCE contracts that will be used for agreements with
non-IOU program implementers.

SCE worked with the Energy Division to compile administrative and non-administrative
costs and energy savings data on current programs in a standardized format in order to facilitate
direct comparisons across programs. The updated information was made available to the
advisory groups (Public Advisory Group and Peer Review Group) on March 15, 2005. This cost
and savings information in the same standardized format is included in Attachment IV of
Attachment 10.1 in Exhibit SCE-2.

The EEGA system ensures that energy efficiency reporting is organized, accurate,
consistent and useful to the public, the Commission and others charged with ensuring that
California’s energy needs are met. In the Administration Decision, the Commission required
that SCE and the other IOUs continue to reserve a portion of energy efficiency funding for the
purpose of maintaining and expanding EEGA. Subsequently, the Commission directed the
Energy Division to file detailed evaluation, measurement and verification plans and budgets on

November 1, 20057 which will address funding for EEGA.

7 D.05-04-051, Ordering Paragraph No. 12, p. 95.
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C. The Portfolio Contains Appropriate Targets And Complies With The Targets

Decision

The Goals Decision requires SCE’s proposed energy efficiency program plans and
funding levels to meet the savings goals adopted by the Commission.? In addition, the Goals
Decision requires that SCE (1) submit promising options to remove barriers to the rapid
deployment of energy efficiency, including on-bill financing of energy efficiency measures;

(2) present specific proposals for programs that support new building and appliance standards;
and (3) present estimates of the net rate impacts and bill impacts associated with the proposed
portfolio of programs designed to meet the Commission-adopted energy savings goals.

As shown in Attachment II of Appendix 10.1 (Exhibit SCE-2), SCE’s proposed energy
efficiency program plans and funding levels meet the 2006-08 savings goals adopted by the
Commission. Details on the program plans and funding levels are described below and in
Section IV of Exhibit SCE-1. Each of SCE’s program plans includes descriptions of promising
options to remove barriers to the rapid deployment of energy efficiency. In addition, SCE is
proposing an on-bill financing pilot as part of its direct installation program. SCE is also
continuing its highly-successful Codes and Standards Advocacy program. SCE’s estimated rate

and bill impacts of this Application are discussed below in Section IX and in Exhibit SCE-1.

D. The Portfolio Complies With The Avoided Costs Decision

The Commission in D. 05-04-024, “Interim Opinion on E3 Avoided Cost Methodology”
(the Avoided Cost Decision), adopted a new avoided cost forecast methodology, developed by
the consulting firm Energy and Environmental Economics (E3), and described in the report

Methodology and Forecast of Long-Term Avoided Cost(s) for the Evaluation of California

8 Clarified by Assigned Commissioner’s Ruling Providing Clarification On Energy Efficiency Savings Issues
Associated With The 2006-08 Program Cycle, May 11, 2005.
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Energy Efficiency Programs, (the E3 Report). The E3 Report provides a methodology and
associated spreadsheet models describing and generating 20-year forecasts of hourly wholesale
electricity costs and monthly wholesale natural gas costs. These wholesale energy cost forecasts
represent the total avoided cost of power that a utility would otherwise have to generate or
procure in the absence of other resource options like energy efficiency programs. Pursuant to the
Avoided Cost Decision, these models were updated by SCE in Advice Letter 1887-E to include
revisions to the original E3 Report avoided costs. SCE utilized the updated E3 methodology to
generate avoided cost energy forecasts for use in cost-effectiveness tests to evaluate energy

efficiency programs in this Application.

E. The Portfolio Complies With the Commission’s Policy Rules

The Policy Rules Decision updates the existing Energy Efficiency Policy Manual to
reflect policy rules (Rules) that articulate the Commission’s objectives for energy efficiency and
provide guidance to the Program Administrators, program implementers, and interested parties
for the development of program portfolios for 2006 and beyond. Among other things, the Rules
describe threshold requirements for cost-effectiveness and discuss how to calculate and present
cost-effectiveness results for Commission consideration in this Application. The Rules also
summarize Commission determinations in the Administration Decision, regarding competitive
bidding, advisory groups, affiliate rules and other administrative structure issues. In addition, the
Rules describe Commission expectations regarding the information that SCE is to file in this
program planning Application.

SCE’s Application fully complies with the Policy Rules Decision and the Rules adopted
therein. A summary of SCE’s compliance with major points in the Policy Rules Decision is
provided below. Additional details of SCE’s compliance with the Rules are described

throughout this Application.

Summary of SCE’s Compliance With Major Policy Rules
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o Policy Rule I1.2. — SCE has developed its 2006-08 energy efficiency program
portfolio to exceed both the annual (2006, 2007, 2008) and cumulative (2008)
savings goals.? SCE’s accomplishments towards the annual and cumulative
energy savings and demand reduction goals are provided in Attachment I of
Appendix 10.1 in Exhibit SCE-2.

o Policy Rule I1.5. — SCE’s portfolio aggressively increases overall capacity
utilization and lower peak loads through the deployment of low load factor/high
critical peak saving measures in both the Residential and Nonresidential sectors.
Each of the programs utilizes strategies which maximize peak load reductions.
Descriptions of these strategies can be found in the detailed program plans for
each of the individual programs (Exhibit SCE-3).

o SCE’s portfolio also provides strategies to minimize “lost opportunities,”
particularly through the New Construction Sector. Lost opportunities are those
energy efficiency options which offer long-lived, cost-effective savings and
which, if not exploited promptly are lost irretrievably or rendered much more
costly to achieve. SCE’s strategies are described in the detailed program plans.
(Exhibit SCE-3).

o Policy Rule I1.6. — SCE proposes a selection of statewide marketing and outreach
programs, upstream market transformation programs, information and education
programs, support for codes and standards and other activities that support the
Commission’s short-term and long-term energy savings goals. SCE has allocated
a sufficient portion of portfolio funding to statewide marketing and outreach to
continue and build upon the success of the existing program.

o Policy Rule I1.7. — SCE’s portfolio explores methods for co-branding with the
California Climate Action Registry that will encourage the accurate reporting of
emissions in California. SCE describes co-branding activities in the detailed
program plans. (Exhibit SCE-3)

o Policy Rule I1.8. — SCE proposes a selection of statewide marketing and outreach
programs, upstream market transformation programs, information and education
programs, support for codes and standards and other activities that support the
Commission’s short-term and long-term energy savings goals. SCE has allocated
a sufficient portion of portfolio funding to statewide marketing and outreach to
continue and build upon the success of the existing program.

o SCE has worked with the California Energy Commission (CEC) and other
appropriate stakeholders to include appropriate levels of funding to demonstrate
and commercialize emerging technologies funded through the California Public
Interest Energy Research (PIER) program and other sources that otherwise would

9 SCE met the goals as clarified by Assigned Commissioner’s Ruling Providing Clarification On Energy

Efficiency Savings Issues Associated With The 2006-08 Program Cycle, May 11, 2005.
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not receive funding for pre-commercialization demonstration. SCE also proposes
emerging technologies programs that include higher funding levels as compared
to previous budgets (See Exhibit SCE-3).

o Policy Rule IV.6. — This Application includes a prospective showing of cost-
effectiveness using the Dual-Test for the entire portfolio of ratepayer-funded
energy efficiency activities and programs, including all costs not assignable to
individual programs, such as overhead, planning, evaluation, measurement and
verification. SCE’s prospective showing of cost-effectiveness at the portfolio
level is provided in Attachment II of Appendix 10.1 in Exhibit SCE-2.

o Policy Rule IV.11. — The assumptions that are used to estimate load impacts (e.g.,
kWh and kW savings per unit, program net-to-gross ratios, incremental measure
costs and useful lives) in the calculation of the TRC and PAC tests are taken from
the Database for Energy Efficiency Resources (DEER) whenever possible. For
measures where the required load impacts for cost-effectiveness test inputs were
not available in DEER, documentation supporting the inclusion of new
information from alternate sources is available as part of SCE’s work papers.

o Policy Rule VL.3. — As directed in the Administration Decision, D.05-01-055,
SCE proposes a portfolio of programs (with input from the Program Advisory
Groups as described in that decision) that reflects the continuation of successful
IOU and non-IOU implemented programs and new program initiatives designed
to meet or exceed the Commission’s savings goals with cost-effective energy
efficiency. As part of this process, SCE has identified a minimum of 20% of
funding for the entire portfolio of programs that will be put out to competitive bid
to third-parties for the purpose of soliciting innovative ideas and proposals for
improved portfolio performance.

o Policy Rule VI.6. — SCE worked with the Commission’s Energy Division and
Legal Division, and other parties to develop a standard contract for future
partnership programs. SCE submits such a contract with this 2006-08 program
plan. See Appendix 10.3 of Exhibit SCE-2.

o Policy Rule X.1. — Attachment II of Appendix 10.1 in Exhibit SCE-2 presents
various information on funding levels, energy and demand savings targets, cost-
effectiveness projections, and demand growth reduced by the energy efficiency
programs in compliance with Ordering Paragraph 13 of D.04-12-048, the Long
Term Procurement Decision.

o Policy Rule XI.3. — SCE’s program proposals for energy efficiency funding
describe a dispute resolution process to be used in dealing with complaints from
end-use electric consumers participating or attempting to participate in the
program. In programs where the SCE holds a contract with a third-party, those
contracts also include dispute resolution provisions.
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o Policy Rule XI.4. — With input from the Program Advisory Groups, SCE
developed and submits proposed fund shifting guidelines. SCE’s proposed fund
shifting guidelines are discussed in Section VI of Exhibit SCE-1. After finalized
by the Commission, fund shifting rules should be incorporated into the Rules.

F. The Portfolio Is Consistent With Current Performance Basis and EM&V Protocols

While the Commission continues to work with interested parties in R.01-08-028 on the
development of a performance incentive mechanism, SCE’s Application is consistent with the
needs of a Performance Basis as has been defined thus far. SCE has calculated program and
portfolio level resource benefits and costs which can readily be converted into an appropriate
performance basis for annual program and portfolio reviews. In addition, SCE’s Application is
consistent with the development and implementation of Evaluation, Measurement, and
Verification (EM&V) protocols, also concurrently being developed in R.01-08-028. Once the
Performance Basis and EM&V Protocols are finalized, SCE will apply them to its program

portfolio.

G. SCE’s Portfolio Is A Product of Collaboration Between SCE and Advisory Groups

And Compliant With The Commission’s Policy Framework

The entire portfolio was developed through close collaboration with the Program
Advisory Groups (PAGs) and Peer Review Groups (PRGs). These advisory groups served to:
(1) promote transparency in SCE’s decision-making process; (2) provide a forum to obtain
valuable technical expertise from stakeholders and non-market participants; (3) encourage
collaboration among stakeholders; and (4) create an additional venue for public participation.
Collaboration between SCE and the PAGs and PRGs was particularly influential in the following
areas: development of the portfolio, including the components to be competitively bid (See, PRG
Report, Exhibit SCE-4; Appendix 10.2 of Exhibit SCE-2), and development of fund-shifting
guidelines (See also Section VI below). Additional information about the PAG/PRG process is

provided below in Section V.
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H. The Portfolio is Consistent With the Governor’s Green Building Executive Order

Executive Order S-20-04 (Executive Order) was signed by the Governor in December
2004. The Executive Order requires that the state commit to aggressive action to reduce state
building electricity usage. State agencies, departments, and other entities under the direct
executive authority of the Governor are required to cooperate to facilitate reduction of grid-based
energy purchases for state-owned buildings by 20% by 2015 through cost-effective efficiency
measures and distributed generation technologies. In addition, the Commission is urged to apply
its energy efficiency authority to support a campaign to inform building owners and operators
about the compelling economic benefits of energy efficiency measures; improve commercial
building efficiency programs to help achieve the 20% goal; and submit a biennial report to the
Governor commencing in September 2005, on progress toward meeting these goals.

SCE’s Application provides sufficient programs and opportunities for State agencies,
departments, and other entities under the direct executive authority of the Governor to take
measures to reduce grid-based energy purchases for state-owned buildings through the
installation cost-effective efficiency measures under SCE’s proposed programs. In addition,
SCE proposes to continue Statewide Marketing and Outreach programs that create general
awareness of energy efficiency opportunities across the state. Further, SCE’s Application
proposes targeted, program-specific marketing to assist customers in participating in the specific

programs that benefit them.

I11.
DESCRIPTION OF SCE’S ENERGY EFFICIENCY PORTFOLIO

A. Statement of Program Goals

SCE’s goal is to fully realize the potential of DSM as a reliable and robust resource,
consistent with the State of California’s vision of energy efficiency and all DSM activities as

communicated in the state’s Energy Action plan. The portfolio offers a unified program
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approach where all DSM programs work together seamlessly to help customers take actions that
make sense to them. SCE will rely on a combination of short and long-term solutions to energy
efficiency that is consistent with SCE’s commitment to making energy efficiency part of its long-
term resource solution.

Through a diverse set of programs, SCE’s energy efficiency portfolio is focused on
strategies that immediately harvest cost-effective energy efficiency savings and demand
reductions while looking beyond the 2006-08 planning cycle to ensure energy efficiency remains
a reliable and robust resource. SCE will maximize the benefits of diversity within the portfolio,
among approaches, measures, markets, delivery channels and implementers. SCE will continue
to grow and sustain partnerships to continue to build toward a durable distributed infrastructure
of local energy efficiency networks. SCE views partnerships as an effective means to encourage
customers on a local level to embrace energy efficiency. Finally, SCE will look to emerging

technologies and promising program designs to build the future for energy efficiency.

B. Strategies By Sector

To ensure success, SCE will use a mix of proven program designs and implementation
strategies while creating opportunities to recruit, nurture, phase-in and mainstream promising
emerging technologies. SCE is committed to implementing programs that provide a positive
customer experience and accordingly will monitor customer satisfaction and strive to constantly
improve our approaches and processes. We will increase our utilization of “market-based”
approaches such as point-of-sale, distributors, manufacturers, architects, engineers and
contractors. SCE will demonstrate and deploy, through these programs, best practices,
innovation and emerging technologies. SCE is also committed to continuing to utilize third-
party vendors in all areas of the portfolio. Throughout the portfolio, SCE will integrate all
relevant DSM strategies into our approaches.

Residential Program Sector
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In the residential sector, instead of focusing on traditional mail-in rebates to encourage
the purchase of energy efficiency equipment, SCE will work with manufacturers, distributors and
retailers to provide instantaneous rebates to customers. SCE also expects to significantly
increase the installation of the most energy efficient central air conditioners in the residential
sector by expanding its current nonresidential upstream HVAC program to include residential
customers. SCE will also expand its successful appliance recycling program to include
inefficient room air conditioners. In addition, for the multifamily market, SCE’s program
offering will place more emphasis on HVAC measures and expand its outreach to customers
living in mobile homes. In order to continue the growth of energy efficiency in the residential
new construction market, SCE will showcase the next generation of energy efficient homes,
which include the integration of many different DSM disciplines, including demand response
applications.

School Initiatives

SCE will also implement a program focused on improving energy efficiency in schools.
Through an integrated approach, SCE will offer schools an array of program strategies including
facility audits, in-class energy savings curriculum, in-home audits conducted by students and
direct linkage to incentive-based programs. SCE will implement these strategies in coordination
with Southern California Gas Company and local water agencies.

Nonresidential Program Sector

In the nonresidential sector, SCE will use proven strategies such as standard performance
contracting and prescribed rebates along with audits and informational services. SCE will
implement a new business incentive program which consolidates several program strategies into
one offering to simplify the participation process and improve customer satisfaction. SCE is
committed to capturing all cost-effective energy saving and demand reduction in the HVAC
segment. To that end, SCE will significantly expand its current upstream HVAC program to
promote quality installations, improved maintenance practices and contractor training and

certification.
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Green Building Initiative

SCE will offer a green building initiative strategy to assist the State of California with its
energy efficiency commitment in support of the Executive Order (See Section II.H, supra.). SCE
will also implement a new retro-commissioning program to improve the efficiency of current
commercial building stock. In addition, SCE will offer new segment-based programs for both
industrial and agricultural customers. SCE will enhance its long-running agricultural pump test
offering by including the latest advances in pumping technologies.
Direct Install Programs

SCE’s direct install program, which provides direct installation of energy efficient
lighting and “quick install” measures to smallest business customers, will include an on-bill
financing option. Based on a national research of existing on-bill financing programs, SCE
believes the small business segment is best suited to prove the viability of such an offering. The
small business direct install program will also continue to leverage the outreach of community
based organizations while providing a job creation component that is focused on youth in
challenged areas of our service territory. Finally, SCE will continue to offer our nationally
recognized, award winning, nonresidential new construction program, Savings By Design. The
Savings By Design program will have an expanded focus on whole building design and design
assistance for the next generation of building stock.
Other New Offerings

SCE will implement a variety of energy efficiency activities that focus on both the
residential and nonresidential sectors. SCE will implement a new offering, Education, Training
and Outreach, which will include energy centers, emerging technology labs, community outreach
and advanced training such as builder operator certification. SCE is committed to expanding
both its codes and standards work as well as promoting the next generation of emerging
technologies. Additionally, SCE has proposed a new offering, the Sustainable Communities
Program, which integrates energy efficiency with other DSM disciplines, such as demand

response and renewables, at a community level.
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Local Government Partnership Programs

SCE will continue its long history of partnering with local governments. SCE will
enhance the partnership experience by offering a more standardized approach that places an
emphasis on improved cost efficiencies. The partnerships will leverage, where possible, the
program infrastructure available throughout the portfolio thus avoiding redundant offerings.
This approach reduces project lead times and, in turn, captures cost-effective energy efficiency
sooner. SCE has identified various partnership opportunities for 2006-08, but has put in place a
model by which future partnerships can be forged throughout the program cycle. By leveraging
local government’s community ties to customers, partnerships are well-positioned to achieve

immediate cost-effective energy efficiency.

C. Energy Efficiency Integration With Demand Response And Distributed Generation

The integration of energy efficiency with other DSM programs (e.g. demand response
and distributed generation), creates a powerful combination that fosters innovative and
comprehensive approaches to serving customers’ comprehensive energy needs. This
collaboration of DSM programs also creates synergies of increased cooperation and reduced
costs over the long term.

Beginning in 2006, SCE proposes various levels of integration for each program
depending upon the opportunity for realizing energy savings. For example, SCE proposes to
integrate the mailing campaigns of the residential Home Energy Efficiency Survey (HEES) and
residential Air Conditioning Cycling Program (ACCP) to target customers with central air
conditioning. This co-promotion of HEES and ACCP will provide the customer with an
opportunity to perform a customized energy survey, take advantage of any applicable energy
efficiency program, and consider the option to enroll in the residential ACCP.

SCE also proposes to have greater levels of technical integration. Integrating an energy
efficiency technology with a demand response technology typically produces equal or greater

benefits at a lower cost. For example, SCE’s proposed Business Incentive program provides
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incentives for many types of control systems and will also allow demand reduction and
permanent control of lighting, HVAC, and refrigeration systems. For longer-term integration
opportunities, SCE plans to integrate emerging demand response technology as part of the
proposed energy efficiency residential new construction’s Advanced Homes program strategy
designed to promote the next generation of efficient homes. SCE will also take the same
approach in its new Sustainable Communities Program offering. To maintain innovative
integration for the very long-term, the Emerging Technologies program will coordinate with our
demand response programs to assess technologies that may produce energy savings with the

capability of demand response.

1. Differences Between the 2006-08 Portfolio And Past Energy Efficiency

Program Portfolios

As in the past, SCE’s program portfolios incorporate the Commission’s policies
regarding energy efficiency. As the Commission’s focus has evolved, so has SCE’s
program portfolio. In view of the Commission’s current policy establishing energy
efficiency as the utilities’ highest priority procurement resource, SCE has developed a
comprehensive, innovative and effective program portfolio that will make energy
efficiency a reliable and robust resource management option for the State of California.

SCE’s portfolio relies on proven program designs while expanding the strategies
to have greater outreach and long-term sustainability. SCE has greatly expanded its
upstream strategies in both the residential and nonresidential markets. SCE will approach
the HVAC market with the most comprehensive set of program offerings in the country.
In all sectors, SCE will promote the newest, commercially viable technologies to promote
energy efficiency. SCE will offer a host of new program strategies such as on-bill
financing, retro-commissioning, green building initiative outreach, and Sustainable

Communities program offerings.
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SCE will not only expand its current commitment to emerging technologies by
increasing funding over current levels but will hold three separate competitively bid
solicitations for the sole purpose of identifying and promoting commercially viable
emerging technologies and market approaches. Finally, SCE will integrate energy
efficiency with other demand-side management programs like demand response and
distributed generation to create potent combinations which can foster more innovation

and comprehensive approaches to serving customers’ multiple energy needs.

2. Potential Challenges In Implementing The Proposed Portfolio

There are various challenges facing the implementation of a new program

portfolio, which include:

Implementation of new programs such as comprehensive business
incentive program, upstream HVAC, sustainable communities, on-bill
financing;

Balancing short-term and long-term energy efficiency objectives; and

Changes in codes and standards reducing the potential of energy efficiency
programs.

None of these challenges are insurmountable. SCE expects to overcome them
with support from the Commission, our advisory groups, and flexibility from the energy

efficiency marketplace.

3. Proposed Statewide Marketing Effort

SCE, in cooperation with the other IOUs, proposes to build upon the success of
the existing statewide marketing and outreach programs. Statewide marketing and
outreach programs convey the important message of energy efficiency and conservation
to the general consumer through a consistent and recognizable presence throughout

California. As noted by the Commission, statewide marketing and outreach programs
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“work towards the goal of increasing the efficiency of energy use through energy
information, marketing and outreach, education and training and other approaches that do
not directly involve or result in the installation of energy efficient equipment or measures
at customer premises.”10

SCE proposes to extend the current marketing campaigns that the Commission

approved for the 2004-05 program cycle. The three marketing programs are:

e The Efficiency Partnership campaign which promotes the Flex Your
Power message to all general consumers;

e Staples-Hutchison Associates campaign which targets Spanish-speaking
communities primarily through televised messages; and

e Runyon Saltzman & Einhorn, Inc. campaign which outreaches to the rural
communities primarily through print materials and radio.

These three programs provide comprehensive coverage of all four IOU service
territories.

For the 2006-08 program cycle, the programs will be coordinated under an
umbrella of Flex Your Power campaigns. This coordination will be accomplished
through regularly scheduled meetings among the representatives of the four IOUs. The
meetings will allow for seamless and coordinated statewide marketing and outreach
offerings that will serve as the focal point for the general energy efficiency and

conservation message to consumers.

4. Portfolio Level Quality Assurance And Inspection

The proposed energy efficiency portfolio contains a wide array of strategies,
including rebate programs, upstream distributor incentives, and in-home audits. SCE has
developed a quality assurance and inspection plan to ensure that expected energy savings

are achieved. SCE’s plan includes specific inspection requirements for each of the

10 D.05-04-051, mimeo, p. 60.
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proposed energy efficiency programs. For instance, SCE has identified the specific
inspection processes to be used when inspecting a particular program. SCE will also
require that the program management staffs personally perform random field visits to
ensure the quality of inspections and to monitor the program’s overall operation.

SCE is also establishing a quality control/process improvement oversight function
within its energy efficiency organization. This internal function will monitor and identify
needed changes in equipment installation practices, program eligibility rules and
enforcement, streamlining of program processes, and accuracy and completeness of
program data tracking.

SCE is confident that its approach to quality assurance, along with a well
designed and executed measurement plan, will greatly facilitate monitoring of the

programs and achievement of expected energy savings.

5. SCE’s Portfolio Diversifies Risk In Meeting Savings Goals

SCE’s portfolio offers a multifaceted approach to achieving cost-effective energy
savings and demand reductions. The portfolio relies on a combination of proven
programs, and new program designs to create a diversified, yet focused, portfolio. SCE
seeks contribution from all technology end-uses to weave together a strong and reliable
set of programs focused on achieving both short and longer-term energy savings and
demand reduction. Each of SCE existing programs which are being extended into the
next program cycle have been retooled to provide a more comprehensive approach to
reduce reliance on any one strategy, measure, customer segment or end-use. For
example, in both the residential and nonresidential sectors, SCE will significantly
increase our investment in HVAC energy efficient equipment. SCE has also refocused
the nonresidential portfolio to obtain energy efficiency from targeted segments (e.g.,

industrial and agriculture).
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SCE will also offer an expanded menu of strategies including point-of-sale,
distributor and manufacturer incentives in the residential sector. Further, SCE will test
new, unproven program designs through its competitive bid solicitations in order to

further enhance the portfolio’s performance.

6. Coordination and Collaboration With All Implementers Will Ensure Success

of SCE’s Portfolio

SCE intends to continue its long and successful history of monitoring and
collaborating with non-IOU program implementers. SCE’s overarching goal for energy
efficiency programs is consistent with the Commission’s goal, which is to procure cost-
effective energy efficiency in a cost-effective manner. Achieving cost-effective energy
efficiency over both the short- and long-term will be the goal for every energy efficiency
program, regardless of the implementer. Vigilant monitoring, communication and
collaboration with non-IOU program implementers will be critical to ensure that
individual programs meet their individual targets, and that SCE’s overall portfolio,
remains on track to meet the performance targets.

In SCE’s experience, timely and effective communication with program
implementers helps identify potential problems and new opportunities for energy savings.
SCE’s program management staff strives to maintain an open, candid relationship with
all implementers. Overall, SCE manages the portfolio in a collaborative fashion with
program implementers, working as team to accomplish the program targets. SCE will
continue this collaboration with all implementers to ensure the overall success of the

energy efficiency portfolio.

7. Leveraging State, Regional and National Efforts

SCE is engaged in various state, regional and national efforts in order to
constantly improve the effectiveness of our energy efficiency programs. SCE works very

closely with state agencies on such programs as emerging technologies, new construction
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and codes and standard activities. SCE plans to coordinate with state agencies on the
Green Building initiatives.

On the regional and national front, SCE works with various entities such as the
Department of Energy in connection with the Energy Star brand. SCE is also an active
participant in the Consortium for Energy Efficiency (CEE) and American Council for an
Energy Efficient Economy (ACEEE). Further, SCE’s portfolio leverages efforts by

various manufacturing trade associations and environmental advocacy groups.

8. Energy Efficiency in 2009 And Beyond

SCE’s portfolio is designed to achieve immediate cost-effective energy savings
and demand reduction and to capture long-term energy efficiency beyond the three-year
program cycle. SCE will invest in various long-term ventures such as the more
traditional new construction strategies to support the development of the next set of
building codes and standards, as well as identifying and testing the viability of emerging
technologies. To that end, SCE has developed a new avenue to bring viable emerging
technologies from the lab into the marketplace through a competitive bid process named
INDEE, Innovative Designs For Energy Efficiency.

Finally, SCE’s program portfolio has expanded its longer-term focus to include
the Sustainable Communities program which will be an integration showpiece of

different types of DSM including demand response and self-generation.

Portfolio Goals

1. CPUC-Adopted SCE-Specific Targets

SCE’s projected 2006-08 installations resulting from its energy efficiency
programs produce energy savings and demand reductions which are consistent with and
exceed the Commission’s adopted goals. This Application provides the details of SCE’s

projected installations resulting from the 2006-08 energy efficiency programs, and SCE’s
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compliance with the Goals Decisions which establishes SCE-specific energy savings and
demand-reduction targets.

SCE’s energy efficiency portfolio is expected to exceed 3.47 billion kWh of
cumulative net annualized energy savings and 690.6 MW of net peak demand reduction.
In the Goals Decision, the Commission adopted a set of annual and cumulative energy
savings and demand reduction targets for SCE’s service territory for 2004-2013.11 These
targets reflect net savings, adjusted for free-riders, and include the effects of Low Income
Energy Efficiency (LIEE) programs.!2 The Goals Decision requires that this Application
demonstrate that SCE’s proposed level of electric energy efficiency program activities
and funding is consistent with the adopted electric goals. In compliance with this
directive, this Application includes net energy savings and demand reduction estimates,
adjusted for free riders, including the cumulative effects of installations from 2004-05
programs occurring during 2006-08. In addition, SCE includes the projected effects of its
Low Income Energy Efficiency programs, being filed concurrently with this Application
pursuant to Decision 05-04-052 in the LIEE proceeding (R.04-01-066) (the June 1 LIEE
Application).

Pursuant to the Goals Decision, as clarified by the Policy Rules Decision, and the
May 11, 2005 Assigned Commissioner’s Ruling, SCE is required to demonstrate in this
Application that: (1) annual energy savings and demand reductions from installations
occurring in years 2006 through 2008, meet or exceed the respective adopted annual
goals, clearly stating from which program years the energy savings and demand impacts
result’3; and (2) cumulative energy savings and demand reductions resulting from
installations beginning with the calendar year corresponding to the initiation of the

cumulative goals in the Goals Decision (2004), through the calendar year ending this

S

(98

D.04-09-060, Ordering Paragraph No. 2, p. 51.
Decision 04-09-060, mimeo, pp. 32-33.

Assigned Commissioner’s Ruling Providing Clarification on Energy Efficiency Savings Issues Associated with
the 2006-08 Program Cycle, pp. 1-2, 8.
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funding cycle (2008), meet or exceed the adopted cumulative energy savings and demand
reduction impacts in the Goals Decision. Attachment I of Appendix 10.1 (Exhibit SCE-
2) shows the adopted annual and cumulative energy savings and demand reduction
targets for SCE’s service territory for the 2006-08 calendar years.!4

This Application also demonstrates SCE’s ability to exceed the adopted annual
energy savings and demand reduction goals. See Attachments I and II of Appendix 10.1
in Exhibit SCE-2, for detailed information on annual energy savings and demand
reductions from installations occurring in 2006 through 2008, as well as the estimated
cumulative energy savings and demand reductions resulting from installations beginning

in 2004 and ending in 2008.

2. Total Energy Impacts by Year and Methods Used To Develop Energy

Impacts

The projected annual and lifecycle measure, program, and portfolio energy
reductions for the 2006-08 programs are derived from ex ante estimates of energy
savings. These estimates are based upon the measure level savings data submitted in the
Measure List tables attached to this Application (See Appendix 10.1 in Exhibit SCE-2).
Projections of annual program energy and demand reductions are developed similarly
across programs, but with measure-level estimates which correspond to their use in a
particular program. The measure-level savings information used to calculate the 2006-08
program results are based upon the latest energy savings data available for the particular
measure(s), including the Database for Energy Efficient Resources (DEER),
measurement studies, historical program results, and engineering estimates.

The gross amounts of these costs are reduced by appropriate net-to-gross ratios

for the particular measure or end-use. Gross energy savings are considered to be the

14
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savings in energy and demand seen by the participant at the meter. Net savings are
assumed to be the savings that are attributable to the program. That is, net savings are
gross savings minus those changes in energy use and demand that would have happened
even in the absence of the program (free riders, appliance standards). The net-to-gross
ratio is a factor that is applied to gross program load impacts to convert them into net
program load impacts. This factor is also used to convert gross measure costs into net
measure costs. Each of the Net-to-Gross ratios utilized in the 2006-08 program cost-
effectiveness calculations are set at the levels recommended in the Energy Efficiency
Policy Manual, Version 2, the last Policy Manual to include Net-to-Gross ratios.!

Lifecycle energy savings estimates utilize the annual energy savings estimates
described above, but extend these savings according to the useful life of a measure. The
Effective Useful Life (EUL) is the length of time (years) for which the load impacts of an
energy efficiency measure are expected to last. The useful life estimates are also based
upon information obtained from DEER.

Annual program-level energy reduction estimates are the result of a summation of
measure-level savings from the measures installed as a result of the 2006-08 programs,
multiplied by the estimates of measure installations by year. Estimates of the unit counts
by year are also displayed in the Measure List tables and are based upon the best
available information regarding the impact of each of the programs in 2006-08. Many of
the estimates were based upon results from the 2004 and 2005 programs and other years
in which similar programs were offered. The definition of the unit is tailored to the
specifications of the individual measure(s) offered in the program. The unit count
includes only units installed in a particular year, excluding units which may be committed

in a particular year, but not installed until a later year. Similarly, the portfolio-level

15 Energy Efficiency Policy Manual, Version 2, August 2003, updated to include Final Report. Measurement and
Evaluation Study of 2002 Statewide Residential Appliance Recycling Program, February 13, 2004.
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energy reduction estimates are the result of a summation of program-level savings from
the measures installed as a result of the 2006-08 programs.

Although SCE designs every energy efficiency program to encourage efficient use
of electricity, the calculations performed for the 2006-08 program energy savings and
cost-effectiveness use energy and capacity savings estimates for measures and programs
for which there is a higher degree of accuracy in their measurement. The lack of energy
savings, capacity savings, resource benefits, or a TRC ratio, however, should not be
construed to mean that a measure or program does not promote energy efficiency, or does
not encourage conservation activities. It simply reflects SCE’s decision to use
conservative methods for calculating cost-effectiveness.

Energy savings and demand reduction impacts for program installations occurring
during the years 2006-08 as a result of any programs offered prior to 2006 are calculated
according to the energy savings and demand reduction impacts adopted for the particular
program year. Energy savings and demand reduction impacts for program installations
occurring during the years 2006-08 as a result of Low Income Energy Efficiency

programs are based upon the assumptions being filed in the June 1 LIEE Application.

3. Funding by Year

Program budgets for each of the years 2006, 2007, and 2008 are provided in
Attachment II of Appendix 10.1 in Exhibit SCE-2. The annual budgets are developed
using a “bottom-up” approach with the goal of developing annual budgets which will
enable SCE to meet the energy savings and demand reduction goals set forth by the
Commission, while meeting all regulatory compliance issues. Differences in the level of
administrative, marketing, or implementation costs between the years reflect the
differences in the individual programs and their delivery. Program development,
marketing, and implementation efforts which are necessary to deliver each of the

programs and strategies will differ by year depending upon the stage of the program. For
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example, a new program or program strategy could have a greater amount of “ramp-up”
in the first year and result in fewer installations in that year than a program developed on
the basis of a mature program strategy. For these and other reasons, there may be

differences in the costs associated with any particular year.

4. Total TRC Costs to Customers by Year

The Total Resource Cost (TRC) Test measures the net costs of a demand-side
management program as a resource option based on the total costs of the program,
including both the participants' and the utility's costs. Most of the cost-effectiveness
calculations presented in this Application are based upon the TRC. This method of
calculation of the cost-effectiveness of the 2006-08 programs is consistent with the cost-
effectiveness requirements contained in the Energy Efficiency Policy Manual, Version
3.16

The costs in this test are the program costs paid by both the utility and the
participants plus any increase in supply costs for the periods in which load is increased.
Thus all equipment costs, installation, operation and maintenance, cost of removal (less
salvage value), and administration costs, no matter who pays for them, are included in
this test.

The costs to the participant, also called the Incremental Measure Costs (IMC),
generally represent the incremental costs of energy efficiency measures over the standard
replacement measures. The gross amounts of these costs are reduced by appropriate net-
to-gross ratios for the particular measure or end-use. SCE’s incremental measure costs
are typically derived from the latest measure cost study. In certain cases a measure that is
projected to be offered in 2006-08 does not appear in the latest measure cost study. In

such instances other methods for estimating measure costs are utilized and documented.

16 Decision 05-04-051, mimeo, Attachment 3.
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Program administrative costs include all expenditures directly charged to the
program with the exception of incentive costs. The administrative costs consist of
allocated administrative, labor, non-labor (i.e., material and other), and contract labor
cost. Labor costs consist of SCE labor charges that are directly charged to the program.
These costs include salaries and expenses of SCE employees engaged in developing
energy efficient marketing strategies, plans, and programs; developing program
implementation procedures; reporting, monitoring, and evaluating systems. Costs reflect
expected costs to be incurred in the 2006-08 period. Non-labor costs include materials
and other miscellaneous costs charged directly to the program. These costs include items
such as booklets, brochures, promotions, training, membership dues, postage, telephone,
supplies, printing/photocopying services, and computer support services. Contract labor
costs consist of contract employees and consultant labor charges that are directly charged
to the program. These costs include salaries and expenses of contract employees and
consultants engaged in developing energy efficient marketing strategies, plans, and
programs; developing program implementation procedures; reporting, monitoring, and
evaluating systems. Allocated administrative costs represent those for building lease and
maintenance costs and management oversight expenditures.

The administrative costs shown at the portfolio level in the summary tables
provided in the exhibits to this Application include the allocation of market assessment
and evaluation costs and SCE’s overhead and other costs associated with energy
efficiency activities that are recovered through base rates, pursuant to the Policy Rules
Decision.l” These fully-encumbered administrative costs are utilized in the calculation of
TRC costs and the TRC ratio for at the portfolio level.

The allocation of TRC costs to customers by year would mirror the installation

schedule for measures in a given year. For example, as measures are projected to be

17 Id.p.23.
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installed in a given year, the IMC for each of those measures would be counted in that
year. However, TRC costs by year are not required in Attachments I or II of Appendix

10.1 in Exhibit SCE-2 and are shown at an aggregate level through 2008 only.

5. Environmental Benefits of SCE’s Portfolio

The environmental benefits (annual and lifecycle CO2, NOx, and PM10
reductions) in this Application are determined using the values adopted in the Avoided
Costs Decision (D.05-04-024), as developed by Energy and Environmental Economics,
Inc. (E3) and produced in their 2004 Report.18

E3 calculated the avoided environmental cost, or emissions costs, as the sum of
NOx, PM10, and carbon emissions (CO2) costs, increased by marginal energy losses for
each TOU period. E3 estimated the emissions avoided cost streams by multiplying the
costs per pollutant (on a yearly basis) by the emission rate (per hour of the year). The
emissions costs vary by voltage level, hour, and year.

The NOx costs ($/MWh) are based on California offset prices generators must
pay for NOx emissions, and the estimated emission rate of NOx at the implied heat rate
of the market price. The NOx cost per MWh of energy saved at the customer site is
increased by the incremental energy losses in each TOU period between the end use and
the bulk system. In Period 1, when the forward market prices of electricity are based on
NYMEX forward market prices, we assume that these prices already include the cost of
NOx emissions so this value is equal to zero in Period 1.

The PM10 costs ($/MWh) are computed similarly to the NOx costs, with the
emission cost based on the California PM10 market prices and the estimated rates of
emissions by implied heat rate. The PM10 costs are also assumed to be included in the

NYMEX forward market prices.

18 Methodology and Forecast of Long-Term Avoided Cost(s) for the Evaluation of California Energy Efficiency
Programs, E3 Research Report Submitted to the CPUC Energy Division, October 25, 2004.
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The CO2 costs ($/MWh) are an estimate of avoided costs for reduction in CO2
per MWh saved at the customer site. There is not currently a requirement to purchase
CO2 offsets in California so the avoided cost of the CO2 emissions is based on prices in
other markets.

The environmental benefits utilized in the cost-effectiveness analysis of the
programs herein are only applicable to the appropriate development of energy efficiency
programs for 2006-08. The factors utilized in the development of these environmental
benefits were agreed to specifically to reflect an appropriate and approximate value for
the reduced energy savings due to energy efficiency programs. As such, these
environmental benefits should not be used in any other context and should also be

reviewed for future use in energy efficiency program planning and evaluation.

6. Funding Allocation and Savings Proportions among Residential Retrofit,

Residential and Nonresidential New Construction, and Nonresidential

Retrofit Programs Meet the Commission’s Short-Term And Long-Term

Energy Savings Goals

In the Policy Rules Decision, Policy Rule II, “Energy Efficiency Policy
Objectives and Program Funding Guidelines” provides guidance for funding allocation
and savings proportions among sectors (i.e., Residential Retrofit, Residential and
Nonresidential New Construction, and Nonresidential Retrofit Programs). In Policy Rule
II the Commission states: “Compliance with Rule I1.5 will generally dictate the
appropriate balance for portfolio funding of resource programs across market sectors
(e.g., residential, industrial, commercial) and geography, as well as the most appropriate
program designs.”!2

Policy Rule IL.5 states:

19 D.05-04-051, Attachment 3, Rule I1.6, p. 4.
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5. Program Administrators should manage their portfolio of
programs to meet or exceed the short- and long-term savings goals
established by the Commission by pursuing the most cost-effective energy
efficiency resource programs first, while minimizing lost opportunities. In
addition, the Program Administrators should demonstrate in their program
planning applications for PY2006-PY2008 how their proposed portfolio
will aggressively increase overall capacity utilization and lower peak loads
through the deployment of low load factor/high critical peak saving
measures. The aggressive annual and cumulative savings goals
established by the Commission will serve to discourage cream-skimming
program designs or implementation approaches that create lost
opportunities. Nonetheless, Program Administrators should actively
develop strategies to minimize lost opportunities, and should describe
those strategies in the applications they submit for each program cycle.2?

SCE’s funding allocation among sectors is consistent with these and all other
Commission goals and policies and ensures that SCE maximizes its portfolio benefits.
Program budgets and savings allocations among Residential Retrofit, Residential and
Nonresidential New Construction, and Nonresidential Retrofit Programs are provided in
Attachment II of Appendix 10.1 in Exhibit SCE-2. As previously noted, SCE’s program
and portfolio budgets are developed using a “bottom-up” approach. In developing the
allocation among the sectors, SCE weighed historical energy savings impacts from each
of the sectors with the energy savings potential estimated for each sector and included
input from the PAG/PRG process.

The Commission further noted in Policy Rule II that its overriding goal for energy
efficiency efforts is the pursuit of cost-effective energy efficiency opportunities over both
the short and long-term.2! Historically, the nonresidential programs have offered the
greatest “bang for the buck” in resource benefits. Such programs provide greater annual
and lifecycle energy savings for each program dollar expended than residential programs.

In addition, the nonresidential measures increase overall capacity utilization and lower

1d. pp. 3-4.
D.05-04-051, Attachment 3, Rule I1.2, pp. 2-3.
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peak loads through the deployment of low load factor/high critical peak saving measures.
Due to the state’s and Commission’s emphasis on use of energy efficiency as an energy
savings and peak reduction resource, programs targeted towards the nonresidential sector
continue to have an allocation of the budget which exceeds that of residential programs
(See Attachment II of Appendix 10.1, Exhibit SCE-2).

SCE strongly believes that in order to maximize the potential of energy efficiency
as a resource and to ensure that public goods dollars collected from ratepayers are
available to all ratepayers, residential programs must also be considered an option for
achieving maximum energy savings. The allocation of residential program budgets in
SCE’s 2006-08 program plans focuses on the maximization of energy savings and
demand reduction for these programs. SCE’s residential portfolio provides cost-effective
energy savings and is integral to SCE’s use of energy efficiency as a resource.

Programs offered in the New Construction sector not only provide valuable cost-
effective resource benefits, but also reduce lost opportunities. “Lost opportunities” are
those energy efficiency options which offer long-lived, cost-effective savings and which,
if not exploited promptly, are lost irretrievably or rendered much more costly to achieve.
New Construction programs are uniquely positioned to focus on the minimization of lost
opportunities. Such programs allow program participants to install up-front, designs and
measures which maximize energy efficiency and minimize lost opportunities.

As required by Policy Rule II, SCE’s portfolio also includes a selection of
statewide marketing and outreach programs, upstream market transformation programs,
information and education programs, support for codes and standards and other activities
in their proposed portfolios that support the Commission’s short-term and long-term
energy savings goals.22 SCE has allocated a sufficient portion of portfolio funding to

statewide marketing and outreach to continue and build upon the success of the existing

22 Id., Attachment 3, pp. 3-4.
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program. SCE also proposes to increase funding levels for both emerging technologies

and codes and standards programs.

7. Funding Allocations and Savings Proportions between SCE/Continued Third

Party and Competitive Bid, Partnership, Statewide vs. Local/Service Area

Specific

As noted above, SCE’s proposed portfolio of programs is focused on the
achievement the short- and long-term savings goals established by the Commission by
pursuing the most cost-effective energy efficiency resource programs first, while
minimizing lost opportunities. SCE has done this by using its successful statewide and
local program strategies, third parties, competitive bids, and partnerships as integral parts
of its program portfolio.

As required under the Administration Decision,?* SCE’s Application proposes a
portfolio of programs (with input from the advisory groups as described above) that
reflects the continuation of successful SCE and non-SCE implemented programs and new
program initiatives designed to meet or exceed the Commission’s savings goals with
cost-effective energy efficiency. As part of this process, SCE has identified a minimum
of 20% of funding for the entire portfolio that will be competitively bid to solicit
innovative ideas and proposals for improved portfolio performance as shown in the

detailed program plans in Exhibit SCE-3.

8. SCE’s Funding Allocations Are Consistent With CPUC Policy

SCE’s funding allocations are consistent with CPUC policy as established in the
Administration Decision and Policy Rules Decision, and consistent with the Energy
Action Plan. SCE’s allocations provide for a portfolio which is equitable among rate

classes, incorporates the advice of the PAG/PRG, builds upon successful program

23 D.05-01-055, mimeo, pp. 88, 90.
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strategies, minimizes lost opportunities, and most of all maximizes the cost-effective
energy savings and demand reductions resulting from these programs.

SCE’s Application is consistent with Commission policies for specific programs
and funding set-asides such as those for codes and standards, statewide marketing and
outreach and emerging technologies. SCE will look to the future 2006-08 EM&V plans
that will be developed by the Commission’s Energy Division, to identify the appropriate
set-aside for the Commission’s Energy Efficiency Groupware Application reporting

system. (See Exhibit SCE-3).

E. Program Budget Subcategories

SCE’s presentation of the proposed program budgets follows the same structure adopted
by the Commission for the 2004-05 program cycle.2* Each program budget includes three
primary subcategories: administrative, direct implementation and marketing. Unlike prior
funding cycles, the evaluation, measurement and verification (EM&V) activities are not included
in individual program budgets. Consistent with Commission energy efficiency policy beginning
in program year 2006, the EM&V funds are set aside in a stand-alone budget.2> As part of the
requirements to calculate and present program and portfolio cost-effectiveness on a prospective
basis,2¢ SCE’s Application includes an estimate of costs recovered from other non-energy

efficiency funding sources.

=% 2004-05 Energy Efficiency Programs Instructions For The Submission Of Requests For Extension And
Submission Of New Program Proposals And Plans, dated August 25, 2003.

25 D.05-04-051, Finding of Fact No. 15, pp. 80-81.

26 Id., Ordering Paragraph No. 3, p. 91.
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1. Administrative Costs

a) Administrative

Program administrative costs include all labor and related expenses in
managing the program. The budget includes such costs as managerial and clerical
labor, travel, program specific memberships and conference fees. Administration
does not cover such expenses as direct program activities (e.g., audits services,

engineering, etc.) or marketing.

b) Overhead/General Support

There are various types of administrative costs that are so general in nature
that they their costs must be allocated over the entire program portfolio or a
substantial subgroup of programs. These general support costs include:
regulatory support and reporting, finance and accounting support, some
memberships, internal communications, job training and information support
systems. SCE has also added procurement services to the overhead costs based
our expectation of increased contracting activities.

The proposed administrative general support budget also includes funding
for a new integrated program tracking system. SCE is in the process of
researching the development of a comprehensive solution to integrate tracking
technology that can be utilized by all energy efficiency programs during the 2006-
08 program cycle. Currently, SCE utilizes multiple applications to track and
monitor program information. These applications were developed over time as
new programs emerged. SCE now sees an opportunity to combine these
applications into one system, thereby improving operational effectiveness by
reducing longer-term costs and allowing for seamless integration of future energy

efficiency programs. After implementation of this system, SCE plans to
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investigate integration opportunities with other demand-side management

programs such as demand response.

2. Evaluation, Measurement and Verification and Policy Oversight

Funds for EM&V Policy Oversight are included in this filing. The Commission
directed the IOUs to use as a funding guideline 8% of the total of the program budgets for
these activities.2? Final plans for the activities that will be covered by this budget will be
developed by Commission staff with assistance from the IOUs by fall 2005 and
submitted to the Commission. The 8% initial budget allocation is considered an upper
limit for the final budget requirements for work in this area.

While the final plans and cost estimates will be provided in a subsequent filing,
the following sections outline the type of activities that are expected. The budgets will
include reserve funds for studies and analyses that are not included in the submitted
plans, but that Commission and utility EM&V staff later determine are necessary during

the three-year program period.

3. IOU-Administered MA&E Activities

[IOU-administered Market Assessment and Evaluation (MA&E) work will include
continuation of some broad-coverage statewide studies that the IOUs and the
Commission agree have continuing value, such as the Market Share Tracking project and

the Best Practices project.

4. Process Evaluation Activities

Activities funded in the process evaluations category include the review of
program design and operation to determine their effectiveness and their efficiency and to

provide recommendations for program improvements.

27 D.05-04-051, Finding Of Fact No. 49, p. 89.
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5. Evaluation Support to Commission

The Evaluation Support activities will fund utility market assessment and
evaluation staffing and expenses to provide the program data, customer data, and other
information that the Commission’s study contractors will need to conduct impact

evaluations and research and analysis needed for policy oversight and decision-making.

6. CALMAC-Related Activities

EM&YV funding will be used to maintain the website of the California
Measurement Advisory Council (CALMAC), which makes electronic copies of all
energy efficiency studies completed with Commission-authorized energy efficiency
funding publicly available. Specific CALMAC activities are identified in Section VIII
below and in Exhibit SCE-1.

7. CPUC/CEC Evaluation and Policy Oversight

The EM&V set aside for 2006-08 will be used to fund Commission staffing in the
EM&YV area, Commission-contracted consultants who will support Commission staff in
their EM&V management and oversight work, and Commission contracts for individual

EM&YV studies.

8. Direct Implementation

The direct implementation budget subcategory contains all program activities not
included in the administrative and marketing budgets. This implementation subcategory
covers both incentive and non-incentive costs including: financial incentives, program
activities, equipment installations, hardware and material, and rebate processing and

inspections.
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9, Financial Incentives

Financial incentives include payments provided by the program to encourage
participation in the program. These incentives can take the form of cash rebates or labor
and materials. Typically, these incentives take the form of rebate payments paid to
program participants. Other types of incentives can include payments to retailers,
distributors or manufacturers to reduce the costs of energy efficient product/ equipment to
the ultimate consumer of the product/equipment. Incentives can also take the form of
labor such as recycling services in an appliance recycling program or customer

promotional cards (e.g., gift cards).

10. Other Activities

As part of the program delivery, there are many different types program activities
which occur. These activities can encompass labor to support a variety work such as

audits services, engineering analysis and training.

11. Direct Installation

The installation budget relates to the cost associated with the installation of
energy efficiency equipment. For example, under the Small Business Direct Install

program the installation cost is the cost to install a new lighting system.

12. Direct Hardware & Materials

The hardware and materials cost includes the costs of the actual equipment and

any materials required as part of the installation.

13. Rebate Processing & Inspection

The processing of customer rebates and, any subsequent inspections are included

in the rebate processing and inspection budget.
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14. Marketing

Consistent with prior years energy efficiency offerings, marketing activities
include both statewide campaigns and local efforts. The statewide marketing and
outreach programs promote general awareness of energy efficiency and conservation.
The local marketing efforts strategically support specific programs to increase customer

participation.

15. Program Marketing

Program marketing promotes individual programs that target sectors and market
segments. Unlike statewide marketing campaigns which focus on the overall energy
efficiency and conservation messaging, the program marketing or promotion is tailored to
fit a specific program. Program marketing includes such activities as local media

campaigns (e.g., print, radio, etc.), bill inserts, promotional materials and outreach events.

16. Statewide Marketing

The statewide marketing and outreach programs promote energy efficiency and
conservation in each IOU service territory. Consistent with Commission direction, SCE
will build upon the success of the existing program by continuing and expanding the Flex
Your Power campaign.2® SCE has proposed a coordinated approach for the statewide
marketing and outreach campaigns currently offered by three firms. The budgets
associated with implementation of the three campaigns are included under the statewide
marketing and outreach program. The costs associated with the program administration
(i.e., IOU administration) of the statewide marketing and outreach campaigns are also

included in the statewide marketing and outreach budgets.

28 D.05-04-051, Energy Efficiency Policy Manual, Attachment 3, Section IL.6, p. 4.
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17. Costs Recovered From Other Funding Sources

Decision 05-04-051 requires SCE to provide an estimate of costs recovered from
other non-energy efficiency funding sources as part of the requirements to calculate and
present program and portfolio cost-effectiveness on a prospective basis.22 These non-
energy efficiency costs include: employee pensions, benefits and payroll taxes; corporate
mailing services and forms; corporate accounts payable; corporate human resources;
corporate information technology services; corporate procurement services; and corporate
facilities costs. SCE is not seeking Commission authority to fund these activities as they

are recovered through other proceedings (e.g., SCE’s general rate case).

Iv.
OVERVIEW OF SCE’S 2006-08 PROGRAM PORTFOLIO

This section provides an overview of SCE’s proposed program offerings for program
years 2006-08. Each of the programs in SCE’s portfolio is described in detail in Exhibit SCE-3.
SCE’s Application presents an all-new portfolio of program offerings for 2006-08. The
portfolio incorporates the successful elements of previous program designs while making
innovative changes to maximize the resource benefits derived from the programs. Such program
changes include, but are not limited to:
e Expansion of the measures included in SCE’s highly-successful residential point-
of-sale strategies;
e Inclusion of residential air conditioners into SCE’s leading energy savings
residential program, Appliance Recycling;
¢ Integration of nonresidential program strategies to maximize the outreach

opportunities and energy savings from these resource-focused program,;

29 Id., Ordering Paragraph No.3, p. 91.
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e Incorporation of unique local strengths through an expansion of its partnership
programs;

e Continued exploration for innovative technologies and strategies through multiple
competitive bids; and

e Increased integration among SCE’s energy efficiency programs with demand

response and distributed generation strategies.

A. Nonresidential Program Offerings

SCE’s proposed 2006-08 nonresidential programs are designed to (1) increase the level of
retrofit and new construction energy-efficient investments in commercial, industrial and
agricultural end-users; (2) educate nonresidential customers on the value of energy efficiency
and on existing and new opportunities for implementing energy efficiency in their facilities; and
(3) promote an integrated portfolio of energy efficiency, demand response, and distributed
generation technologies and services to non residential customers. SCE’s nonresidential
portfolio has been redesigned for 2006-08 to focus on these goals and to maximize the use of

energy efficiency in the nonresidential sector as an energy resource.

B. Business Incentive Program

The Business Incentive Program (BIP) integrates existing statewide nonresidential
prescriptive rebates from the Express Efficiency program and calculated and custom incentives
from the Standard Performance Contract and Savings by Design (Systems Approach) programs.
The program integrates information, design assistance, and financial incentives to help
nonresidential customers adopt energy efficient practices and equipment by addressing
informational, financial, performance uncertainty, and transactional cost barriers. The Business
Incentive Program will be a stand-alone program approach for many nonresidential customer
segments, and will also provide a standardized incentive payment application process and

structure for other bundled segment or end-use specific program strategies, including SCE’s
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Agricultural, Industrial, and Partnership programs, as well as strategies implemented by third

parties.

C. Comprehensive HVAC Program — Nonresidential

To capture the identified potential in peak demand and energy savings, SCE proposes the
Comprehensive HVAC program. This program provides a comprehensive portfolio of packaged
air conditioning activities to address opportunities in the upstream, midstream, and downstream
markets that encompasses new construction, replacements, and services in both the
nonresidential and residential sectors. Targeted nonresidential offerings in this program include
the “California Cool” — winter offering, which will focus on commercial packaged air
conditioning promotional opportunities, particularly around commercial servicing and retrofits.
These include early retirement of package terminal air conditioning units. Sector-specific
nonresidential promotions will also be considered, such as the promotion of the early
replacement of package terminal air conditioning units in the hospitality market. (See also,

Subsections I through N, Residential Program offerings, below).

D. Retro-commissioning

SCE’s proposed Retro-commissioning (RCx) program is a unique strategy to achieve
cost-effective peak energy and demand savings by raising system efficiency levels of existing
buildings. Ancillary benefits include improved occupant comfort, increased equipment life, and
increased training of the building operators, and a training program for the RCx community. The
program is designed to expand building system optimization and RCx capabilities in SCE’s
service territory with program features that directly address market barriers, as well as to ensure
the persistence of the program benefits. These objectives are met through the development of
building and owner/operator candidate screening protocols, use of specific building system
optimization and RCx protocols, building operator and commissioning provider trainings, and
building operation tracking systems. To effectively market the program, SCE will leverage

existing relationships among building owners, participants in other SCE retrofit programs,
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including the Building Operator Certification program, and local governments. Customer
financial incentives for natural gas-based measures found as part of the RCx process will be

coordinated with Southern California Gas Company.

E. Integrated Industrial Process Program

SCE’s Integrated Industrial Process program is designed to take an innovative, holistic
approach to achieving enhanced energy efficiency in SCE’s industrial process market segments.
Through a select team of market segment experts, the program will provide a broad spectrum of
services including information, training, technical investigations, measure quantification,
implementation support, financial incentives, and linkages to other applicable programs to
achieve sustainable energy and demand reductions. The innovation and creativity associated
with this program goes beyond the traditional approach of identifying new energy efficiency
opportunities by delivering a larger menu of opportunities in a single package, and working with
the customer to identify and pursue all the complementary options that make sense from that
specific customer’s perspective. This approach will help to increase participation in traditional
programs such as the Standard Performance Contract (SPC) since they are included as part of the

tool kit.

F. Agricultural Energyv Efficiency Program

The 2006-08 Agricultural Energy Efficiency program offers a number of products and
services designed to help agricultural customers save energy and reduce peak load. The program
addresses two characteristics of the sector that have historically been barriers to adoption of
energy efficiency throughout all regions of the country, and California in particular: diversity of
the customer base; and the relatively high contribution of electricity to their total costs. To meet
our aggressive goals and deliver high quality services to customers, the program will engage a
combination of historically successful and new, innovative mechanisms for implementing the
program to agricultural sector along with customers who have significant water pumping needs.

Key elements of the program include: (1) pump testing; (2) water pump repair rebate services;

LW051510057.doc -S40



(3) certification of contractors to ensure use of SCE standards for testing and improvements; (4)
design assistance through the use of specialized contractors familiar with optimal water system
and other pumping design; (5) integration with other nonresidential energy efficiency, demand
response, and self-generation program resources; and (6) potential promotion of the program by

Agricultural Commissioners.

G. Small Business Direct Install

The Small Business Direct Installation program delivers energy efficient hardware
retrofits through installation contractors that offer turnkey partnerships with local governments,
Community Based Organizations (CBOs) and other selected organizations. The targeted
audience is small and very small commercial/industrial businesses in SCE’s service territory.
Small business customers located in cities designated rural by the Commission will also be
targeted for enrollment in the Small Business Direct Installation program. SCE will partner
CBOs and existing city partnerships to ensure participation from customers in rural zip codes.
The program is designed to secure cost-effective, permanent, long term and verifiable annual
energy savings from small businesses that are historically under-represented in SCE’s energy
efficiency programs.

An important objective of the program is to conduct an on-bill financing program pilot to
collect data and evaluate the benefits of offering on-bill financing as a supplemental or
alternative means of mitigating financial barriers to energy efficiency investments. The on-bill
financing pilot will be offered to customers with connected demands greater than 50 kW but less
than 100 kW. Initially, the pilot will be targeted to small business commercial and industrial
customers. During the initial pilot phase SCE will study the market reaction and acceptance to
the offering. SCE will apply the lessons learned from the initial pilot to expand the offering to

other customer segments.

LW051510057.doc -S43 -



H. Savings by Design

Savings by Design (SBD) will continue to improve upon established successful
approaches to overcome customer/market barriers to designing and building high energy
efficient facilities. SBD will also tailor current marketing and delivery practices to further
penetrate into a wider array of market and customer segments. SBD will provide the
nonresidential new construction industry with a broad spectrum of technical and financial
resources to assist the industry in designing new facilities with maximizing cost-effective electric
energy efficiency integration as a primary consideration along with water, gas, and other related
environmental and sustainability considerations. The program will focus on promoting the

Whole Building Approach, utilizing the integrated design concept to attract participation.

1. Residential Program Offerings

SCE’s proposed plans for the 2006-08 residential energy efficiency programs seek to
promote energy efficiency and the increased use of energy-efficient measures by consumers.
SCE’s residential programs include lighting and appliances incentives, new construction
incentives and design assistance, audits, and energy efficiency information. SCE’ residential
portfolio has been redesigned for 2006-08 to focus on the maximization of energy efficiency as

an encergy resource.

J. Appliance Recvcling Program

The Appliance Recycling program (ARP) will produce cost-effective long-term peak
demand reductions and energy savings in residential and nonresidential market sectors by
removing operable, inefficient refrigerators, freezers and room air conditioners from the power
grid in an environmentally safe manner. The program will emphasize the energy-efficiency
benefits associated with the disposal of older, inefficient spare refrigerators and freezers. To
maximize demand reduction and energy saving opportunities, the program will also encourage

the accelerated replacement of older and least efficient primary refrigerators, freezers and room
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air conditioners with more energy efficient units. ARP will disseminate program information
and collaborate with other energy efficiency programs to educate customers on the increased

energy savings and financial benefits associated with this program.

K. Residential Energy Efficiency Incentive Program

Previous evaluations show that the Residential Energy Efficiency Incentive program
(REEIP) has increased customer awareness, demand and purchase of energy efficiency products.
It has achieved this by partnering with home improvement retail chains and contractors to
provide direct point of sale customer rebates. To accomplish a greater level of REEIP program
participation, several new approaches will be implemented: expansion of the point-of-sale rebate
delivery method to include additional measures; on-line rebate applications; integrated marketing
and implementation efforts to link REEIP program rebates for ENERGY STAR® qualified
refrigerators and room air conditioners with rebates from SCE’s ARP program; new program
approaches and improvements for lighting, such as Internet promotions, targeted small
nonresidential customer mailings; customized new construction offers; expansion of the

successful torchiere floor lamp exchange/turn-in events; and outreach to new products.

L. Residential Multifamily Energy Efficiency Rebate Program

The Multifamily Energy Efficiency Rebate program (MFEER) helps customers save
energy through the installation of energy efficient products in both the common areas and
dwelling units of multifamily complexes and mobile home parks. As a result of recent program
evaluations, the MFEER is moving toward a greater emphasis on hardwired fluorescent fixture
installations and early retirement of T-12s to 