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WILL EXAGGERATION BE THE HIGHEST SCORING ATTRIBUTE?

COMMENTS OF SESCO, INC. ON THE PROCEDURES USED TO SCORE
2004-2005 ENERGY EFFICIENCY PROPOSALS

Summary

When the Commission approved the evaluation procedures to be used for the 2004-2005
energy efficiency proposals, 75% of the possible points were attributed to factors directly
affected by the projected energy savings: Cost-effectiveness (40%); Long-term Annual Energy
Savings (20%); and, Peak Demand Reduction (15%). (D.03-08-067, p.24)

Because of the obvious importance of fairly calculating the savings, the Commission
provided specific in-put procedures to be used in calculating the energy savings. Specifically,
the Net-To-Gross (NTG) ratios were set' for 23 different program types; the effective useful life
(EUL) was set for 88 commonly installed measures®, and the source for specific per-unit energy
savings estimates was specified’ (the DEER database). In theory, all proposals would thus be
using the same long term energy savings per measure; certainly no one could have an advantage
by artificially exaggerating the life of their measures or the potential savings from each measure

installed while others were held to a different standard.

Unfortunately this is not the case. Based upon an evaluation of nineteen proposals
offering the same types of measures to the same types of customers using the same fuel in the
same geographic area, 23.1% of the 117 measure lives listed were exaggerated, many by a
serious amount. Of the 115 per-unit energy savings listed, 22.6% were exaggerated by 15% or

more.

' Energy Efficiency Policy Manual, Version 2, August 2003 (Policy Manual), pp. 18-19
2 1Ibid, pp. 16-18

3 1Ibid, p. 23



The tendency to exaggerate® in any one area was highly correlated with exaggerations in
other areas. For example, while the average measure life was exaggerated 23% of the time, the
seven “worst” proposals exaggerated on 51% of their measure lives; two exaggerated at a below
average rate; and ten never exaggerated on their EULs. Similarly, while 22.6% of the savings
were exaggerated by a minimum of 15% or more, the “worst” third exaggerated on their per-unit

savings 69% of the time, while the best third never exaggerated on the savings.

The impact is very significant. For example, the largest exaggerations of long-term
energy savings resulted in increases of 130%, 120% and 72% in claimed long term savings. The
largest impacts on TRC cost-effectiveness values resulted in increases from 1.58 to 2.61 and

from 3.19 to 3.68.

The details of this evaluation are on the succeeding pages. Since we do not mean to
criticize individual proposals and since this is based only upon a sample of the submittals, we are
not identifying the individual proposals. However, to allow the Energy Division to corroborate
our findings, we are providing it with a confidential listing of the proposals included in the

sample and the source of our findings.

The lesson to be learned from this study is that, before the preliminary selections of 2004-
2005 Energy Efficiency programs are completed by the Energy Division, the ALJ and the
Assigned Commissioner, the finalists should be checked to assure that no such exaggerations of
EULSs or of per-unit energy savings are used to artificially raise the claimed energy savings. If
this has occurred, the Energy Division should correct for such exaggerations to assure that this

exaggeration was not substantive with respect to the final selections.

Not correcting for such exaggerations relative to the lower scored alternatives may well

result in not selecting the most optimal portfolio of programs and would open the process up to

* We deliberately use the term “exaggerate” as a neutral term. It may well be that the higher value provided by

some proposals is more accurate than the EUL mandated or the savings value in the DEER database. However,
when evaluating programs, it is vital that all use the same “deemed” values. For example, it may well be that
programmable thermostats do have a 15 year life, rather than the 11 years mandated in the Policy Manual. If so,
then everyone should be using the 15 year value. To the extent that there are inaccuracies in the Policy Manual or
DEER Database values used, if everyone uses the same values, then the impact on selection will be balanced out.
Allowing a few to use higher deemed values provides them with an unfair and unmerited advantage that will be
detrimental to selecting the best portfolio of programs.



serious subsequent challenges and valid second-guessing once the preliminary list is published

and comparisons can take place.

Determining the Sample and Reasonable Baseline Values
The ideal circumstance for such a study would have been to evaluate all of the proposals.
However, limited resources forced SESCO to use a sample of proposals to determine what may

be the extent of the problem, if any.

Rather than take a sample of the total, and leave ourselves open to questions as to why
some were selected but not others, we decided to evaluate 100% of the proposals’ that fit some

reasonably sized category.

We elected to test all residential (both single family and multifamily) gas-savings
programs in the SoCalGas service area, other than new construction. There were nineteen such
proposals (including those submitted for Southern California Edison as long as they claimed gas
savings in their programs). There were eight single family and four multifamily proposals and
seven that covered both. Those that provided measures to both housing types were included in
both categories in that savings are often differentiated between these housing types. As a result,
there were sometimes a total of 26 total “proposals” being evaluated, fifteen single-family and

eleven multifamily.

For purposes of the evaluation, we sampled those gas-savings measures that tended to
appear in multiple proposals. The measures evaluated and the number of times each appeared in

the proposals:

> Disclosure: During the study we determined that one of SESCO’s own proposals was included and that a
measure’s per-unit savings had been exaggerated. This has resulted in an exaggeration in the long term energy
savings for that proposal. It has been so identified to the Commission Staff.



Measures Evaluated Proposed
Appliances 27
Coin-Op Clothes Washer 2
ES Clothes Washer 8
ES Dishwasher 8
ES Water Heater 9
Boilers 8
Controllers 3
DHW Boiler 2
Space Htg Boiler 3
HVAC 30
Duct Sealing 15
Gas Furnace(>90%) 5
Programmable T-stat 10
Shell Measures 22
Insul. Attic 7
Insul. Wall 7
W/stripping, Infiltration 8
DWH Measures 30
EE Aerator 10
EE Showerhead 11
Insul. Pipe 4
Insul. Tank 5

The data on each proposal was taken from the proposal’s workbook posted on the CPUC
website. When the data was corrected to determine the impact, the procedure used was to
replace the exaggerated values in the workbook with the corrected values and to then read the

correct results from that workbook.

The correct EUL was taken from the Policy Manual if the measure was listed. Any
higher value was counted as an exaggeration. There were five measures evaluated that were not
listed in the Policy Manual table. The procedure used to calculate the correct EUL in those cases
was to average all of the proposed values. Because these were less “certain” we counted a higher
EUL as an “exaggeration” only if the claimed measure life was more than 2 years greater than
the average. Thus, if Infiltration has an overall average of 10.5 years, a proposal was counted as
an exaggeration only if that proposal claimed an EUL in excess of 12.5 years for infiltration.

The measures that were so involved are the following:



Average | Exaggerated
Measure EUL EUL
Infiltration 10.5 12.5
EE Aerator 10.2 12.2
EE Showerhead 11.5 13.5
Insul. Pipe 11.3 13.3
Insul. Tank 8.8 10.8

To calculate the impact of an EUL exaggeration, we input the correct EUL as it appeared
in the Policy Manual or, if not listed I the Policy Manual, as the average of all the claimed EULs

for that measure.

A similar procedure was used for determining exaggerations for per-unit energy savings.
We took the average of per-unit energy savings as claimed for multifamily applications and the
average as claimed for single-family units. Because there could be some reasonable variances in
per unit savings, we allowed for an increase of 15% before we defined an “exaggeration”. Thus,
for example, since the average savings for a multifamily programmable thermostat was 51.2
therms, we did not define any differing value as an “exaggeration” unless the proposal claimed

its programmable thermostats would save in excess of 58.9 therms in multifamily residences.

Exaggerating Effective Useful Lives

Nine of the nineteen proposals sampled (47%) had one or more exaggerations of the 17
gas savings measures evaluated. Two of the proposals had the same exaggerations in both their
multifamily and single-family applications for that measure. In all, measure lives of 27 of 117
(23%) the gas savings measures sampled for single or multifamily applications were
exaggerated. As can be seen from the table below, proposals that exaggerate once tend to do it

again with other measures.



Exaggerated EULs, by Project Proposal (Coded)

Percent Allowed
MEASURE Exaggerated EUL - | J- O-
D |[MF|SF| M IN-MF| SF | P U V| X | Z

Coin-op Clothes
\Washer 100% 10 14 14
ES ClothesWasher 63% 10 14 14 14 14 14
ES Dishwasher 50% 5 13 13 10 10
ES Water Heater 0% 15
Controllers 0% 15
DHW Boiler 0% 20
Space Htg Boiler 0% 20
Duct Sealing 13% 20 25 25
Gas Furnace(>90%) 0% 20
Program. T-stat 50% 11 15 12 12 12 15
Insul. Attic 20% 20 25 25
Insul. Wall 0% 20
Infiltration 17% 10.5 15
EE Aerator 20% 10 15 15
EE Showerhead 27% 115 15 15 15
Insul. Pipe 25% 11 15
Insul. Tank 0% 9

Where there are exaggerations, they can be very significant. For example, programmable

thermostats, a very important measure in most residential applications, had exaggerations of up

to 36%. Appliances such as dishwashers and clothes washers had life exaggerations of 40%,

100% and 160%. Water savings measures had several exaggerations of 30% and 50%.

The exaggerations can have a serious impact on the final results, especially in a tight

evaluation. For example, by exaggerating just two of its measures, Proposal “Z” exaggerated its

lifecycle therm savings by 18% and its Net Benefits by 23%.




Exaggerating Per-Unit Measure Savings

While there is a clear listing of EULs in the Policy Manual, proposers must search
through the DEER database to determine the value for the correct per-unit energy savings. The
instructions were unclear concerning whether or not the latest study value should be used or to

what extent the values could be adjusted.

Because of this lack of full clarity, we have given a looser interpretation of “exaggerated”
so that a per unit savings value could be as much as 15% above the average and not be
considered as an “exaggeration.” This is a very liberal interpretation of the instructions, as a
15% swing in a competitive arena could have a very significant impact on the final portfolio
selected. However, even with this liberal interpretation, a large number of proposals exceed this

exaggeration threshold.

Because the per-unit savings vary significantly between single-family and multi-family

units, we have separated the comparisons of measures for these two housing types.

There are 11 proposals in the sample of nineteen that propose to treat multifamily
residences. Of the 57 times that one of the seventeen gas savings measures appears in these 11
proposals, the per unit savings are exaggerated (by more than 15%) 14 times, or 25% of the time.
Of the 11 multifamily proposals, seven (64%) have exaggerated at least one savings value.
Proposal “E” exaggerates 100% of its gas-savings measures and Proposal “Z” exaggerates 80%
of its gas savings measures. The following table shows the percent of the times a particular
measure is exaggerated compared to the times it was used in the proposals. It then shows the

average per-unit savings to those proposals with exaggerated per unit savings.



Average

Exaggerated Per-Unit Savings, by

MEASURE Percent Exaggerated Per-Unit Multifamily Proposal (Coded)
Therms
B E G K | N U 4
Coin-Op Clothes
Washer 0% 294
ES ClothesWasher 25% 30.8 37.5
ES Dishwasher 25% 17.9 20.9
ES Water Heater 25% 16.5 29.1
Controllers 33% 1440 2280
DHW Boiler 0% 257
Space Htg Boiler 33% 1596 1900
Duct Sealing 33% 34.3 73.5 48
Gas Furnace(>90%) 50% 26.4 36
Program. T-stat 25% 44.5 69
Insul. Attic 0% 0.14
Insul. Wall 33% 0.10 0.13
w/s, Infiltration 50% 17.3 32.2 24
EE Aerator 20% 4.8 8.2
EE Showerhead 20% 9.2 17
Insul. Pipe 0% 4.3
Insul. Tank 0% 10.3

Although there are fewer gas savings measures offered in the single-family proposals, the

tendency to exaggerate per-unit savings is almost the same as among multifamily proposals.

Since there are no coin-operating clothes washers, no DWH or space heating boilers and no

controllers, there are only 13 gas savings measures. However, of the 58 times one of these

appears, the per-unit savings are exaggerated 12 times (21% of the time). Of the fifteen single

family proposals, seven (47%) exaggerated the savings on at least one gas savings measure.

Proposals “C” and “F” exaggerated 100% of their gas savings measures and Proposal

“D” exaggerated the savings on 60% of its measures. The total lifecycle gas savings attributed

solely to exaggerating the unit energy savings resulted in an increase of 22% in “B” and of 30%

in ‘GD”




Percent AIIowefi Exaggerated_ Per-Unit Savings, by Single
MEASURE Exaggerated I:_(:‘r-Unlt Family Proposal (Coded)
erms
C D F L o P X

Coin-Op Clothes
Washer NA NA
ES ClothesWasher 25% 29.6 37.5
ES Dishwasher 25% 17.2 20.9
ES Water Heater 20% 18.1 29.1
Controllers NA NA
DHW Boiler NA NA
Space Htg Boiler NA NA
Duct Sealing 22% 52.3 1471 130
Gas Furnace(>90%) 33% 37.0 46
Program. T-stat 33% 89.6 112 107
Insul. Attic 0% 0.10
Insul. Wall 0% 0.13
w/s, Infiltration 50% 17.6 24 32.2
EE Aerator 20% 4.1 5
EE Showerhead 17% 11.0 17
Insul. Pipe 0% 51
Insul. Tank 0% 12.9

Impact of Exaggerations

Because so many of the exaggerations occurred in proposals with other exaggerations,
the impacts often had a “multiplier” effect in which one exaggeration multiplies the effect of
another. For example, a 40% increase in the EUL, if combined with a 40% increase in the per-

unit savings, will result in a combined increase of 96% overall.

For our sample, we selected a single “grouping” of proposals with the intent that it could
demonstrate the impact on the selection process by comparing the results of those proposals with
serious exaggerations to those who appear to have “played by the rules.” The following
compares the impact of total savings within the group, with those at the top of the list having had
the most serious savings exaggerations while those at the bottom having abided by the

Commission’s guidelines in calculating savings.

10



Proposal Actual Long Exaggerated Exaggerated L-T
(Coged)e Term Therm Long Term Savings
Savings Therm Savings Impact Ratio
B/C 1,991,820 4,580,385 230%
I/J 3,856,000 8,470,400 220%
z 4,799,352 8,251,190 172%
N/O 1,996,080 3,050,000 153%
G 4,584,000 6,095,200 133%
E/F 755,786 980,949 130%
D 12,104,712 14,642,280 121%
X 12,020,607 13,553,721 113%
U 13,043,198 14,401,910 110%
V 29,918,648 32,325,048 108%
M 794,032 836,752 105%
K/L 942,440 992,248 105%
P 11,488,108 11,726,069 102%
w 21,267,235 21,273,483 100%
A 9,486,720 9,486,720 100%
H 2,830,500 2,830,500 100%
Y 1,703,460 1,703,460 100%
SIT 534,000 534,000 100%
Q/R 356,339 356,339 100%

The bottom half (last nine) of the group above had essentially zero exaggerations in their

savings calculations. Compare this with the top half (top ten), which increased their total gas

savings by an average of 49%, and the top quartile (top five), which exaggerated their gas

savings by an average of 81%.

Keep in mind that these proposals have a high likelihood of being in direct competition

with each other for a restricted pot of funding. All are gas savings proposals, all serve residential

markets, all serve retrofit markets, all are located in SoCalGas’ service area, and all derive their

gas savings from the same limited group of measures.

Long term annual energy savings itself represents 20% of the points and is directly

related to two other categories controlling an additional 55% of the scoring points: cost-

effectiveness (40%) and peak demand reduction (15%). Peak demand reductions are obviously

related to the expected savings and the term over which the peak savings occur. Impacts on

Cost-effectiveness tests (e.g., the TRC Ratio), are also very directly and closely correlated with

% A double-lettered code (e.g., “B/C”) indicates that one proposal covered both single family and multifamily

markets.
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long term energy savings. For example, we examined the exaggeration impacts on cost-

effectiveness (TRC ratios) of the following primarily gas savings proposals’ in the sample:

Proposal . Exaggerated TRC | Exaggerated TRC
(Coded) | Actual TRC Ratio | =*992700 \mpact Ratio

Z 1.58 2.61 165%

D 3.19 3.68 115%

X 2.03 2.28 112%

U 2.67 2.86 107%

Y 1.27 1.36 107%

w 2.08 2.08 100%

A 3.26 3.26 100%

The impact of EUL and per-unit savings exaggerations on TRC ratios can be very
significant. In these gas savings proposals, the TRC changes are not only very significant (going
up to an increase of 65%), but if the evaluations were extended to include both electric and gas
measures, we can expect that the differences in total energy savings will correlate very closely
with the impacts on all proposals’ cost-effectiveness ratios. This is demonstrated both from

common sense and from a comparison of the similar proposals in the above two tables:

. Exaggeration L-T
Proposal (Coded) Enggeratlon.TRC Sa\?i?\gs Impact

mpact Ratio Ratio
4 165% 172%
D 115% 121%
X 112% 113%
U 107% 110%
\Y 107% 108%
w 100% 100%
A 100% 100%

Even a cursory examination shows that the impacts of exaggerations are virtually the

same on long term annual savings and as on TRC Ratios.

7 Because this sample considers only gas savings, we have not adjusted for exaggerations of electric savings or for

the EULSs of electric savings measures. For this reason, including proposals with large amounts of unadjusted
electric savings would present a distorted comparison.
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Transferability of Findings

This evaluation is not a critique of the individual proposals evaluated in our sample. For
that reason, we have not identified the actual individual proposals. (Note: SESCO is providing
to the CPUC staff, on a confidential basis, the listing of proposals so that the Staff can verify and
corroborate the findings presented.)

Nor do we mean to criticize of those parties that have apparently “exaggerated” the
values. It may well be that their values are more accurate than those mandated by the Policy
Manual, or provided by the DEER database, or used by the majority of other providers. That is
not the point. Since we are using “deemed” savings and measure lives to select from among
proposed ideas, it is vital that all use the same values for common measures. Otherwise,
evaluators will have a distorted picture of which are the best selections to comprise the portfolio

of programs.

For that reason, this study does represent a call of concern that the values used by some
proposers may well be giving evaluators bad information (often inadvertently) because a number
of proposers have exaggerated both the measures lives (EULs) and the per-unit energy savings to
make them appear higher relative to others who “played by the rules” and did not exaggerate or

deviate from the proscribed values.

We believe that the findings from this sample of 19 proposals are very robust. The
findings were consistent across both single family and multifamily. It was true for both IOU and
non-IOU programs. It was true for both small and large proposals. Many of the proposers
included have submitted numerous other proposals in other service areas, while some are unique

to this area. A number of the proposers have submitted proposals outside of the residential area.

Given the large number and variety of proposers, there is no reason to believe that this

pattern is unique to this type of program or proposers.

We did not systematically examine electric savings, but we expect that the same
exaggeration issues confront electric savings proposals. Many of the measures are also used for
electric savings. For example, programmable thermostats was the single most frequently

exaggerated measure and they are used extensively for electric savings programs. The same is

13



true for such other measures tested as duct sealing, showerheads/aerators, infiltration reduction,

and insulation.

In reviewing for gas savings measures, we noted a large number of exaggerations for
electric measures that will have a significant impact on electric savings. For example, a large
number of electric savings proposals rely extensively upon screw-in CFLs, but have used EULs

of 9 or more years, rather than the 8 years mandated by the Policy Manual for CFLs.

Finally, the determination of peak demand savings per unit is much more problematic and
less well documented than gas or electric energy savings. We expect that the portion of
proposals with exaggerated values for electric peak demand savings is probably higher than what

we have shown here for gas savings.

Conclusion and Recommendations

In a sample of nineteen 2004-2005 Energy Efficiency Proposals which contained one or
more of 17 common gas measures listed in multiple proposals, thirteen (68%) had exaggerated
either measure lives or per-unit savings or both to a significant degree, such that long term
annual energy savings were inflated by amounts ranging from 2% up to 130%. The “worst” half
inflated their values by an average of 49% and the “worst” quartile inflated their values by an
average of 81%. About 23% of all EULs and of all per-unit energy savings listed were
exaggerated. In the case of the energy savings, all of these exaggerations exceeded at least 15%

of the average savings values.

TRC cost-effectiveness values were also significantly impacted. Five of the seven
proposals which were primarily gas-savings oriented had seriously inflated TRC ratios, with
differences ranging from 7% to 65% increases in actual TRC Ratios. There is a tight overall
correlation between exaggeration impact on long term annual energy savings and exaggeration

impacts on TRC Ratios and on Peak Demand Savings.

These exaggerations have a substantive impact on these three categories, which make up
75% of the 2004-2005 EE program evaluation scoring. Unless corrected, these exaggerations

will have a serious negative impact on the selection of the best overall portfolio of energy

14



savings programs, harming the selection process, ratepayers, participants and those proposers

who “played by the rules” but were unfairly rejected in favor of an exaggerated score.

At the very least, the use of these exaggerated values to select the portfolio will leave the
Commission open to valid follow-up appeals and other actions, perhaps delaying the final

selection and implementation of the program portfolios.

We recommend the following actions be taken, to the extent they may not already have

been undertaken:

1. All of the selected (or short-listed) programs be re-evaluated to determine if their
submitted EULs and per-unit measure savings are accurate. If not, then correct the
values and rerun the evaluation. Should a new program be selected in its place due to
the reduced values, then repeat this process with the new program.

2. In accepting comments on the draft decision providing the preliminary selections, be
particularly open to comments that identify specific inaccuracies in the values
submitted for evaluation, such as exaggerated EULs and savings values.

3. In any future solicitation, emphasize that, when provided, only the approved EULSs,
NTGs, and per-unit savings can be used as “deemed” savings. If there is any dispute
about these, they should be made early and apply to all proposal evaluations. And

seek to provide a more inclusive listing of EULs and per unit energy savings.

We welcome any comments or suggestions concerning this study and its findings and/or
the recommendations that we have made based upon those results. SESCO is prepared to work

with Staff and any interested party to further review this study.

Respectfully submitted,

Richard M. Esteves
SESCO, Inc.
973-663-5125
sesco@optonline.net
November 11, 2003
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