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14 j|Phoenix, Arizona

15 [BY THE COMMISSION:

16 FINDINGS OF FACT

17 1. Tucson Electric Power Company (“TEP” or “the Company”) is engaged in

18 | providing electric power within portions of Arizona, pursuant to authority granted by the Arizona

19 | Corporation Commission (“ACC” or “Commission”).

20 2. On July 2, 2007, TEP filed an application for approval of its proposed Demand-

21 || Side Management (“DSM”) Program Portfolio. On November 14, 2007, TEP filed a revised
| 22 ||Portfolio Plan, modifying the delivery mechanism and the measurement/evaluation plans for some

23 {lprograms. ;

24 3. The TEP DSM Portfolio consists of ten proposed programs, including the Low-

25 ||Income Weatherization (“LIW”) Program summarized below.

26 1| Program Description

27 4. Summary. The existing Low-Income Weatherization (“LIW”) program was

78 |l designed to conserve energy and lower utility bills for TEP households with limited incomes. TEP
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proposes to enhance the LIW program and move itkinto the Company’s DSM Portfolio. Proposed
changes include an increase in the annual budget allocation from $198,000 to $381,000. The
proposed increase would allow more homes to be weatherized' and compensate for higher costs. Tt
would also allow the TEP LIW program to raise the per—hoﬁse spending limit from $2,000 to
$3,000, enhancing the extent of repair possible at each home.> Other proposed changes include an
expanded set of efficiency measures, and tracking to establish and verify energy savings realized
by the program. &

5. Goals. The primary goal of the LIW Program is to fund weatherization of low-
income homes, and reduce energy costs and improve comfort and safety for lov‘v-income
customers. The LIW Program also conserves energy, and reduces both electric and gas
consumption.

6. Eligibility. The LIW program is the only TEP DSM program with income
requirements. The LIW Program is available fo TEP residential customers with household incomes
less than or equal to 150 percent of the federal poverty guidelines. (For 2008, 150 percent of the
federal poverty guidelines would be $15,600 for a one-person household and $33,800 for a four-
person household).

7. In the TEP territory, homes eligible for the LIW program consist primarily of
concrete block, adobe, or slump-block; slab-on-grade; territorial style homes with single-pane
glass, hollow-core doors, minimal ceiling insulation and no wall insulation; or old style, poorly
insulated mobile homes. Homes are prioritized based on factors that include the following:

e No heat in the winter, or no cooling in the summer;
e Elderly or minors in the household;

» Physical handicaps or illness; and

e Number of people in the household.?

! There is currently a waiting list for the TEP LIW program.

?This would match Southwest Gas per-home weatherization spending in the TEP service area.

* WAP rules indicate that “high energy consuming housing” is a priority, and energy consumption rises as the number
of residents in a home increases.

Decision No. 70456 T
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8. Health and Safety Measures. TEP regards customers’ health and safety as a priority

over energy savings. Community action agencies are alldwed to use up to 25 percent of the TEP
funding for health and safety measures. Health and safety measures are not considered
weatherization, but may be required in order to allow effective weatherization and to protect
customers. Examples of these measures include work required to address rotting wood, mold or
unsanitary conditions, lack of ventilation or potential fire hazards.

9. Staff acknowledges the importance of health and safety measures, but has
recommended that DSM funding be utilized whenever possible for weatherization activities that
conserve energy. In cases where alternate funding sources are available, those funds should be
utilized for any non-weatherization activities before DSM funding is tapped. DSM funding used
for aﬁy health and safety measure should be counted against the 25 percent cap and reported in the
TEP semi-annual DSM filings.

10.  Weatherization Measures. Under the LIW Program, weatherization would be done

in accordance with the Weatherization Assistance Program (“WAP”). WAP is funded by the U.S. |

Department of Energy and administered by the Arizona Department of Commerce Energy Office
(“AEO”). The major weatherization measures would generally fall into four categories:

e Duct repair;

e Pressure management/infiltration control;

e Attic insulation; and

* Repair or replacement of non-functional or hazardous appliances.

11.  With respect to the last item, neither installation of new equipment nor repair of
non-functioning equipment would be DSM measures, because either would result in more energy
use, not less. In cases where non-functioning equipment is replaced, only the incremental cost of
installing high-efficiency equipment (rather than standard equipment) can be considered DSM
spending. Staff has recommended that other costs of repair and replacement be counted against
the 25 percent cap on health and safety spending.

12.  The actual measures installed in a specific home would be based on an on-site audit

and would be required to meet WAP cost-effectiveness tests.

Decision No. _704+56_~__ -
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13.  Additional Weatherization Measures. In addition to the above major weatherization

efforts, additional measures may include the following lower-cost items: (i) compact fluorescent
lamps (“CFLs”) would be installed, if not already in place; (ii) water heater blankets would be
installed, if appropriate under health and safety rules; (iii) low-flow shower heads and (iv) faucet
aerators. (The last two items would be installed, if cost-effective and if funding is available.)* The
average cost for installing all four measures is estimated at approximately $40 per home, or $20

for materials and $20 for additional labor:

14.  Emergency Home Repair; Agencies perform emergency repairs with funding from
the Low Income Home Energy Assistance Program (“LIHEAP”), the Department of Energy
(“DOE”) and the Utility Repair, Replace and Deposit Program (“URRD”). Emergency repairs
include roofing repairs or replacement, flood-related repairs, and repair or replacement of non-
functioning heating and cooling systems. The TEP LIW program would not fund these emergency
repairs, but would provide additional, alternative, funding for installation of the lower-cost energy
efficiency measures listed in (1) through (iv), under “Additional Weatherization Measures.”

15.  If not already on the LIW waiting list, customers in homes visited for emergency
repairs are encouraged to apply for the weatherization program. Most of these customers go on to
apply and are placed on the LIW waiting list. As a result, nearly all homes receiving emergency
repairs and installation of the lower-cost measures are e\}entually weatherized as part of the main
LIW program.

16. Staff has recommended that eVery home where CFLs are installed under the TEP
LITW DSM program be provided with information regarding the proper disposal of burned out or
broken CFLs.

17.  Incentives. The TEP LIW program would provide funding of up to $3,000 per

house for installation of weatherization and health/safety measures. (Agencies may request a

* With respect to the benefits of the four measures: (i) CFLs use approximately 75% less energy than standard bulbs,
also producing less heat, which can cut cooling costs; (ii) if a water heater’s insulation has an R-value of less than R-
24, a water heater blanket can reduce water heating costs by 4-9%; (iii) efficient showerheads can reduce the hot water
consumed during showers by 30%; (iv) faucet aerators provide energy and water savings, and limit wastewater.

~ DecisionNo. 70456
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waiver of this cap on a case-by-case basis from TEP.”) While the program portfolio refers to these
payments as “incentives,” these payments represent reimbursements to community action agencies
for completed weatherization work and are not considered incentives by Staff.

Delivery Strategy

18.  TEP would provide funding to the participating community action agencies, the
Tucson Urban League (“TUL”) and Pima County Community Services (“PCCS”). Funding would
be based on completed and documented weatherization work.

1.  TUL and PCCS would:

e promote the LIW program;
e determine participant eligibility and priority;
e complete all weatherization work, or oversee completion by their contractors®; and

e provide program administration, planning coordination, labor, materials, equipment
and database updates.

20.  The AEO would provide an on-line process for data collection and input, while the
agencies would complete the process and input the required data. TEP would work with AEO to

provide the information needed to meet Commission reporting requirements.

Marketing
21.  TEP has not included a cost for marketing in its proposed budget for the LIW

program. The TEP LIW program has been in existence since 1993 and there is enough demand for
the program’s services to make a marketing allocation from DSM dollars unnecessary.

22.  Even without a mérketing allocation, TEP continues to promote the LIW program
in the following ways: (1) through speaking engagements and outreach presentations; (ii) through
the TEP call center; and (iii) through a page on the TEP Web site that directs interested parties to
call TUL or PCCS.

* An example of the type of situation where a waiver may be requested is when the HVAC system needs to be replaced
and the home also requires major weatherization.

® TUL performs weatherization work on both an in-house and a contracted basis; PCCS uses contractors for all its
weatherization work.

- Decision No. 70456 7
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23. Other‘ program promotion occurs through TUL and PCCS. The two participating
action agencies promote the LIW progrém through presentations to community organizations,
promotional materials distributed to neighborhood community and recreation centers, and thrbugh
their responses to calls directed from TEP. |

Program Budget

24.  The budget for the proposed low—incorhe weatherization program is provided
below. Of the proposed $381,000, TEP would retain approximately $24,765 (6.5%) for in-house
administrative costs’, while an estimated $16,235 (4.3%)8 would go to AEO for blower door and
duct leak tramming, and for its services related to reporting, monitoring and evaluation. The
remaining funding, approximately $340,000 (or 89.2%) would be divided proportionately between
TUL and PCCS based on the number of TEP customers in the areas overseen by each agency.

25. TEP should take action to ensure that its in-house costs are recovered from base
rates, or from the DSM adjustor (if an adjustor is approved) but not from both.

Proposed Low-income Weatherization 2008 Budget

Managerial and Clerical $19,812
Overhead _ ’ $4,953 3
Total AdministrativeCost . = = | $24,765
Support Activity Labor (AEO) $10,000
Financial Incentives’ $340,000

‘Total Direct Installation ] $350,000°
EM&V'’/Research Activity $5.611
EM&V Overhead

_Total EM&V

Tota] Budget

$412,407

7 Administrative and O&M costs for the TEP LIW program include program oversight and management, collecting
and preparing data, oversight of community action agencies (including verifying and paying invoices), answering
customer questions and ongoing program design.

® This amount includes $10,000 for Support Activity Labor and $6,235 for EM&V. (See the table entitled “Proposed
Low-income Weatherization 2008 Budget.”)

® This refers to the amount paid to community action agencies for weatherization and health and safety activities. Staff
does not consider these payments to be incentives.

' Evaluation, Measurement and Verification.

Decision No. 70456 -
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26. The year-by-year budget shown in the table above includes a 3 percent annual

increase, to compensate for inflation.

Participation
27.  Eighty-four homes were weatherized under the existing TEP program in 2007, at a

total actual cost of $164,986, for an average of $1,964 per home (this includes administrative
costs). TEP projects that approximately 184 low-income homes would be weatherized per year at
the proposed $381,000 budget, making the average éost per home $2,071 (also including
administrative costs).

Monitoring and Evaluation

28.  As part of the monitoring process, TEP would require participating agencies to
provide data concerning each measure installed, so that energy savings can be tracked. Working
with AEO, TEP would track, manage and evaluate the program, adopting a strategy of integrated

data collection that would include the following activities:

o Database management — participating agencies would collect data and AEO
would provide period reporting.

e Implementation of integrated data collection — TEP and AEO would
establish a system of data collection to support program management and
evaluation;

e Field verification — the AEO or its contractor would verify the installation of a
sample of measures; and

e Tracking of savings using deemed savings values — AEO would establish the
savings for each measure and technology and would periodically review and
revise the savings based on bill analysis.

29.  This approach would provide TEP with ongoing feedback on program progress and
enable management to adjust or correct programs to be more effective and more cost beneficial.

Reporting Requirements

30.  TEP files semi-annual reports concerning its DSM programs and has voluntarily
included the LIW program in these reports, even though it was not part of its DSM portfolio. If
the LIW program is approved by the Commission as a DSM program, Staff has recommended that

TEP continue to include the LIW program in its semi-annual reports. The information should

Decision No. 70456
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include, at a minimum (i) the number of homes weatherized; (1) the percentage of the overall LIW
budget spent on health and safety spending; (iii) the amount of LIW funding retained by TEP for
administration, planning, development, or any other purpose; (iv) copies of new or revised
marketing materials; (v) estimated cost savings to participants; (vi) gas, electric, and
environmental savings as determined by the monitoring and evaluation process; (vii) the total
amount of the program budget spent during the previous six months, the previous year and since
the inception of the program; (viii) any significant impacts on program cost-effectiveness; and (ix)
descriptions of any problems and proposed solutions, including movements of funding from one
program to another.

Benefit-Cost Analysis

31.  Although Staff calculated the benefit-cost ratio of the LIW program at 0.97, slightly
below the cost-effectiveness threshold of 1.0, the program can be cénsidered cost-effective once
the projected environmental savings (which are not monetized, but which are greater than zero) are
also taken into account. The 0.97 benefit-cost ratio includes both kWh and therm savings. '' The
projected cost of health and safety measures, estimated at 15 percent of the total LIW budget, are
excluded from the cost-effectiveness calculation.

32. To date, energy savings arising from the LIW program have not been tracked,
although formal tracking would be instituted under the proposed enhanced program. (See the
section entitled “Monitoring and Evaluation.”) Current projected energy savings used to calculate
cost-effectiveness are based on an AEO study of 150 Phoenix area homes and so projected therm
savings may be conservative for the cooler Tucson area. If therm savings prove to be higher than

projected, cost-effectiveness and environmental savings (below) would also be higher.

' The prevalence of evaporative coolers (rather than air conditioners) and gas furnaces (instead of electric heat pumps)
in the TEP service territory result primarily in therm savings, although limited kWh savings are projected. There is no
fuel switching issue, since there is no increase in electric use and because the program measures are designed to
achieve whatever energy savings are available in a specific household, rather than to promote one fuel source at the
expense of another. '

Decision No. 70456 —
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kWh, Therm and Environment Savings

33. At the anticipated participation levels, the LIW program would save an estimated
1,886,422 therms and 2,021 MWh over the lifetime of the measures installed through the program.
Environmental benefits based on these projected savings are provided in the table below.

LIW Projected Lifetime Environmental Benefits, 2008 — 2012 (Electric only)

TEP Environmental Factors Environmental
savings (1bs.)
SOx 2.39 1bs./MWh 4,830
NOx 3.97 Ibs./ MWh 8,023
CO, 2,088 1bs./MWh 4,219,838
34. In addition to the above electric savings, avoided CO, emissions resulting from

therm savings are estimated at 22,259,780 Ibs. Total program CO, savings, both gas and electric,
are projected at 26,479,618 Ibs.'?

Summary of Staff Recommendations

35.  Staff has recommended that the LIW program be approved, with the modifications
included herein.

36.  Staff has recommended that DSM funding be utilized whenever possible for
weatherization activities that conserve energy. In cases where alternate funding sources are
available, those funds should be utilized for any non-weatherization activities before DSM funding
is tapped.

37. Staff has recommended that costs of repair and replacement be counted against the
25 percent cap on health and safety spending, with the exception of the incremental cost of
installing high-efficiency (rather than standard) replacement equipment.

38. Staff has recommended that TEP be allowed to shift unused funding from other
Residential TEP DSM programs into the LIW program, if TEP determines this would facilitate

DSM program objectives.

124,219,838 Ibs. from kWh savings + 22,259,780 from therm savings.

Decision No. 70456 ~
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39.  Staff has recommended that every home where CFLs are installed under the TEP
LIW DSM program be provided with information regarding the proper disposal of burned out or
broken CFLs. |

40. Staff has recommended that no funding be shifted out of the LIW program without
prior Commission approval.

41. Staff has recommended that TEP work to improve the program’s cost-effectiveness.

42.  TEP files semi-annual reports concerning its DSM programs and has voluntarily
included the LIW program in these reports, even though it was not part of its DSM portfolio. If
the LIW program is approved by the Commission as a DSM program, Staff has recommended that
TEP continue to include the LIW program in its semi-annual reports. The information should
include, at a minimum: (i) the number of homes weatherized; (ii) the percentage of the overall
LIW budget spent on health and safety spending; (iii) the amount of LIW funding retained by TEP
for administration, planning, development, or any other purpose; (iv) copies of new or revised
marketing materials; (v) estimated cost savings to participants; (vi) gas, electric, and
environmental savings as determined by the monitoring and evaluation process; (vii) the total
amount of the program budget spent during the previous six months, the previous year and since
the inception of the program; (viii) any significant impacts on program cost-effectiveness; and (ix)
descriptions of any problems and proposed solutions, including movements of funding from one
program to another.

CONCLUSIONS OF LAW

1. TEP is an Arizona public service corporation within the meaning of Article XV,

Section 2, of the Arizona Constitution.

2. The Commission has jurisdiction over TEP and over the subject matter of the
application.
3. The Commission, having reviewed the application and Staff’s Memorandum dated

July 11, 2008, concludes that it is in the public interest to approve the TEP LIW program as

discussed herein.

Decision No. 70456 -
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ORDER

IT IS THEREFORE ORDERED that the TEP LIW Program be approved, with the
modifications included herein. k |

IT IS FURTHER ORDERED that DSM funding be utilized whenever possible for
weatherization activities that conserve energy. In cases where alternate funding sources are
available, those funds should be utilized for any non-weatherization activities before DSM funding
is tapped. |

IT IS FURTHER ORDERED that costs of repair and replacement be counted against the
25 percent cap on health and safety spending, with the exception of the incremental cost of
installing high-efficiency (rather than standard) replacement equipment.

IT IS FURTHER ORDERED that TEP be allowed to shift unused funding from other
Residential TEP DSM programs into the LIW program, if TEP determines this would facilitate
DSM program objectives.

IT IS FURTHER ORDERED that every home where CFLs are installed under the TEP |
LIW DSM program be provided with information regarding the proper disposal of burned out or
broken CFLs.

IT IS FURTHER ORDERED that no funding be shifted out of the LIW program without

prior Commission approval.

IT IS FURTHER ORDERED that TEP continue to include the LIW program in its semi-
annual reports. The information shall include, at a minimum: (i) the number of homes
weatherized; (i1) the percentage of the overall LIW budget spent on health and safety spending;
(ii1) the amount of LIW funding retained by TEP for administration, planhing, development, or any
other purpose; (1v) copies of new or revised marketing materials; (v) estimated cost savings to

participants; (vi) gas, electric, and environmental savings as determined by the monitoring and

-Decision No. LML -
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1 Jlevaluation process; (vii) the total amount of the program budget spent during the previous six
2 {months, the previous year and since the inception of the program; (viii) any significant impacts on
3 |program cost-effectiveness; and (ix) descriptions of any problems and proposed solutions,
4 |lincluding movements of funding from one program to another.
5 IT IS FURTHER ORDERED that this Decision shall become effective immediately.
; ;
7 BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION
8
9 %A_ rr ,‘/—% LA AN
- CHAIRMAN COMMISSIONER
10
1<1\ g“ e % {7 W
¢
12 \%DW _MM £ M"_ M ¢ M
f’WSIONER COMMISSIONER / LOMIMISSIONER
13
14 IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive
15 Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this
16 Commission to be affixed at the Capitol, in the City of
. Phoenix, this (¥~ day of &144 %ég;’f_’ , 2008.
19 7. / 4 /
BRIAN C.McNEI
20 EXECUTIVE D CTOR
21
23
DISSENT:
24
25 EGJ:JKM:Ihm\JMA
26
27
28
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