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The Florida Energy Efficiency and Conservation Act (FEECA),
Sections 366.80 - 366.85, Florida Statutes, requires the Commission
to adopt goals to reduce and control the growth rates of electric
consumption and weather-sensitive peak demand. In Docket No.
930551-EG, the Commission set numeric demand-side management (DSM)
goals for Gulf Power Company (Gulf) (Order No. PSC-94-1313-FOF-EG,
issued October 25, 1994). Gulf's DSM Plan, designed to meet these
goals, was approved by the Commission in Docket No. 941172-EG
{(Order No. PSC-95~0691~FOF-EI, issued June 9, 1995).

Gulf has an existing Commission-approved lcan program known as
Gulf Express. This loan has been offered to residential customers
so that they could add energy-saving measures and equipment to
their homes. Gulf subsidizes the loan by buying down the interest
rate, Loan expenses have been recovered by the company through the
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Energy Conservation Cost Recovery (ECCR) Clause. However, the
program is no longer cost-effective; therefore, Gulf has ceased
issuing new Gulf Express loans. Gulf plans to keep the Gulf
Express Loan Program open only until all outstanding loans have
been repaid.

Because it wishes to continue offering reduced-rate loans for
customer installation of conservation measures, Gulf has petitioned
the Commission for approval of the Good Cents Energy Loan. This
new program offers loans of up to $15,000, with up to a seven-year
period for payback, for the installation of up to 18 energy
conservation measures. Gulf plans to use a Southern Company
subsidiary to provide the loans at lower than market rates. In
addition, Gulf will buy down the interest rate by 1%. Gulf’s
expenses from the proposed loan program would be passed on to
ratepayers through the ECCR clause,

While new homes are not eligible for Gulf’s proposed loan
program, all residential customers with existing homes in Gulf’s
service territory are eligible to participate. Natural gas
heating, in combination with electric air conditioning or heat
pumps, is eligible for Gulf’s loan program. However, Gulf expects
the bulk of its loans to be issued for the following: conversion
from natural gas heating to an electric heat pump; conversion from
electric strip heating to heat pumps; replacement of an old
electric heat pump with a new, more efficient heat pump; geothermal
applications; and addition of attic insulation up to R-38.
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RASCUSSION OF ISSUES

ISSUE 1: Should the Commission approve Gulf Power Company's
petition for approval of its new Good Cents Energy Loan Program,
including approval for «cost recovery through the Energy
Conservation Cost Recovery Clause?

EECOMMENDATION : No. Contrary to Rule 25-17.001, Florida
Administrative Code, and FEECA, Gulf’s proposed loan program: (1)
is forecasted to increase winter peak demand and annual energy
consumption while only minimally reducing summer peak demand; (2)
does not include any end-use metering to verify estimated demand
savings; (3) does not pass the Participants’ test or the Total
Resource Cost (TRC) test and minimally passes the Rate lmpact
Measure (RIM) test; and (4) encourages the switch from natural gas
heating to electric heating.

STANT AMALYSIS: When the Commis ion reviews conservation
programs, it considers three criteria:

1. Whether the program advances the policy objectives of Rule 25-
17.001, Florida Administrative Code, and FEL.A;

2. Whether the program is directly monitorable and yields
measurable results; and

3. Whether the program is cost-effective.

Staff has four major concerns with Gulf’s proposed Good Cents
Energy Loan program: (1) it is expected to increase winter peak
demand and annual energy usage, but minimally reduce summer peak
demand; (2) it does not include any end-use metering to verify
estimated demand and energy impacts; (3) it fails to pass the
Participants’ test (0.28 benefit-cost ratio) and the Total Resource
Cost (TRC) test (0.06), and is marginally cost-effective (1.01)
under the Rate Impact Measure (RIM) test; and (4) it deocez not
represent energy conservation, but, rather, electricity competing
with natural gas.

1. Winter Demand and Annual Energy Increase / Minimal Summer
Demand Reduction

Rule 25-17.001(2), Florida Administrative Code, summarizes the
Commission’s policy on energy conservation:
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The Florida Energy Efficiency and Conservation Act
requires increasing the efficiency of the electric
systems of Florida, increasing the conservation of
expensive resources, such as petroleum fuels, reducing

the growth rate of weather sensitive peak demand, and

reducing and controlling the growth rate of kilowatt hour
conasumption to the extent cost effective. (Emphasis
added)

Gulf estimates that the proposed Good Cents Loan Program will
reduce summer peak demand by a total of 252 kW (0.252 MW), or 0.42
kW per participant. However, the program is expected to increase
annual energy consumption by 168,600 kWh (281 kWh per participant)
and winter peak demand by a total of 1164 kW (1.164 MW), or 1.94 kW
per participant. Gulf attributes these increases to the high
saturation of natural gas heating in its service territory.

There are 18 eligible conservation measures in Gulf’'s Good
Cents Energy Loan program; five of these measures are expected to
have the highest level of customer participation. The kW demand,
kWh energy, and percent participation estimates for these five
measures were combined to arrive at the totals for the loan
program. This analysis is summarized in the following table:

FER-FARTICIPANT BAVINGS
(WEIGHTED AVERAGE)

Winter Summme ¢ Annual
kW kW kWh

gas heat to heat pump

heat pump to heat pump
strip heat to heat pump
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R-38 attic insulation mmm

Customers who want to install new natural gas heating in
combination with electric air conditioning can obtain a loan under
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Gulf’s proposed Good Cents Energy Loan program. However, switching
from natural gas heating to electric heat pumps is expected. The
preceding table shows Gulf's expectation that a majority (55%) of
all loans for heating, ventilating, and air conditioning (HVAC)
replacements will be the conversion from natural gas heating to
electric heat pumps. This conversion is the cause of increased
winter demand and annual energy consumption for the overall loan
program. Increased demand and energy consumption is clearly
contrary to the intent of Rule 25-17.001, Florida Administrative
Code, and FEECA. Further, the increased winter demand and annual
energy increases from natural gas conversion tec electric heat pumps
offset any savings from other options eligible under the proposed
loan program.

2. Program Monitoring

The forecasted demand and energy savings (or increases) for
Gulf’s Good Cents Energy Loan program are based on engineering
estimates. Gulf proposes to analyze billing data to verify the
accuracy of these estimates. Gulf also has historical data on the
impact of conservation measures installed under the existing Gulf
Express loan program. However, without pre- and post-installation
measurement data, staff cannot be sure of the accuracy of Gulf's
engineering estimates.

Staff is also concerned with the impact of the newer, high-
efficiency heat pumps on Gulf’s electric grid. These heat pumps
contain a scroll compressor, which is efficient with heating and
cooling but which may degrade the power factor of a utility
distribution system. If a substantial number of utility customers
install the newer heat pumps, the utility may have to take
corrective steps, with corresponding costs, to improve the power
factor of its distribution system. Because Gulf forecasts only 600
participants in its Good Cents Energy Loan program, Gulf expects
that the cumulative impact of new heat pump additions through this
program on Gulf’s distribution system will be negligible, if
noticeable at all. The minimal savings forecasted by Gulf for the
loan program may be completely negated by the increased costs
caused by low power factor.

3. Cost-effectiv-nass

Gulf's avolided cost is based on a capacity purchase, scheduled
to start in 1999, from the Southern Company. In the past, Gulf has
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used avoided capacity purchases in lieu of avoided generating units
when analyzing the cost-effectiveness of DSM programs. Because
Gulf appears to have reasonably calculated the costs associated
with a capacity purchase, staff does not believe that Gulf’s choice
to use this method is a problem.

The cost-effective analysis of Gulf’s proposed Good Cents Loan
Program, using the RIM, TRC, and Participants’ tests, is attached
to this recommendation as Appendix I. Gulf’s proposed loan program
does pot pass the Participants’ test (0.28 benefit-cost ratio) or
the TRC test (0.06). Staff questions how Gulf expects its
residential customers to participate in a loan program that fails
to pass the Participants’ test. Participant costs consist
primarily of the cost to buy energy-efficient equipment with the
loan. Participant benefits include Gulf’s 1% buy-down of the loan,
and any perceived value from equipment purchases made with the
loan. Since this perceived value is the primary cause for interest
in the program, customers who participate in the program could be
considered as free riders. Further, while this perceived value
cannot be included in any cost-effectiveness analysis, Gulf
apparently expects that customers will pay for this value. Gulf
forecasts 300 participants in the program’s first year (remainder
of 1997) and 600 participants in 1998, No new program participants
are forecasted after 1998, since the avoided capacity purchase is
due to begin in 1999.

Gulf’s proposed loan program minimally passes the RIM test,
with a 1.01 benefit-cost ratio. Under RIM, Gulf forecasts that the
program will not become cost-effective for 11 years on a nominal
basis. On a cumulative present worth basis, the program is not
cost-effective until year 30, the last year of the study period.
The company’s RIM analysis shows that Gulf expects to spend
$3,142,000 over 30 years, on a cumulative present worth basis, to
achieve an expected program benefit of only $35,000 by year 30.

DSM programs that marginally pass the RIM test provide no room
for errors in forecasting demand and energy savings, or changes to
avoided generation costs. This is clearly the case with Gulf’'s
proposed Good Cents Energy Loan program. With a RIM value of 1.01
and a projected total proyram benefit of $35,000 over 30 years,
Gulf’s program is vulnerable tc risks such as forecasting errors or
changes to avoided generation costs.
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4. NHatural Gas Competition

Gulf expects its proposed loan program to increase winter peak
demand and annual energy consumption. As mentioned previously, the
primary reason for this increase is Gulf’s projection that a
majority (55%) of loan recipients will convert from natural gas
heating to electric heat pumps. In large part, this is not energy
conservation but, rather, electricity competing with natural gas.
This result violates the Commission’s policy on fuel neutrality in
conservation programs approved for cost recovery.

In summary, Gulf's proposed Good Cents Energy Loan Program
does not meet any of the criteria by which the Commission has
approved past conservation programs and their cost recovery through
the ECCR clause. Therefore, staff recommends that Gulf’s request
for authorization to implement the proposed Good Cents Energy Loan
program be denied by the Commission.

IB8UR 2: Should this docket be closed?

RECOMMENDATION: Yes.

STANF AMALYSIS: If no person whose substantial interests are
affected by the Commission's proposed agency action files a protest
within twenty-one days of the issuance of the order, Docket No.
970595-EG should be closed.




BPOT) ARE RERUREDY PO SO0 L1 ST ol sed sreipvy SEsUSASIRU T 1800
} L¥vd — Viv0 LndM



HEMTT
¥

; ana]fe

|

= !l
= .

Appendix I

Docket No. 970595-EG
Page 2 of 4

i A8a86a8588
!5!!ll5§555555§55555555ﬂ§i!!

GEH BT EEEL ML

d PLELELE L P EEEE L

i ]h |
i bl
l "Li
1

angzgpA28933REEaRENAR2EYERRsEE

FHIFFEECHHLEER LR LR

LR PR EEHEEEEEHR

LR L R

!!“ PR HEH U L

- [ =]
AIAREARRRRARRRRRRRRARRAR
]

e




A ndix I
. Dgcpzlt Mo. 970595-EG

Page 3 of 4

[ e
HEIERIS SR
:%!'5555555!55!5!5!!3!!li!'i!i!

ﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂ

AT LR HEH B L EEEERL LR

I AL
l! L!E!!Ell!!lli!i!!i!!! LR

-10=




Appe
® | I

nd
t
4

ix
No.
of

I

970595-EG

13!5: ;l]!:?-i" 1E

1 ! :;ilﬁrIE[IGE!!'EEllil!!!l!l!i!!!!!l

g !li“i‘!ﬁ!!lﬂllE!E!E!lil!i§§illl!§

| gt R

SRRSERAERARARRARARRRANRRARRRARR

l!;rlllllllllllilllliillll!llllll
TPl B
1

!
f

l; ]:i LT
i

|

: .lll;*“lliﬁl!{!!E!Iﬂ&ll[lil!ii!ﬂ!i
hﬂjl;l=nlllialiszgzzzsz!saauauza!s;
*iil_~illlllllllal!!sazna!nnazaaa;t

TTHHTH I HHHHTH
i

ahij
N T

=11=




	5-25 No. - 876
	5-25 No. - 877
	5-25 No. - 878
	5-25 No. - 879
	5-25 No. - 880
	5-25 No. - 881
	5-25 No. - 882
	5-25 No. - 883
	5-25 No. - 884
	5-25 No. - 885
	5-25 No. - 886



