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NOTICE OF ERRATA 

Southwest Energy Efficiency Project ("SWEEP"), through its undersigned counsel, 

hereby provides notice that it has this day filed corrected direct testimony for Jeff Schlegel 

reflecting the following changes: 

Page 5 ,  DELETE the following text on lines 28-30: 

The 2014 authorized budget was $4.79 million, and the current total two-year budget for 

2015-2016 is about $6.4 million, or about $3.2 million annually on average. 
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INSERT: 

The 2014 authorized program budget was $4.79 million, and the current authorized 

program budget for 201 5 and 201 6 is $6.42 million each year. 

Page 7, line 30, after 37,500, INSERT: 

To 40,000 MWh 

Page 7, DELETE the following text on lines 37-42: 

SWEEP estimates that the total energy efficiency budget for 2016 should be about $4.2 

million - higher than the $3.2 million approved by the Commission in Decision No. 75297 for 

2015, but lower than the $4.79 million Commission-authorized budget for 2014. SWEEP also 

estimates that the annual energy efficiency budget for 201 7 and each year for the balance of the 

decade should be about $5.0-5.5 million, 

INSERT: 

SWEEP estimates that the total energy efficiency program budget for 2016 should be 

about $4.85 million - which is less than the $6.42 million approved by the Commission in 

Decision No. 75297 for 2015 and 2016 each year, and only slightly higher than the $4.79 million 

Commission-authorized budget for 20 14 (note that these numbers for authorized and estimated 

program budgets do not include other costs such as the performance incentive and evaluation). 

SWEEP also estimates that the annual energy efficiency program budget for 2017 and each year 

for the balance of the decade should be about $5.0-5.5 million, 

A full copy of the corrected testimony is attached to this Notice. 
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1 Introduction 
2 
3 
4 
5 
6 Tucson, Arizona 85704-3224. 
7 
8 Q. For whom are you testifjmg? 
9 

1 0  A. I am testifying on behalf of the Southwest Energy Efficiency Project (SWEEP). 
11 
1 2  Q. Please describe the Southwest Energy Efficiency Project (SWEEP). 
13 
14 A. SWEEP is a public interest organization dedicated to advancing energy efficiency 
15 as a means of promoting customer benefits, economic prosperity, and 
16 environmental protection in the six states of Arizona, Colorado, Nevada, New 
17 Mexico, Utah, and Wyoming. SWEEP works on state legislation; analysis of 
18 energy efficiency opportunities and potential; expansion of state and utility energy 
19 efficiency programs as well as the design of these programs; building energy 
20 codes and appliance standards; and voluntary partnersbps with the private sector 
2 1  to advance energy efficiency. SWEEP collaborates with utilities, state agencies, 
22 environmental groups, universities, and energy specialists in the region. SWEEP 
23 is funded by foundations and the U.S. Department of Energy. I am the Arizona 
24 Representative for SWEEP. 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 recovery in base rates. 

Q. Please state your name and business address. 

A. My name is Jeff Schlegel. My business address is 1167 W. Samalayuca Drive, 

Q. What are your professional qualifications? 

A. I am an independent consultant specializing in policy analysis, evaluation and 
research, planning, and program design for energy efficiency programs and clean 
energy resources. I consult for public groups and government agencies, and I have 
been working in the field for over 30 years. I have testified before the Arizona 
Corporation Commission in many proceedings. In addition to my responsibilities 
with SWEEP in Arizona, I am working or have worked extensively in many states 
that have effective energy efficiency programs, including California, Connecticut, 
Massachusetts, Michigan, New Jersey, Vermont, and Wisconsin. 

Q. What is the purpose of your testimony? 

A. In my testimony, I will summarize the public interest in increasing electric energy 
efficiency; discuss the status of UNS Electric’s energy-saving offerings for its 
customers; recommend an increase in energy efficiency program funding and 
offerings to benefit UNS Electric’s customers; and propose that energy efficiency, 
as a core energy resource meeting the real energy needs of customers at lowest 
cost, should be funded through a stable cost recovery mechanism, with cost 
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The Public Interest in Increasing Electric Energy Efficiency 

Q. What is the public interest in increasing electric energy efficiency? 

A. Electric energy efficiency is in the public interest. Increasing energy efficiency 
will provide significant and cost-effective benefits for all UNS Electric customers, 
the electric system, the economy, and the environment. Electric energy efficiency 
is a reliable energy resource that is less expensive than other available energy 
resources. Consequently, increasing energy efficiency will save consumers and 
businesses money through lower electric bills and the deferral of unnecessary, 
more expensive resources, resulting in lower total costs for customers. 

Increasing energy efficiency also reduces load growth; diversifies energy 
resources; enhances the reliability of the electricity grid; reduces the amount of 
water used for power generation; reduces air pollution; creates jobs that cannot be 
outsourced; and improves the economy. In addition, meeting a portion of load 
growth through increased energy efficiency can help to relieve system constraints 
in load pockets. By reducing electricity demand, energy efficiency mitigates 
electricity and fuel price increases and reduces customer vulnerability and 
exposure to price volatility. Energy efficiency does not rely on any fuel and is not 
subject to shortages of supply, increased prices, or price volatility of energy fuels. 

Q. What are the estimated costs for energy efficiency savings? 

A. Energy efficiency is a reliable energy resource that costs significantly less than 
other resources for meeting the energy needs of customers in UNS Electric’s 
service territory. For example, in 20 14, the cost of energy efficiency programs 
per lifetime kWh saved was $0.01 1 .l Notably, in its 2014 Integrated Resource 
Plan, UNS Electric identifies energy efficiency as the “lowest cost resource.”2 In 
comparison, the levelized cost of new generation for other energy resources is 
substantially more: natural gas combined cycle generation costs between $0.088- 
$0.1 19kWh; coal generation costs between $0.125-$0.261/kWh; and nuclear 
generation costs $ 0 . 1 5 4 / k ~ h . ~  

Q. Why should energy efficiency be considered in the context of the UNS Electric 
rate case proceeding? 

UNS Electric, January-December 2014 Demand Side Management Report, February 27,2015, 
httQ:~iimaees.edocket.azcc .nov/docketDdCOOOO 160426 adf. Costs include the cost of rebates and 
incentives; training and technical assistance; consumer education; program implementation; program 
marketing; measurement, evaluation, and research; and program development, analysis, and reporting 
costs. Demand response programs were excluded from this calculation. 

htcn:i!irnases.edocke.t.azcc.~~v/d~c,ketpd~~OOO~~~~ll .pdf. Note that UNS Electric in its 20 14 
Integrated Resource Plan used a much higher levelized cost of energy efficiency of $60/MWh 
($O.O6O/kWh), which is much higher than the current costs of energy efficiency programs. 

UNS Electric, 2014 Integrated Resource Plan, April 1,2014, 2 

Ibid. 
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A. The Commission, in approving any order that changes or increases rates for 
customers, should ensure that the least cost resource - energy efficiency - is fully 
pursued. Consequently, in its order on the UNS Electric rate case, the 
Commission should ensure that UNS Electric is on a path to meet the energy 
savings levels set forth in the Electric Energy Efficiency Standard and Rule 
(“EEES”) beginning in 201 6; ensure that there is adequate funding to achieve the 
EEES energy savings levels and attain the associated customer and public 
benefits; and treat energy efficiency as the core energy resource that it is by 
providing a stable, long-term cost recovery mechanism and adequate funding in 
base rates. 

The Status of UNS Electric’s Energy Efficiency Proprams for Customers 

Q. What energy efficiency programs and measures does UNS Electric offer to its 
customers? 

A. UNS Electric offers a suite of programs for both residential and commercial 
customers, including homeowners, renters, limited income customers, small 
businesses, schools, and large commercial and industrial customers. Some of 
these programs have been recognized as best practice programs. For example 
UNS Electric’s Efficient Home program was recognized as “exemplary” in a 
recent national review of utility energy efficiency programs conducted by the 
American Council for an Energy Efficient Economy (ACEEE).4 

Q. At what levels has UNS Electric invested in energy efficiency in the past? 

A. From 20 1 1-20 14 UNS Electric invested about $13.7 million in energy efficiency, 
with the average annual expenditure being about $3.85 million over the 20 12- 
201 4 period (after the 201 1 ramp up year).5 The 2014 authorized program budget 
was $4.79 million, and the current authorized program budget for 201 5 and 201 6 
is $6.42 million each year.6 

Q. What have UNS Electric’s energy efficiency programs accomplished? 

A. UNS Electric’s cost-effective programs have delivered significant economic, 
energy, and environmental benefits for customers. For example, from 201 1-2014, 
UNS Electric reports that its energy efficiency portfolio delivered net benefits 
exceeding $40 million dollars and lifetime savings exceeding 988,320 MWh.7 

American Council for an Energy Efficient Economy, ACEEE’s Thrd National Review of Exemplary 4 

Energy Efficiency Programs, June 20,20 13, 
fitrn:~iaceee.oraisites’defaul tifjlesi~ubl~catjnns!researchreports/ul32.rsdf 

See UNS Electric Annual Demand Side Management Reports for 20 1 1-20 14. 
See Arizona Corporation Commission Decision No. 75297, page 24. 
See UNS Electric Annual Demand Side Management Reports for 20 1 1-20 14. I 
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Q. Have there been recent enhancements to or expansions of UNS Electric’s energy 
efficiency programs? 

A. Yes. Commission Decision No. 75297, dated October 27, 2015, approved several 
program enhancements including new lighting and appliance measures for 
residential customers through the Efficient Products program; new opportunities 
for renters to save on cooling costs through the Multi-family program; and new 
opportunities for commercial and school customers to save on cooling and 
lighting costs through the Commercial and Industrial Facilities and Schools 
programs. In the Decision, the Commission also enhanced program flexibility to 
allow UNS Electric to offer cost-effective emerging technologies through 
multiple programs. It also created a pathway for UNS Electric to restart a Home 
Energy Reports program. A similar program offered by Arizona Public Service 
Company (APS) enrolled about 27% of APS’ residential customers in 201 58 and 
delivered about 17% of all residential energy savings in 2014.9 

SWEEP appreciates the Commission’s actions in approving these additional 
measures and providing the enhanced program flexibility for UNS Electric. 

Increasing Enerw Efficiency to Reduce Utility Bills for UNS Electric Customers 

Q. What should the Commission do to increase opportunities for UNS Electric 
customers to reduce their energy bills through energy efficiency - which will also 
help customers mitigate the effects of any rate increase? 

A. In its order in the UNS Electric rate case, the Commission should ensure that UNS 
Electric is on a path to meet the energy savings levels set forth in the Electric 
Energy Efficiency Standard and Rule (“EEES”) by 2016; ensure that there is 
adequate funding to achieve the EEES energy savings levels and attain the 
associated public benefits, including through some additional program offerings; 
and treat energy efficiency as the core energy resource that it is by expensing the 
energy efficiency program funding in base rates. 

Because of SWEEP’S proposal to recover costs in base rates, we need to estimate, 
in the rate case proceeding, the amount of funding that would be necessary to 
support the energy efficiency programs, though the specific details of the 
programs and budgets would be addressed in the Implementation Plan process. 

Q. What energy savings levels should UNS Electric meet, by when? 

Arizona Public Service Company, January-June 2015 Demand Side Management Report, September 

Arizona Public Service Company, January-December 20 14 Demand Side Management Report, 
1, 201 5 ,  ht~:liima,oes.edocke~.~cc.rro.v./do~~etpdfl~0001660 15.pdf 

February 27, 20 15, http:’iiinaaes.edocket.azcc.Crov~dock~~d00000 160433 .pdf 

6 



1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
1 2  
13 
14 
15 
16 
17 
18 
19 
20 
2 1  
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Direct Testimony of Jeff Schlegel, SWEEP 
Docket No. E-04204A-15-0142 

A. The Commission, in approving any order that increases rates for UNS Electric 
customers, should ensure that the least cost resource - energy efficiency - is fully 
pursued, consistent with the Commission-adopted EEES, which established 
cumulative annual energy savings requirements to make certain that energy 
efficiency and all of its associated public interest benefits would be realized. 
While UNS Electric is not currently meeting the EEES savings levels in terms of 
cumulative annual savings, due to a variety of reasons, SWEEP recommends that 
UNS Electric increase annual energy savings slightly in 20 16 and 20 17 in order to 
meet the cumulative annual energy savings levels in the EEES beginning in 201 6, 
and then stay on track to achieve the savings levels throughout the remaining 
years of the EEES. 

The cumulative annual energy savings requirements set forth in the EEES are as 
follows (expressed below as cumulative annual energy savings as a percent of 
retail energy sales in the prior calendar year): . . 
. . 

2015: 9.50% cumulative annual energy savings 
201 6: 12.00% cumulative annual energy savings 
2017: 14.50% cumulative annual energy savings 
201 8: 17.00% cumulative annual energy savings 
2019: 19.50% cumulative annual energy savings 
2020: 22.00% cumulative annual energy savings 

Staff has estimated that UNS Electric may reach a cumulative annual savings 
percentage of 9% in 2015 compared to the EEES level of 9.50%, and Staff has 
recognized that UNS Electric may have a better opportunity to meet the 12.0% 
standard in 201 6 with the implementation of new measures. lo SWEEP 
recommends that UNS Electric increase its annual energy savings in order to meet 
or exceed the savings levels set forth in the EEES beginning in 201 6. SWEEP 
estimates that annual energy savings in 20 16 and 20 17 would need to be about 
37,500 to 40,000 MWh each year, or slightly higher than the 35,004 MWh UNS 
Electric and its customers achieved in 20 14. l1 

Q. What should the UNS Electric energy efficiency budget be in order to fund and 
fully support the achievement of the higher energy savings in 201 6,201 7, and the 
remainder of the decade? 

A. SWEEP estimates that the total energy efficiency program budget for 20 16 should 
be about $4.85 million -which is less than the $6.42 million approved by the 
Commission in Decision No. 75297 for 201 5 and 201 6 each year, and only 
slightly higher than the $4.79 million Commission-authorized budget for 20 14 
(note that these numbers for authorized and estimated program budgets do not 
include other costs such as the performance incentive and evaluation). SWEEP 
also estimates that the annual energy efficiency program budget for 20 17 and each 
year for the balance of the decade should be about $5.0-5.5 million, reflecting an 

See Arizona Corporation Commission Decision No. 75297, page 26. 
UNS Electric Annual Demand Side Management Report for 2014. 
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4 Q. 

assumption that the cost per kWh saved in future years will probably be 
somewhat higher than the $0.01 1 cost per lifetime kWh saved during 2014. 

What new or additional energy efficiency programs or measures should UNS 
Electric implement? 

Significant energy saving opportunities for UNS Electric customers exist and 
remain untapped. For example, UNS Electric should implement a Home Energy 
Reports program, a Small Business Energy Reports program, and a Conservation 
Voltage Reduction program. The Home Energy Reports programs will provide 
additional opportunities to inform customers about other ways to save energy, and 
will generate additional leads for other program services in addition to saving 
energy through changes in customer actions and behavior. UNS Electric should 
also explore ways to integrate energy efficiency and demand response offerings 
(often called “integrated demand response”) and provide new energy efficiency 
measures such as smart thermostats. Additional efforts at targeted outreach and 
tailored assistance should be offered to the main types of business customers in 
the service territory through the Commercial and Industrial (C&I) programs. 

These and perhaps other additional energy efficiency programs and measures, and 
the specific details, should be considered, analyzed, and approved during the 
Implementation Plan process before the Commission. UNS Electric is scheduled 
to submit its next Implementation Plan during 20 16, and the specific details 
regarding programs and measures for 2017 and beyond can and should be 
addressed in the Implementation Plan proceeding. The total level of energy 
efficiency program funding, which SWEEP proposes be recovered in base rates, 
should be determined in the rate case. In the interim, prior to the 201 7 
Implementation Plan proceeding, the additional funding for 20 16 recommended 
by SWEEP above, if approved in the rate case, should be used to increase the 
number of customers served by the current Commission-approved programs and 
measures, and could be used to help support the ramp up of a Home Energy 
Reports program (if there is adequate progress in the field and demonstrated cost- 
effectiveness in early 201 6), as well as support the implementation of emerging 
technologies. 

35 
36 
37 
38 
39 
40 
41 
42 

The Costs of Energy Efficiency Programs Should be Recovered in Base Rates 

Q. How can adequate funding to achieve lugher energy savings for UNS Electric 
customers be ensured? What cost recovery approach should be used? 

A. UNS Electric has positioned energy efficiency as an important, core resource to 
meet energy needs and load over the next decade. For example in 2024, energy 
efficiency will comprise more than 14% of UNS Electric’s energy resource 
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portfolio, up from 5.4% in 2014.12 As a result, energy efficiency is one of UNS 
Electric’s fastest growing energy resources for meeting customers’ energy needs 
and UNSE-projected load growth over the next few years. 

As a core resource meeting the real energy needs of customers at lowest cost, 
energy efficiency should be adequately funded through a stable, fully imbedded 
funding and cost recovery mechanism. In order to provide adequate and 
appropriate treatment for this core, fundamental energy and capacity resource, a 
total of $5 million of energy efficiency program funding should be expensed in 
base rates. As a core resource, it is appropriate for energy efficiency cost 
recovery to be in base rates rather than in a separate adjustor mechanism. 
Recovery of energy efficiency program costs in base rates will help ensure that 
the numerous public interest benefits of this core resource will be fully realized. 

The demand side management (DSM) adjustor mechanism should still remain 
intact, but it should be used as an adjustor to recover or refund any energy 
efficiency funding amounts above or below the $ 5  million in base rates, needed to 
implement energy efficiency programs to meet the energy savings levels 
established by the EEES. In this way, the DSM adjustor mechanism would serve 
as a flexible means of accounting and adjusting for the market realities of actual 
energy efficiency spending not necessarily being exactly what was projected in 
the Implementation Plan budgets. The planned level of funding for energy 
efficiency programs would be recovered in base rates. 

Note that SWEEP plans to expand on this recommendation to recover energy 
efficiency program costs in base rates in my direct testimony in the rate design 
phase of this proceeding. At this point SWEEP is notifying UNS Electric, the 
Commission, Staff, and the parties of this proposal from SWEEP, since the 
energy efficiency funding would affect the revenue requirement and the base 
rates, with additional details to be provided during the rate design phase. 

Q. Has the Commission allowed energy efficiency program funding to be expensed 
in base rates previously? 

A. Yes. In Commission Decision No. 67744, approving the settlement agreement to 
increase Arizona Public Service Company (APS) rates in 2005, an annual $10 
million allowance for DSM costs was approved for inclusion within base rates. In 
2006, the year directly following that decision, the Company spent $10.6 million 
on energy efficiency programs. Thus the $10 million of funding in base rates 
equated to more than 90% of energy efficiency program expenditures in that year. 

UNS Electric, 2014 Integrated Resource Plan. April 1,2014, 12 

http:/~imagcs.edncket.azcc.eovldocke~df0000 1521 1 1 .ndf. 

9 



Direct Testimony of Jeff Schlegel, SWEEP 
Docket No. E-04204A-15-0142 

1 Conclusion 
2 
3 
4 
5 
6 SWEEP. 

Q. Does this conclude your testimony? 

A. Yes. Thank you for the opportunity to provide my testimony on behalf of 
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