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Report of a Collaborative Stakeholder Process Addressing 
Energy Efficiency in Arkansas Pursuant to Docket 06-004-R  

 
Introduction 
 
The Arkansas Public Service Commission initiated this proceeding to investigate energy 
efficiency on January 12, 2006 with reliance on the Energy Conservation Endorsement 
Act of 1977.1 See Order No. 1. 
 
On February 21, 2006, the Commission hosted a day long public meeting – presentations 
are available on the PSC website. This was followed by introductory comments by 
interested stakeholders. These are also available on the PSC website. 
 
This phase of the docket was initiated on June 30 with Order No. 3. The Commission 
determined that it would convene a collaborative process to address the following topics 
regarding energy efficiency programs in Arkansas: 
 

1. The nature and design of energy efficiency and conservation programs 
that can be started quickly and produce near-term benefits for Arkansans. 
 
2. The appropriate incentives and standards for customers and utilities. 
 
3. The development of energy efficiency market structure principles and 
guidelines. 
 
4. The advantages of fostering cooperative gas and electric energy efficiency 
program templates. 
 
5. Possible development of a “deemed savings approach” for Arkansas. 
 
6. The development of uniform standards and mechanisms for evaluating, 
measuring and validating energy efficiency programs. 
 
7. The proper economic tests to use in determining whether a program is in 
the public interest. 

 
The Commission no doubt anticipated that other relevant and important topics would 
emerge during the collaborative. The Commission wants these issues explicated in the 
process, but does not want the process to stop there. The Commission also wants to see 
draft rules reflecting the discussion and its conclusions. The Commission indicated that it 
is encouraging consensus among the parties, but is resolved to make choices among 
alternatives if the parties do not achieve consensus. 
 

                                                 
1 Ark. Code Ann. Sec. 23-3-401 et seq. The Act is reproduced in Appendix F. 
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Some matters are imperative to resolve, at least provisionally, in order to start 
comprehensive programs. Other matters are important to the long term quality and 
success of energy efficiency programs in Arkansas, but are not important to resolve in 
this report. These matters will be identified and discussed in sections 8 and 9. A few 
topics of interest to the collaborative appear to require legislative attention, and these are 
discussed in section 10. 
 
Several appendices list collaborative participants and references used in the process. 
 
A draft rule drawn from this report accompanies this report to the Commission. 
 
The collaborative met five times over nine days from August 28, 2006 through October 
27, 2006. While the process duration was short, coverage of the important matters related 
to program administration and implementation were discussed, and the views of many 
different parties made for a rich discussion. Still, inexperience with various aspects of 
energy efficiency on the part of many indicated that more time for learning and 
processing will be necessary and this will have to occur in other forums. With the 
delivery of this report and the associated draft rule, efforts to further create and refine 
new energy efficiency programs in Arkansas will move to comments directly to the 
commission by the parties in this docket. 
 
As the collaborative was beginning, the U.S. Department of Energy and the U.S. 
Environmental Protection Agency issued the National Action Plan for Energy Efficiency, 
a set of recommendations from a broad-based group of stakeholders, supported by a 
lengthy report on how to stimulate energy efficiency investments across the country.2 
 
Other formative documents for this process include a 2003 report by the National 
Petroleum Council,3 and the report of the Department of Energy in response to Section 
139(c) of the Energy Policy Act of 2005.4 
 
In the midst of the collaborative, the North American Electric Reliability Council 
released its 2006 Long Term Reliability Assessment. The report warns of a decline in 
reliability as forecasted growth in energy use exceeds the forecasted ability to maintain 
sufficient resources to serve demand. The report points to the potential for increased 
demand side resources that can slow growth and improve reliability. This report 
underscores the importance and timeliness of this collaborative process and the actions to 
follow.5 
 
This collaborative began with perhaps the most important ingredient for successful 
energy efficiency programs: leadership. The hard work of the collaborative participants, 
listed in Appendix A, has provided the material to build on that leadership.

                                                 
2 http://www.epa.gov/cleanenergy/actionplan/eeactionplan.htm (NAPEE Report) (October 30, 2006) 
3 Balancing Natural Gas Policy, Fueling the Demands of a Growing Economy, 
http://npc.org/reports/NG_Volume_1.pdf,  National Petroleum Council, 2003. (October 30, 2006) 
4 http://oe.energy.gov/energy_policy_act.htm (October 30, 2006)  
5 ftp://www.nerc.com/pub/sys/all_updl/docs/pubs/LTRA2006.pdf (October 30, 2006) 



Report – Arkansas PSC EE Collaborative  5                   October 31, 2006  

 
1. The nature and design of energy efficiency and conservation programs that can 
be started quickly and produce near-term benefits for Arkansans. 
 
Programs – It is important at the outset to note that some electric and gas program 
opportunities may be distinct in Arkansas, and so aspects of them will be discussed 
separately.  Initially, electric and gas programs should be substantially similar to the 
extent reasonable.  
 
The collaborative also discussed the merits and challenges of coordinating programs 
statewide. Generally, utilities are less interested in coordination than some other 
participants, though they accept that there may be some tendency to coordinate on their 
own over time. There was some interest in some unified public information program, 
perhaps involving by the Arkansas Energy Office. 
 
The collaborative members with the exception of the Attorney General generally favored 
the creation of a pre-reviewed list of programs. The PSC Staff suggested a list that 
appears in a text box with some amendments. The list is intended to encompass most of 
the programs that will be offered in Arkansas for electric and gas customers. The 
collaborative suggests that upon acceptance of this report, the PSC should identify the 
initial program administrator and should direct program administrators to provide 
evidence needed to “characterize” these programs, indicating that specific utility 
programs that are consistent will have a presumption of prudence. Characterizing a 
program means identifying the services provided, the expected target population of 
customers, the way barriers to investment by the customer are addressed (including any 
limits on financial incentives), the goals of the program and the indicators of success, the 
way performance of the program will be measured, and how the program will be 
evaluated and improved, if appropriate. The programs would also be justified by 
providing the Commission with benefit/cost test results. See section 7 on benefit/cost 
tests. 
 
The Attorney General argues that each program should get a complete benefit/cost review 
before it is implemented and should have evaluated program results before any cost 
recovery decision is made. 
 
The issue of who should administer energy efficiency programs is taken up later in this 
section. The administrator should have the ability to recommend program plan 
modifications from time to time, and to be able to introduce new programs not on the pre-
reviewed list, with the specific permission of the Commission.  
 
Implementing pre-reviewed programs as planned would provide support for cost-
recovery – this will discussed further elsewhere in the report. Administrators would have 
flexibility within this list to deliver the most appropriate programs for the service area at 
the time.  
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There is little enthusiasm for a specific list of programs for each sector that all utilities in 
that sector would have to deliver.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Some parties, however, prefer a third-party program administrator independent of the 
utilities. Such an entity, which is used in some other states, would presumably offer a 
consistent menu of programs throughout the state. The Attorney General emphasizes the 
importance of coordination. Consistency may be helpful to both customers and providers 

PSC Staff’s Recommended List of Initial Program Categories 
 
Education:  This would include the education of customers of all classes on energy 
efficiency and conservation.  It should, to the greatest extent possible, be a consistent 
statewide group of messages.  It should include education of builders and installers of 
equipment.  All messages should be fuel neutral.  The messages should encourage the 
efficient use of electricity and gas.  The messages should increase awareness of 
opportunities to use electricity and natural gas more efficiently. This category of programs 
would apply to all customer classes. 
 
Energy Audits, Evaluations leading to savings:  This would include home and 
commercial energy audits and audits of commercial and industrial processes and 
equipment. The audits and evaluations would produce recommendations for opportunities 
to implement site specific efficiency and conservation measures. Programs would be 
designed for audits to lead to savings results, and could include cost-effective and 
economically justified customer incentives to encourage the implementation of site 
specific measures.  This category of programs would apply to all customer classes. A 
training component to increase the number and quality of auditors will be needed. 
 
Inspection and tune up of heating and air conditioning systems:  This would be 
applicable to residential, commercial, and industrial systems. This category of programs 
would apply to all customer classes. 
 
Lighting:  Improved lighting for residential, commercial, and industrial customers. This 
category of programs would apply to all customer classes. 
 
Increased deployment of demand response programs:  Many programs already exist.  
This would look for additional opportunities to offer demand response programs including 
interruptible service, curtailment service, off-peak service, etc. In the near term, this 
category of programs would apply to commercial and industrial customer classes and may 
eventually extend to residential customers. 
 
Weatherization:  A Residential weatherization program that would be based solely on 
efficiency criteria, targeting least efficient homes first.  Establish clear criteria to target the 
least efficient homes first. This category of programs would apply to the residential 
customer class. 
 
Commercial and industrial process improvement program:  This program would 
target the least efficient commercial (including institutional and public sector customers) 
and industrial processes, providing some funding for technical assistance and 
improvements. 



Report – Arkansas PSC EE Collaborative  7                   October 31, 2006  

of energy efficiency products and services. The Attorney General suggests that program 
offerings should be limited to programs that can be coordinated, especially if utility 
administration is chosen. 
 
The collaborative discussion has revealed the need for balance between program 
flexibility and consistency. 
 
Participants recognize the importance of selecting programs that will have a high 
probability of producing aggregate ratepayer benefits for the majority of customers6 and 
will be available to all classes of customers in all utility territories. This will have the 
effect of demonstrating the value of the programs to Arkansans who might demand more 
evidence, and will also contribute to assuring the immediate costs per saved kWh or ccf 
are acceptable despite some significant start-up costs that will not produce direct savings. 
On the other hand, participants also seem to support some percentage of the program 
budget going to market transforming programs, from which savings may develop slowly.  
Initially, education programs will likely be the only “transforming” program that will 
have a high probability of producing aggregate ratepayer benefits for the majority of 
customers (though most energy efficiency programs have some transforming qualities). 
 
The collaborative discussed the possibility that a popular program could exhaust 
resources allocated to it during the program year. Program plans should anticipate this 
possibility and explain what action the administrator will take in this event. 
 
As many states operate energy efficiency programs, the issue of importing programs from 
elsewhere has emerged. Utilities and other participants are interested in learning from 
other states, but want to ensure that programs will provide benefits for Arkansas and do 
not want to simply copy programs from elsewhere.  
 
All utilities advocate that programs should pass a benefit/cost test (this subject is 
addressed elsewhere in this report).  
 
To avoid competitive issues at this early stage of program development, the collaborative 
participants are generally supportive of a program approach that seeks to make existing 
end uses more efficient in a fuel neutral way without encouraging fuel switching, at least 
for the near future. The Attorney General expressly opposes load building. Some gas 
company and renewable participants would prefer to leave this issue open. Participants 
were supportive of program designs that encouraged multiple measures at a premise and 
a holistic approach to building energy efficiency.  Initial programs should present 
customers with a listing of available options from which the customer can select the items 
that he or she determines to be most desirable or affordable. 
 
Issues related to coordinating electric and gas programs will be discussed in section 4, 
though fuel neutrality between electricity and gas is also discussed in this section.  
 

                                                 
6 This phrase is used many times in this report and elaborates on the meaning of “cost-effective.” 
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It is likely that contractors will be deployed by program administrators, especially to 
launch programs quickly, but the collaborative did not focus on this much. Out-sourcing 
would enable smaller utilities to draw quality experience to Arkansas. The collaborative 
discussed the value of developing an in-state workforce to support energy efficiency 
programs, but beyond the training components of some programs, came to no 
recommendations on this point. 
 
Programs, Generally – The utilities suggest that program options be evaluated using a 
“program prioritization process” that includes:  

• measuring the relative benefit/cost tests;  
• expected savings;  
• how fast results can be achieved; and  
• risks and uncertainty around expected results.  

 
Public information is a program focal point that all parties seem to support. The 
collaborative identified three categories that the Commission may find useful:  

• general information about energy efficiency that the state would financially 
support;  

• utility specific energy efficiency messages that the utility would support from 
general revenues; and  

• energy efficiency program specific information that would be supported by 
program funds.  

 
Some participants favor an all-utility approach to public information (organized by 
utilities, perhaps involving the Energy Office) to ensure some consistency and 
coordination, while the electric and gas utilities wish to focus on energy efficiency within 
their own sectors. Advocates for a statewide public information effort suggest that the 
Commission can articulate situations in which generic statewide messages would be 
appropriate. These criteria might include:  

• capability of the Energy Office or other appropriate group to manage the message;  
• economies of scale in delivering the message with a statewide focus;  
• distinct advantages of a statewide approach as compared to utility-specific 

strategies, like use of a logo or a catch-phrase, or specific promotions at stores in 
many utility territories; 

• cooperative initiatives that utilities develop themselves. 
 
This report will discuss public information on energy efficiency in each of the electric 
and gas program sub-sections, touching on opportunities to merge efforts.  
 
The Attorney General does not have confidence that general energy efficiency messages 
can be successfully coordinated under gas and electric utility administration due to the 
stress of conflicting messages among the companies. 
 
The collaborative discussed the role of the Commission to review messages to assure that 
they are consistent with the public interest purpose of energy efficiency. Some felt 
strongly that utilities should have the opportunity to communicate what they wish to 
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customers. The coops argued against placing the commission in the position of approving 
communications with their customers. Others, while not disagreeing, asserted that cost 
recovery for the expenses associated with these communications should depend on 
meeting some public interest standard that only the Commission can judge. Objective 
standards, like Energy Star, would provide tools to make judging these messages easier, 
but these are not yet comprehensively available. 
 
The collaborative discussed the pros and cons of programs specifically designed for low 
income families in recognition of distinct barrier to energy efficiency investments that 
they tend to face. As discussed later in the report, the collaborative concluded that it 
cannot recommend a low income-specific program to the Commission due to ambiguous 
legal grounds for it to order any low income oriented program, though Centerpoint 
demurred from this conclusion.7 
 
Public schools represent a statewide initiative that can capture the attention of the public 
in a positive way, and make a difference in the operating budgets of school systems.  
Recognizing that school construction is expressly handled elsewhere in state government, 
the collaborative recommends that the Commission and the Energy Office communicate 
with the appropriate state officials about any new energy efficiency opportunities which 
may be available for new school construction. Schools will come up as well in the 
following discussion on consumer education energy efficiency programs.8 
 
Some, including the Attorney General, suggested that the popular success of retail point 
of sale discount or rebate programs in other states indicates that it would be a good choice 
for Arkansas if it is used for a strategic number of products,9 if the promotions are 
managed and updated as necessary, and if Energy Star is used to support promotions. 
Such programs are run by program administrators, and rely on cooperation from retailers 
(Wal-Mart indicated that expecting such cooperation is reasonable). Training for 
personnel in stores cooperating with point of sale programs is important.  
 
Other participants expressed doubt about this program choice. They are concerned that 
they would cost too much to make a difference in customer behavior compared with other 
opportunities to improve construction skills and provide widespread efficiency messages. 
Another challenge is assuring that a given customer’s utility gets credit for savings from a 
sale in a store which could draw customers from many utilities, though the collaborative 
clear ways to meet this challenge. An added factor are increased appliance efficiency 

                                                 
7 See Arkansas Gas Consumers, Inc. v. Arkansas Public Service Commission, 354 Ark. 37.118 S.W. 3d 
109 (2003) 
8 Ark. Code Ann. §6-20-405 permits schools to contract for energy savings, conservation, and efficiency 
measures.  Programs addressing school should make use of this authority and avoid conflict. 
9 The Attorney General suggest some particularly promising opportunities:  

• retail purchase of off-the-shelf “plug and play” equipment and appliances (refrigerators, 
washers/dryers, dishwashers, room air conditioning units, lighting products (bulbs, lamps, and to a 
lesser extent fixtures); 

• installation of energy efficient equipment and weatherization materials (central air conditioners 
and furnaces, water heaters; insulation, windows, weather-stripping); and  

• new construction (residential and commercial). 
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standards which appear to narrow the savings available from point of sale initiatives. One 
suggestion was to begin a process of training appliance installers and sellers, and bring on 
a point of sale program later. 
 
Entergy offered three “quick start” program templates that could be offered by utilities 
and joined with a group of other participants on a fourth. The three Entergy proposals 
address commercial air conditioning, industrial processes and public education. The 
fourth addresses severely inefficient homes. All four can be found in their entirety in 
Appendix D. The severely inefficient homes proposal was developed in concert with the 
Community Action Agencies, AWG and AOG and is discussed in more detail later in this 
section. In total, they represent templates that could be fleshed out and approved by the 
commission. Utilities would be able to design programs consistent with these templates. 
 
The Energy Office discussed the value of including home energy ratings and mortgage 
lenders in residential programs.10 Gas companies expressed concern that home energy 
rating systems should have no bias between fuel types and discouraged reliance on this 
tool if concerns about bias are not resolved. 
 
The PSC Staff provided a list of general programs. The list identifies categories of 
programs the Commission could establish.  The initial Commission order would establish 
the initial program categories and direct the utilities to offer specific programs within 
each category.  All programs filed should have a high probability of providing aggregate 
ratepayer benefits to the majority of customers.  Individual utilities would file programs 
within the categories.  All programs should be fuel neutral. Gas and electric programs 
would be consistent. 
 
During the Collaborative the participants discussed the possibility of “pre approved” 
programs.  Most participants agreed that it would be unlikely that a specific menu of 
programs ready to implement could be developed in this process.  
 
To address the Commission’s expressed desire to implement programs quickly, the PSC 
Staff proposed a process whereby the Commission could identify a limited number of 
“quick start pilot programs”.  Based upon the Commission’s stated intention of entering 
an order around the beginning of 2007 (roughly two months from the date of this report), 
the PSC Staff observed that the Commission could, in that order, identify “quick start 
pilot programs”.  If an order is issued at the beginning of 2007, and if utilities are given 
administrative responsibility, utilities could make filings in April 2007 proposing utility-
specific implementation of the “quick start pilot programs”.  The Commission could then 
provide a schedule for the review, analysis, and consideration of those programs.  A 
schedule that would permit implementation by September 2007 would be reasonable. 
Some compression of this time may be possible, but care must be taken to make these 
initial efforts successful. 

                                                 
10 Efficiency Vermont offers through its Home Performance with Energy Star program a reduction of 3.5% 
on the interest rate for energy efficiency home improvement financing. Efficiency Vermont makes a lump 
sum payment to the cooperating financing institution to buy down the interest rate, so the administrator is 
not acting as a bank, but is directly addressing a barrier to energy efficiency. 
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The utility specific “quick start pilot programs” would have to include some evidentiary 
support demonstrating that the programs had a high probability of providing aggregate 
ratepayer benefits to the majority of ratepayers.  The Commission could require a 
modified cost effectiveness showing for the “quick start pilot programs”.  Because the 
programs would be pilots, the Commission may not require the full battery of benefit / 
cost tests included in its rules.  Instead, an alternative showing, such as an avoided cost 
comparison exclusively, may be deemed sufficient for the pilot programs.  The utilities 
could provide additional information if it were available. Owing to the pilot status of the 
programs, the utilities would provide clear questions that program results can address 
which will be applicable to up-scaled and new programs in the future. The “quick start 
pilot programs” could be introduced quickly while the more detailed program plans could 
be more thoroughly developed and filed in 2009. 
 
The PSC Staff suggested the “quick start pilot programs” in the text box in this section.  
The numbers of “quick start pilot programs” should be limited in order to enable 
implementation during 2007.  The “quick start pilot programs” could serve to provide 
valuable information regarding the effectiveness of the programs, experience in 
delivering programs, potential customer response to conservation and energy efficiency 
programs, and other information. 
 
In addition to the discussion of the “quick start pilot programs”, Entergy and other 
utilities raised the possibility of the development of a template of programs and common 
inputs that the utilities could develop jointly and present to the Commission for pre-
review.  If approved, each utility would then be able to submit a utility-specific filing 
consistent with the approved template and common input items.  All the utility would be 
required to add would be the utility specific cost information and implementation criteria.  
This approach could simplify the review of the utility specific program filings, because 
the templates and common input items would be reviewed in a single joint proceeding.  
The utilities indicated an interest and willingness to participate in the joint development 
of such templates.  The Attorney General prefers focusing all review on the actual 
program plan proposals. The participants agreed that it would not be necessary for the 
rules to address that process.  
 
Gas Programs - The gas utilities offered a straw proposal of “fast-track” programs to 
build on in order to develop a list of programs.  They support a public awareness 
campaign to promote energy conservation and available programs. Examples of media 
include educational fact sheets; public awareness campaigns using television or radio 
advertisements; bill inserts; direct mail; educational seminars; email/fax campaigns; and 
website promotions. Educational and public awareness materials on energy efficiency 
should be developed and provided to both end-use customers (residential and 
commercial/industrial) and to business partners such as mechanical contractors and 
consulting engineers that may influence a customer’s decision on energy efficiency. 
 
They suggest several programs that would be pre-reviewed should be considered for 
implementation at some near future time, such as: 
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o incentives for residential high-efficiency furnaces, boilers and water heaters;  
o weatherization and replacement of inefficient appliances in inefficient homes 

in collaboration with the Community Action Agencies; 
o residential low-flow showerheads and faucet aerators;  
o commercial heating system incentives; and  
o commercial foodservice incentives.  

Other suggestions for programs include wrapping water heaters and providing energy 
audits.  
 
The gas companies indicate that implementation of rebate programs will take time to 
ramp up and implement in Arkansas primarily because of the need to engage third party 
trade allies and various vendors of goods and services; therefore, while they have a 
relatively swift development phase, they appear not to meet the fast-track expectations 
for implementation in Arkansas. Others are more optimistic that some rebate programs 
can work quickly. In any cases where rebates are used, they must be demonstrated to be a 
component of a cost-effective program, as discussed in detail in section 7. 

 
Electric Programs – The electric companies point out that some of them have significant 
energy efficiency and demand response programs underway now (see text box). They 
suggest several program initiatives that can be started quickly and produce near-term 
benefits for Arkansas. 
 
The electric utilities also support the inclusion of energy efficiency communications and 
educational programs among pre-reviewed energy efficiency programs.  The electric 
companies suggest that benefit tests for these expenditures are not meaningful and should 
not be required, since direct savings cannot be tracked. Others suggest implementing 
immediate surveys to provide a baseline to evaluate changes in customer behavior 
attributable to these programs. Additional support for efficiency education may be found 
in Ark. Code Ann. § 23-4-207 (c) (4) statute.11  While the statute pertains to the recovery 
of “advertising costs”, the statute supports the concept that efficiency education is 
encouraged by Arkansas law and should be recoverable in rates. 
 
The electric cooperative utilities prefer to engage in education that is directed to their 
own consumers and do not wish to participate in a joint “statewide” educational mandate.  
A menu of public education topics includes: 

 
• Residential, commercial, and industrial efficiency audits for existing and 

proposed construction 
• Field investigations for high usage and high bill complaints 
• The construction and demonstration of model homes which stress efficient 

construction methods and efficient appliance selection (including heating and 
cooling)12 

• Public seminars and programs offering energy efficiency information 
                                                 
11 Ark. Code Ann. § 23-4-207 (c) (4) 
12 This is a current practice of some cooperatives. As a program, this idea produced some strong negative 
reactions for its tendency to drift toward a fuel bias toward electric uses. 
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• Working with schools to educate students regarding the benefits of energy 
efficiency 

• Education of builders and installers and support for trade organizations stressing 
efficient sizing and proper installation of heating and cooling units 

• Educational efforts directed toward efficient appliances (ground source heat 
pumps, high efficiency water heating, and high efficiency air-to-air heat pumps, 
etc.) 

• Education about Energy Star rated appliances  
• Mass media efforts stressing the benefits of energy efficiency, proper 

construction, and retrofit methods 
• Making books, pamphlets, electronic energy efficiency educational materials 

available to schools, public libraries, and consumers 
• An energy efficiency web-site 
• Provide consumers with information regarding warm and cool room retrofits 

inside existing homes 
• Educate consumers about available savings through existing demand response 

rates or credits 
 
Note that some of these, like audits, or Energy Star appliance information, may better fit 
in other programs that offer specific energy efficiency services and incentives. Additional 
purposes of a public information program that the collaborative discussed are: assembling 
lists of contractors and promoting energy efficiency behavior in school children. 
Administrators would have to evaluate priorities in terms of benefit/cost, time to 
implement and savings potential. Please see the gas-electric coordination section of the 
report on whether and how fuel options available to the customer should be handled. 
 
Acknowledging the prior discussion on point of sale rebates, the electric utilities suggest 
a menu of non-educational energy efficiency programs: 

 
• Home weatherization programs and measures, including rebate programs,13 

including: 
o Insulation 
o Air infiltration sealing 
o Heater / Air Conditioner tune-up 
o Programmable thermostats 
o Duct system replacement or retrofit 
o Replacement of inefficient appliances; 

• Purchase or lease of high efficiency water heating appliances; 

                                                 
13 During the collaborative’s discussion of rebates, participants addressed the challenge of fuel neutrality 
with respect to end uses in common with electric and gas. The collaborative acknowledged that rebates 
should not introduce an undue bias to fuel selection by customers, especially with utility administered 
programs, concluding that programs should be fuel neutral. Associated messages should give customers 
information to help make informed choices based on their needs. Some observed, however, that if the 
customer wants to fuel switch and improve the efficiency of the end use in the process, and the only barrier 
is money, then energy efficiency programs should be able to make that happen. This scenario underscores 
the importance of resolving the full fuel-cycle efficiency issue and how it influences program design. 
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• Geo-thermal heat pumps; 
• High efficiency air to air heat pumps; 
• High efficiency air conditioners exceeding federal standards; 
• Energy efficiency loan programs; 
• Promotion and sale of high efficiency and compact fluorescent lighting; 
• Commercial lighting replacement or retrofit. 

  

 
 
The electric utilities are also interested in improved use of demand response. The PSC 
Staff list includes this category, which could be expanded include investments in devices 
on the customers’ premises that support demand response, such as smart thermostats. In 
addition to demand response programs that may be initiated or expanded in this docket, 
addressing rate designs that influence consumption on peak is addressed elsewhere in this 
report.  
 
Further Discussion of Programs, Generally – The collaborative spent significant time 
discussing an inefficient homes program. The discussion focused on the potential to 
address a significant reservoir of inefficient energy use in a manner consistent with Ark. 
Code Ann. Section 23-3-403(1). 
 
Because the state weatherization program addresses inefficient homes today, some, led 
by the community action agencies and some utilities, suggested that this delivery system 
would work well for a statewide inefficient homes program. The community action 
agencies would be able to do more with the expertise they have amassed, and they would 
allocate the costs of services they would provide between federally-funded 
weatherization and consumer-funded energy efficiency. The community action agencies 
and the Attorney General point out how quickly the agencies could mobilize to 
implement this program. The agencies would deliver the program on behalf of the 
program administrators, which would retain overall responsibility and report results as 
part of overall reporting requirements. Proponents also suggested that the program should 
be more comprehensive in each home than the current weatherization program. The 
community action agencies report that they spend an average of $2800 per home with the 
weatherization program at the roughly 1100 homes they treat per year. They suggested an 

Energy Efficiency Programs Underway by Some Arkansas Electric Utilities 
 

• Free or low cost energy audits for existing and planned construction 
• A model home program stressing efficient construction methods and efficient appliance 

selection (including ground source heating and cooling) 
• Public seminars teaching energy efficiency 
• Some utilities offer energy efficiency loans  
• Mass media education stressing energy efficient construction methods and appliance selection 
• Education in schools 
• Public education and the sale of compact florescent lighting 
• Some utilities offer a leasing/sales program for ultra efficient water heating 
• Field investigations for high usage 
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expected budget average of $3500 per home with the inefficient homes program; the 
difference is greater attention to replacing inefficient appliances. 
 
Some participants expressed several different concerns. 

• Some were concerned that the appearance of the community action agencies 
delivering the program and the state’s human service agency administrative 
responsibilities would leave an unresolvable suspicion that the program is a 
means tested service, regardless of how it is billed; 

• Some were concerned at the administrative costs; 
• Some wanted the chance for administrators to choose implementers other than the 

community action agencies; 
• There was also a discussion whether the program should extend to even more 

homes, rather than striving to be comprehensive, but serve just 1100 additional 
homes; 

• The cooperatives expressed concern about a third-party interrupting their 
relationship with their customers. 

 
A scaled back version of the inefficient homes program appears in the group of quick 
start programs offered by Entergy in Appendix D of this report. The collaborative fielded 
suggestions from participants, including a full fledged proposal from the PSC Staff, but 
there was no consensus on a specific residential weatherization program. Both proposals 
appear in Appendix E. 
 
State and local government can set an example for others to invest in energy efficiency.  
State and local governments in other states rely on energy efficiency programs especially 
ones directed at the commercial class, for significant technical support and incentives. 
One program that can be mobilized quickly with local government is an investment in 
LED traffic signals. 
 
CLEAResult suggested the following criteria for quick start programs: 
 

• Consideration of programs that can be implemented relatively quickly either due 
to the program nature or for the conditions present in Arkansas that allow for 
quick implementation of the program. 

• No consideration of whether the programs could be implemented by a third-party 
program implementer or by the utility. 

• Consideration of available measurable savings in the period in which the program 
expenses were incurred. 

• Consideration of market segments that are particularly attractive or important to 
Arkansas. 

• Consideration of programs that could be leveraged by both electric and gas 
utilities 

 
Program suggestions appear in text boxes above with comments on some from other 
collaborative participants. Note that the PSC Staff proposal is more limited than the 
CLEAResult lists. PSC staff recommends that the initial effort start small and implement 
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programs that are very clearly cost-effective.14 In the discussion of the collaborative, the 
group coalesced around the PSC Staff list, identifying reasons why some of the 
CLEAResult ideas would be best left to be implemented later. 
 
CLEAResult discourages residential new construction, residential lighting programs and 
residential windows programs. They suggest that housing starts are slow, that compact 
fluorescent bulbs are available in mainstream stores at reasonable prices, and that energy 
efficient windows are the norm in home stores. 
 

                                                 
14 In describing cost-effective, PSC Staff used the following term, “high probability of providing aggregate 
ratepayer benefits for a majority of customers.” 

 CLEAResult Suggestions for Commercial and Industrial Quick Start Programs 
 
Programs for both Electric and Gas 
 

• Retrocommissioning – This program focuses on re-commissioning buildings to operate as 
efficiently as they were intended to operate.  This program usually has very high returns with fast 
paybacks.  This program provides incentives for efficiency measures implemented, training to 
building owners and operators, as well as improving the skills of technicians providing services to 
building owners.  This program can identify efficiency improvements for both electric and gas 
technologies, however the savings will be more heavily weighted to the electric technologies.   

 
• Schools Conserving Resources (SCORE) Program – This program focuses on improving k-12 

public school districts’ energy performance and provides incentives for energy efficiency upgrades 
that are completed.  This complements existing capital needs of schools throughout Arkansas.  This 
program is popular in Texas. 

 
• Prescriptive Incentive Programs – These programs offer a fixed-dollar incentive for multiple 

defined prescriptive measures such as lighting, HVAC replacements, occupancy sensors, motors, 
etc.  Program participants are provided incentive levels and participation forms, and small 
businesses select their own contractors or service providers to install the efficiency measures. 

 
Programs for Electric Only 

• A/C Tune-Ups – This program focuses on improving the performance of commercial A/C 
systems.  Based on national studies, over 67% of A/C systems are installed incorrectly with 
improperly charged refrigerant and improper airflow across the coil.  Over time, system 
performance further degrades and A/C systems become even more energy intensive.  For 
commercial programs such as this one, training to improve service skills should be provided to 
contractors.  Large savings are achievable for relatively low costs for this type of programs. 
Savings will lag until training is complete. 

 
Industrial 

• Compressed Air Programs – These programs provide auditing and incentives for improving the 
performance of compressed air systems.  Compressed air systems usually leak substantially, and 
training and awareness of more efficient systems offers high returns for both the utility and the 
customer.  This program can be leveraged with the U.S. Department of Energy Compressed Air 
Challenge Program. 

 
• Industrial Process Programs – These programs focus on improving the energy efficiency of 

industrial processes.  Industrial customers are worked with on an individual basis to identify 
opportunities for energy savings that are specific to their circumstances and operations. 
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Administration – There were distinct views within the collaborative on how to organize 
energy efficiency program administration.15 The utilities had several reasons for favoring 
utility administration. They agreed that energy efficiency is a utility service, they hope to 
use energy efficiency programs to improve customer relations, and they hope to earn 
incentives if implementation is successful. Utility administration is the norm in most 
states. Centerpoint argues that the wording of the statute leads to utility administration.  
 

                                                 
15 For more on energy efficiency program administration, see Who Should Deliver Ratepayer Funded 
Energy Efficiency? A Survey and Discussion Paper, Cheryl Harrington and Cathie Murray, Regulatory 
Assistance Project, May 2003. 
http://www.raponline.org/Pubs/RatePayerFundedEE/RatePayerFundedEEFull.pdf (October 30, 2006) 

CLEAResult Residential Quick Start Program Suggestions 
 
Residential Programs for Electric and Gas 
 

• Home Performance with ENERGY STAR – This program focuses on improving the whole-
house energy performance of existing homes by evaluating the envelope tightness, insulation, 
ducts, windows, and HVAC systems. 

 
• Appliance Programs – These programs provide incentives to consumers for the purchase of 

high-efficiency appliances.  Such appliances are usually required to meet or exceed ENERGY 
STAR standards.  These programs are usually limited to clothes washers, refrigerators, and/or 
hot water heaters. Gas companies have pointed to the limitations of Energy Star for gas. 

 
• Manufactured Housing Tune-Up – These programs usually focus on sealing the ducts in 

manufactured housing and improving energy performance.  This program offers excellent 
savings returns for the utilities and for the program participants. 

 
• Low-Income Programs – These programs focus on improving energy performance for low-

income customers and can be leveraged with existing Weatherization Assistance Programs 
(WAP).  While the returns on these programs may not be as attractive as other programs, they 
target the consumer group with the highest need for energy efficiency and cost savings. The 
collaborative has been clear that a means tested program is not possible in Arkansas at this 
time. 

 
Residential Programs for Electric Only 

• A/C Tune-Ups – This program focuses on improving the performance of existing A/C 
systems, which have similar problems as commercial systems regarding installation and 
maintenance. Performance degrades over time.  In addition to training service providers, the 
program works with the residential new construction market to insure that new systems are 
installed and commissioned properly.  Tuning up existing A/C systems can save up to 50% of 
an A/C unit’s total energy use. 

 
• A/C Replacement Programs – This program provides incentives for the replacement of 

existing A/C systems with new high efficiency systems.  This program can be offered as a 
market transformation program to include training for HVAC industry professionals that 
achieves lasting market change or through a prescriptive approach. The collaborative 
discussed the value of a time limited opportunity to stimulate response and control costs. 
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There was a different view on the part of some participants, favoring third-party 
administration independent of the utilities. This was a foundational point for the Attorney 
General. Advocates of this perspective express concern that the connection between 
utility sales and utility profits is a fundamental handicap attached with utility 
administration, that utilities in some other jurisdictions have been found to overstate 
savings, and that there are examples elsewhere, including where utilities are vertically 
integrated, where independent administration is working well under appropriate 
supervision and producing superior results. They also note the possible reduction in 
regulatory burden if there is a single state administrator as compared with overseeing the 
programs of each electric and gas utility. The Commission can delegate the 
administration of energy efficiency programs, as in Vermont, without relieving utilities of 
the statutory responsibility. For a quick rollout of programs, creation of a new entity or 
contractor for this purpose statewide would be a challenge, but the Attorney General 
argues that it is more important and fundamental to get the right system at the beginning 
than to assume Arkansas can change it later. Centerpoint argues that the energy 
conservation act mandates utility administration. 
 
Regardless of administration, out-sourcing to contractors or other utilities can provide an 
opportunity to avoid burdening existing staff, and it should be expected that some level of 
program contracting is likely for most utilities. Out-sourcing does bring contractors from 
elsewhere, and may cause leakage of economic development benefits and expertise from 
energy efficiency programs. 
 
The position of the Attorney General in this collaborative on many issues was contingent 
of the outcome of the administration issue. The Attorney General’s process requirements 
were less with independent administration due to several concerns 
 
During the collaborative discussion, larger consumers suggested that energy efficiency 
programs include an option for customers already committed to energy efficiency to 
“self-direct” the monies they would otherwise pay in rates for Commission supervised 
programs. These customers object to paying for energy efficiency services that they do 
not expect to use. The funds would go instead to energy efficiency investment that the 
customer would direct, and the customer would forego service from the consumer-funded 
program. The customers appear to agree that there must be significant criteria, a high bar, 
to allow this option, including compliance with EM&V reporting and specific approval 
by the PSC, perhaps annually.16 
 
Others flatly opposed allowing this option. Reasons for this include the value to all 
customers of energy efficiency as a resource, potential inconsistency between customers’ 
investments, the broad-based programs available to all customer classes that should be 
offered, the uncertainty introduced in program management if program budgets change 
due to customer choice to self-direct, and the fact that all consumers benefit to some 

                                                 
16 Wal-Mart’s representative to the collaborative responded to a request for criteria by suggesting that retail 
customers utilizing the “self-directed” option be approved by the PSC, and that approved customers can 
self-direct funds on approval of the utility (the utility would have 30 days to reply to a request).  
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extent from energy efficiency investments. This last issue could be managed by only 
allowing a customer to opt out of part of the charge it would otherwise pay. 
 
Participants heard that self-direction is allowed in some other states, and that this option 
is designed so that only very large customers are eligible, and those choosing the option 
must meet high standards, such as a detailed demonstration of significant and regular 
efficient and sustainable facility investments, pressure from foreign competition, and 
reporting to the state’s commission on a regular basis to maintain eligibility. 
 
Scale of the Energy Efficiency Programs – Generally, the following issues have been 
covered: 

• There is an interest among participants to gauge the size of the portfolio of 
programs to a residential bill effect, expressed as “a cost per month.” The 
discussion seemed to find comfort within a range of $0.25 and $1.00 per month, 
with more comfort at the lower half of the range.17 See Tables 1 and 2. (note: 
annualized numbers are used – the first year spending may actually be for a 
fraction of a calendar or program year so figures should be adjusted accordingly) 

• There is an interest in doing all cost-effective energy efficiency, but also a 
recognition that for most if not all utility territories, there will be more cost-
effective program opportunities than is likely to be afforded by the likely 
approved budget levels. In the meantime, programs should be clear winners with a 
high probability of system benefits for all customers. 

• Parties favor starting relatively small with an expectation to learn lessons and 
grow over time as appropriate. Even a relatively small commitment to energy 
efficiency may appear to be a lot to cooperatives, according to them. 

• The severely inefficient homes program (see Appendix D for the quick start 
version and Appendix E for two longer term proposals) has a statewide budget 

                                                 
17 The collaborative members had use of a spreadsheet tool that related monthly residential bill effect to 
total program budget and percentage of net utility revenue in two ways. See Appendix C-3. 

• One way assumed that the amount that would be raised from residential customer would be 
grossed up based on the proportion of sales to residential customers as compared with total sales. 
So if residential sales are 50% of the total sales, this calculated amount is doubled.  This is 
consistent with the idea that the more energy a customer uses, the more value the customer gets 
from energy efficiency, both as a resource and as a service. 

• Another way assumed that the amount that would be raised from residential customer would be 
grossed up based on the proportion of residential customers to all customers. So if residential 
customers are 80% of the total customer count, this calculated amount is increased by 25%. In 
other words, the budget would be based on an average bill effect to all customers. 

Based on this tool, a residential monthly bill effect of $0.50 for electric and gas customers would produce 
by the first method a statewide annual total of nearly $24 million for energy efficiency programs. This 
represents 0.83% of net revenues for electric companies and 0.90% of net revenues for gas companies. By 
the second method, a residential monthly bill effect of $0.50 for electric and gas customers would produce 
a statewide annual total of around $13.4 million for energy efficiency programs. This represents 0.35% of 
net revenues for electric companies and 0.54% of net revenues for gas companies. 
 
One particular anomaly among the utilities is important to note for the Commission. Mississippi County 
Cooperative industrial sales represent almost 98% of its total 2004 sales. This is the only utility with more 
than 50% of sales to industrial customers. Any general approach to the scale of energy efficiency programs 
should be examined from the perspective of this utility to see if an exception may be warranted. 
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attached. At lower total budget amounts, the inefficient homes program either 
dominates the programs, or it must be significantly curtailed or scrapped. 

• While there may be an interest in scaling the programs to produce a certain 
amount of savings, there is insufficient experience and information to choose a 
savings target at this time. 

• There is a tension between letting utilities have varying budgets and forcing 
budget uniformity, at least at the beginning. 

• Other states scale their energy efficiency budgets based on a percentage of net 
revenue. This method appears not to be favored by the collaborative, but this 
measure as an outcome to the scale method is a useful comparison to the 
programs of other states. 

 
Table 1: This table shows sales-driven results from the spreadsheet tool. 
Based on a desired monthly rate effect on residential customers, a total 
budget is estimated by grossing up the total in proportion to 2004 sales to 
all customer classes. Note: if C&I customers have their payments for 
energy efficiency capped, or if some elect to “self-direct” and “opt out” to 
some extent, the program budgets will be reduced based on this method. 

 Electric Program 
Budget 

Gas Program 
Budget 

$0.25 $8,935,161 $3,075,027 
$0.50 $17,870,322 $6,150,415 

Dollars per month 
on Residential 

Utility Bill $1.00 $35,740,643 $12,300,830 
 

Table 2: This table shows customer count-driven results from the 
spreadsheet tool. Based on a desired average monthly rate effect on all 
customers, based on 2004 data.  

 Electric Program 
Budget 

Gas Program 
Budget 

$0.25 $3,820,069 $1,863,060 
$0.50 $7,640,178 $3,726,120 

Average Dollars 
per month on 
Utility Bills $1.00 $15,280,356 $7,452,240 

 
One caveat raised in the discussion is to assure that critical mass of a given program is 
maintained at a minimum, or else it would not be worth doing. Some programs may be 
dubbed “pilot programs.” In such instances, there should be specific questions that the 
pilot is designed to answer with the expectation of implementing the answers and 
potentially upscaling the program. 

 
The collaborative also discussed but came to no consensus on whether the Commission 
should establish a funding plan for multiple years, say three years. The approach would 
give administrators and others maximum certainty about how activity will evolve from 
the start and several parties were supportive for this reason. On the other hand, there is so 
much uncertainty at the start that perhaps it is best to budget one year at a time.  
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2. The appropriate incentives and standards for customers and utilities. 
 
This topic will be divided into two, the first applying to customers, the second applying 
to utilities 
 
Incentives for Customers – Customer incentives include information, education, on-going 
technical assistance, and various financial devices, including cash incentives as part of 
cost-effective program, as described in section 7. 
 
The range of incentives offered to participate should be initially determined at the time of 
the program design. For some programs, a prescriptive incentive may be offered to all 
participating customers. For other programs, the incentive level may vary based on the 
specific situation.  Wal-Mart suggested that the Commission consider assuring that 
customer incentives do not create a bias that favors participation by any class of 
customer. The electric utilities believe that the following menu of incentives might be 
useful.  From this menu the utility would choose the best options for its consumers. 
 

• Rebates to encourage the purchase or installation of energy efficient measures; 
• Leasing programs to encourage the installation of energy efficient appliances; 
• Weatherization loans with either market or below market terms; 
• Free or low cost energy audits and utility counseling;   
• Cost justified rates or credits; 
• Free or low cost efficiency education and educational materials (it may also be 

necessary to provide food, door prizes, or other inducements to encourage 
attendance);   

• Energy efficiency give-a-ways (direct installed compact florescent lights for 
example); and 

• Free or low cost weatherization. 
 
As discussed in the program section, rebate-based programs may be complex. 
 
The collaborative participants with the exception of Centerpoint acknowledge that most 
feel that these incentives will not be offered in an income sensitive way, owing to an 
Arkansas Supreme Court decision on this point.18 Most utilities agree that there should 
not be statewide uniform standards for consumer programs or consumer incentives.  
Proponents of the inefficient homes program acknowledge this exception, as they would 
apply this program to all utilities, and the Attorney General argues for a statewide third 
party administrator with a statewide plan for customer incentives. The electric utilities 
prefer a utility-by-utility approach.  Each utility should have the option to pick and 
choose the best incentives to meet its consumers’ needs. 
 
Collaborative participants agree that incentives should be as low as possible to cause the 
desired energy efficiency result, and that incentives should be managed as energy 
efficiency markets transform. 
                                                 
18 Arkansas Gas Consumers, Inc. (2003) 
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The collaborative discussed the fact that trade allies may also need incentives to stock 
and promote energy efficiency products and services, and programs may include this 
feature. PSC Staff did not support this view. 
 
Incentives should be justified and capped based on the value of the programs. 
 
Incentives for Utilities – This section weaves together two related issues. The first part 
addresses cost recovery of energy efficiency costs. The second addresses a disincentive to 
utilities supporting energy efficiency, net lost revenues, and goes on to address options 
for positive financial incentives. 
 
The collaborative was clear on several matters related to utilities and incentives. Of 
utmost importance, clarity and certainty regarding cost recovery would be important to 
produce the best effort from utility program administrators. Yet the public interest 
requires a reasonable level of scrutiny of program costs before recovery is assured. 
Striking this balance in a manner that is efficient and effective should be an important 
objective of the Commission.  
 
The collaborative also discussed the pros and cons of lost net revenue recovery and 
financial incentives for expected and superior program performance. The utilities and the 
community action agencies supported these and envision a scale relating different 
performance levels and incentives. The PSC Staff and the Attorney General did not 
support them. Reasons will be discussed later in this section. 
 
In considering the various utility energy efficiency program cost and incentive recovery 
issues addressed below, it is helpful to first outline a potential overall regulatory process 
for such recovery.  In the event administration is assigned to the utilities, cost recovery 
for each utility would be separately adjudicated. Many in the collaborative with 
experience in other states agreed that energy efficiency costs tend to be the most 
examined of all utility costs. First, this report reviews the process to develop energy 
efficiency programs. This discussion assumes utility administration, acknowledging that 
some participants advocate an independent statewide administrator, which would lead to 
a somewhat different process. 

• Commission Approval of Energy Efficiency Program Rules, Schedules of Pre-
Reviewed Programs (Templates), Cost Recovery-related Parameters (Deemed 
Savings, Protocols, etc.) – The Commission would review, revise if appropriate, 
and pre-review the above elements for inclusion in utility energy efficiency 
program plans and implementation. 

• Utility Energy Efficiency Plan Filing – Each utility would file a periodic plan of 
its anticipated energy efficiency activities for the upcoming “Energy Efficiency 
Plan Cycle”.  This plan should allow for some flexibility in program emphasis 
among the portfolio of programs.  The Commission would review, revise if 
appropriate, and approve this plan for implementation.  That approval would form 
the basis for “pre-approval” of certain of the elements discussed below.  A 
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corresponding energy efficiency cost recovery factor may also be approved for 
implementation, as discussed later in this section. 

• Utility Energy Efficiency Program Implementation – The utility would implement 
energy efficiency programs in accordance with its approved plan, would accrue 
related expenses, and may be collecting an approved cost recovery factor (see 
below). 

• Verification / Reconciliation / True-Up Proceeding – At the end of an “Energy 
Efficiency Plan Cycle,” a procedure would take place during which actual utility 
energy efficiency program implementation performance would be compared to 
the approved plan.  Evaluation reporting would form the basis for this.  
Reconciliation adjustments could be calculated, to be implemented on a going-
forward basis. 

• Commission Approval of Revisions (if any) to Schedules of Pre-Reviewed 
Programs (Templates), Cost Recovery-related Parameters (Deemed Savings, etc.) 
-- From time to time, the Commission would review, revise if appropriate, and 
approve any suggested updates / revisions to these elements for inclusion in utility 
EE program plans / implementation.  These revisions would apply only on a 
going-forward basis, for the next “Plan Cycle”.  They would not be used 
retroactively in the Verification / Reconciliation / True-Up Proceeding. 

• Start of Next Utility “Energy Efficiency Plan Cycle” – Approved updated 
parameters could be incorporated in a utility’s next Energy Efficiency Plan Cycle.  
The prior cycle’s reconciliation adjustment would be reflected in cost recovery 
calculations for this cycle.  A new utility energy efficiency plan would be filed, 
approved and implemented, followed by another reconciliation, etc. 

• Alternative “Energy Efficiency Plan Cycles” – These general steps could be 
followed whether the “Energy Efficiency Plan Cycle” simply represented time 
between general rate cases, or was a pre-defined period, such as a year.  Energy 
Efficiency-related regulatory activities could be timed to coincide with fuel factor 
related filings, but they should not be merged. 
 

The following addresses qualification of energy efficiency program costs for recovery. 
• Programs consistent in all respects in a Commission pre-reviewed list (if such is 

developed) would qualify, as they would fit a template already found to be cost-
effective.  Other programs not included on a pre-reviewed list must be evaluated 
for cost-effectiveness and for how they support the overall program portfolio.  All 
programs for which utility cost recovery is desired may be pre-reviewed, such as 
through a utility energy efficiency plan filing. 

o There is some disagreement on the implication of such “qualification”. 
 Utilities believe that such qualification for cost recovery should be 

essentially automatic subject to full review by the Commission. 
Several said this level of confidence would be critical for them. 
Utilities also advocate that if they follow the program plan and 
savings do not meet plan expectations then cost recovery should 
not be affected. They note that power generation costs go into rates 
subject to expected production, and rates are adjusted later based 
on actual production. 
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 Attorney General and PSC Staff cannot agree to a regime where 
the costs of pre-reviewed programs shall qualify for recovery 
subject to verification and reconciliation and instead support a 
process for routine review of relevant costs as with other utility 
costs. The Attorney General would also expect a review of 
program performance. A third party administrator would improve 
the process from this perspective. 

• Expenditures and other recovery elements for such pre-reviewed programs shall 
automatically qualify for recovery, subject to verification / reconciliation. The 
nature of that verification and reconciliation may involve standard filings by the 
utilities, a rebuttable presumption of recovery, opportunities for discovery by the 
Attorney General and others, and opportunities for audit by the Commission. The 
Attorney General objects to any presumption. 

• The standards for cost recovery should include cost-effectiveness tests, which are 
discussed later in this report.   

• In some cases, energy efficiency programs produce incidental public interest 
benefits [e.g., an inefficient homes program may support the state’s 
weatherization program, or the portfolio of energy efficiency programs may 
increase the gross state product and employment, or programs focused on peak 
may improve air quality].  Some in the collaborative believe that while these 
incidental public interest benefits should have no role in the quantitative 
evaluation of energy efficiency programs, the Commission can consider these 
benefits to the extent already allowed by statute in the weight of the evidence in 
its deliberations. Others in the collaborative believe these factors should not be 
considered at all. Others in the collaborative think quantifiable public benefits 
should be included in the analysis of energy efficiency programs, including 
economic analysis. 

 
The following defines direct energy efficiency costs.  

• For approved programs and measures, all incremental direct energy efficiency 
program costs (material, labor, installation, third party services, funding of any 
multi-party or statewide programs, etc.) should be eligible for recovery. 

• For approved programs and measures, all incremental amounts incurred for 
energy efficiency program administration cost and evaluation cost should also be 
eligible for recovery.19 

o Incremental Rulemaking Collaborative-Related Expenses have been 
identified as eligible for recovery. Parties expect the process to be 
consistent with a prior Commission investigation in electric restructuring 
and retail electric competition.20 

o Attorney General believes that costs of regulatory filings and other 
expenses related to administrative compliance should be handled in the 
same manner as all Commission-related legal and administrative costs.  
Utilities believe that they should be recovered specifically as part of 

                                                 
19 Some utilities are preparing rate case filings, and would appreciate speedy guidance on treatment of 
Rulemaking Collaborative-Related Expenses, i.e., whether to incorporate them into their rate case filings. 
20 APSC Docket No. 00-190-U. 
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energy efficiency cost and incentive recovery; see Ark. Code citation 
below, “… recover any costs incurred…” 

o PSC Staff advocates that the recovery should be limited to incremental 
costs only.   Significant portions of the cost of administration and the 
collaborative process are included in rates currently.  For example, the 
salaries of most collaborative participants, some level of legal expense, 
some level of travel, etc.21 On the other hand, with energy efficiency as a 
new task, utilities may reorganize to supply full time equivalent support 
from existing and new staff. 

o All participants agree that double recovery for administrative costs in 
general rates and in an energy efficiency factor adjustment is not 
acceptable. Allocation conventions will be necessary to assure that double 
recovery does not occur. 
 

Addressing the accounting of utility energy efficiency program expenses: 
• While tending to favor expensing, utilities in the collaborative wish to retain the 

option to request the Commission grant cost recovery by either expensing or 
capitalizing. Each method has pros and cons. 

o Expensing enables program administrating utilities to remain current on 
cost recovery, avoiding the need to create and expand regulatory assets, 
which financial analysts see as a non-performing use of capital subject to 
risk of non-recovery, and which adds tax-related carrying costs to 
consumer bills over time to significant amounts. Most utilities preferred 
expensing energy efficiency costs. 

o Capitalizing enables program administrators to add costs to rates slowly, 
and may improve the outcome of the ratepayer impact measure (RIM) test 
(benefit/cost tests are discussed earlier). Also, capitalizing allows the 
payment for the resource to match the useful (program) life of the 
investment. Capitalizing is one way (incentives are another) to allow the 
utilities to make energy efficiency a profitable investment. If there is a 
routine level of energy efficiency expense, however, PSC staff points to an 
inconsistency between capitalizing and established ratemaking practice in 
Arkansas, and both the PSC Staff and Attorney General object to financial 
incentives. 

 
The collaborative considered addressing any lost net revenues, meaning net of any 
offsetting costs arising from reduced sales due to energy efficiency program 
implementation.2223 
                                                 
21 In Order No. 3 of this docket, the Commission indicated that collaborative-related expenses would be 
considered as part of the implementation costs of future energy efficiency programs. Utilities interpret this 
to mean that they will be able to allocate general and administrative costs, such as salaries of collaborative 
participants, to an energy efficiency account eligible for recovery, so long as there is no double recovery of 
those costs. The PSC Staff objects to recovery of costs that are not incremental to the companies. Actual 
cost recovery claims when invited by the Commission will reveal if there is a distinction without a 
difference on this point. 
22 Irrespective of the discussion on energy efficiency in this docket, the gas companies observe that usage 
per customer is trending clearly and significantly down. They point out the connection between this trend 
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• There is disagreement as to whether lost net revenues should be recoverable.  
(Attorney General opposes recovery.  Utilities and the community action agencies 
believe full recovery is appropriate. PSC staff expresses concern about calculating 
lost net revenue recovery and whether it will affect utility earnings.) 

o “Pro” Lost Net Revenue Recovery Arguments:  
 As a policy, energy efficiency is unusual because it intends for the 

utility to sell less of its product. 
 Observations suggest that where public and private incentives are 

aligned, energy efficiency program performance improves. 
 The loss of net revenues acts as a disincentive to utilities to 

implement energy efficiency programs, unless they can be fully 
recovered with certainty. 

 Recovery of lost net revenues simply represents restoration of 
“revenue neutrality” for utilities, not a positive incentive. 

 See Ark. Code citation below, “… recover any costs incurred by 
the public utility company as a result of its engaging in any such 
program or measure.” (emphasis added)   

 NARUC and the National Action Plan for Energy Efficiency have 
identified recovery of lost net revenues as a way to overcome the 
“throughput disincentive” that would stand in the way of 
successful energy efficiency programs. 

 Inclusion of net revenue loss recovery mechanism will reduce 
regulatory expenses and the need to file frequent rate cases. 

 The Energy Conservation Endorsement Act requires that the 
implementation of energy efficiency programs be beneficial to 
utilities. 

o “Anti” Lost Net Revenue Recovery Arguments: 
 Energy efficiency is a utility service that benefits customers and 

the utility system. Utilities should engage in energy efficiency 
programs for these reasons without the need to recover “lost net 
revenues.” 

 At least for electric companies, there are no real “lost net 
revenues” that diminish contributions to fixed costs and earnings. 
Rather, due to the persistent electric load growth which is expected 
to continue, energy efficiency only reduces the rate of growth and 
the rate of marginal “found revenues.” 

 Aligning public and private incentives can be accomplished in 
better ways (decoupling, for example) without addressing lost net 
revenues. 

                                                                                                                                                 
and the ability to support the fixed costs embedded in their systems, and they point out that a policy that 
encourages their customers to use still less, while in the public interest, adds to the financial pressure they 
already face. The gas utilities felt that this trend should be an important consideration for the Commission, 
while others, including PSC staff, felt this issue, generally known as “attrition,” should be dealt with on its 
own merits and should not influence decisions in this docket. 
23 NAPEE Report discusses the net lost revenue issue, see 
http://www.epa.gov/cleanenergy/pdf/napee/napee_chap2.pdf , page 2-6. (October 30, 2006) 
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 There may be benefits created by energy efficiency programs or 
measures that outweigh any lost net revenue.  For example, 
retaining customers is a benefit to both the utility and other 
customers.  The utility benefits by retaining those revenues and the 
associated cost recovery. 

 The statute addressing cost recovery may not permit utilities to 
adjust rates to recover lost net revenues.24 

 Lost net revenues caused by a specific program are hard to 
measure with any degree of accuracy and can take significant time 
to resolve. 

 For gas utilities, there are other factors contributing to lost 
revenues that outweigh any effects of energy efficiency programs. 

 Initially, given the expected size of initial stage programs, it is 
likely that lost net revenue will not be sufficient to alter the overall 
earned return of a utility.  There is an adequate opportunity to 
analyze and address the issue more thoroughly. 

 Utilities should be required to demonstrate a material loss of 
revenues directly related to Commission approved energy 
efficiency programs.  There may be other factors that contribute to 
revenue losses that should not be included in any program cost 
recovery. For gas utilities, there are other factors, such as 
increasingly efficient end uses and recent price increases, 
contributing to lost net revenues that are of greater magnitude than 
any effects of energy efficiency programs. 

 
• Calculation of lost net revenues, if allowed, can be carried out either as a stand-

alone adjustment or as part of a broader approach, e.g., “decoupling” of total net 
revenues from sales volumes. 

o A stand-alone adjustment could initially be straightforwardly calculated 
from appropriate tariff parameters, and EE program estimated energy & 
demand savings (e.g., deemed savings).  The drawbacks of this approach, 
however, are that (1) not all utility funded conservation efforts that lead to 
declining usage and revenues (e.g., utility funded energy audits and energy 
efficiency promotional campaigns and education efforts) will be captured 
in a stand-alone adjustment; (2) unilateral conservation efforts by 
consumers would also not be captured in a stand-alone adjustment, and (3) 
the gas usage savings resulting from the installation of Energy Star electric 
appliances will also not be captured in a stand-alone adjustment.  The gas 
utilities see no rational basis for excluding these savings from a net 
revenue loss adjustment and believe that a full decoupling mechanism that 
considers all cost drivers in making a net revenue loss adjustment is 
required. 

o The gas utilities’ position – In general, the gas utilities support rules 
addressing lost net revenue recovery and endorsing decoupling. Full 
decoupling of total net revenues from sales volumes is administratively 

                                                 
24 Ark. Code Ann. 23-3-405(a)(3) 
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easier to implement and track than a stand-alone adjustment, will permit a 
revenue adjustment to capture total net revenue losses and gains that 
would not otherwise be captured by a stand-alone adjustment, and 
importantly, is completely consistent with the scope of energy efficiency 
program startup. 

o The remaining collaborative participants recognize that decoupling and 
recovery of lost net revenue are issues that must ultimately be resolved.  
However, the majority felt that decoupling and lost net revenue recovery 
were better left to further development and refinement in continuing 
collaborative efforts and individual utility rate cases following careful 
consideration of the potential effects on ratepayers and an analysis 
of actual experience from specific programs. A proposal to include a 
"first-order" lost net revenue calculation, which is very simple to perform, 
at this stage was offered and discussed. 
 

The collaborative considered utility financial incentives for energy efficiency 
performance: 

• There is disagreement as to whether utility financial incentives should be 
provided as an energy efficiency program cost recovery element.  (Attorney 
General opposes recovery and believes utilities should be motivated by existing 
regulatory incentives; PSC Staff suggests that they should not be necessary; 
Utilities and the community action agencies believe recovery of incentives is 
appropriate and necessary to promote the best performance.)25 

o “Pro” Financial Incentive Arguments: 
 If energy efficiency program expenses were capitalized (as 

generation, a substitute for energy efficiency, would be), those 
investments would be entitled to earn a return – a financial 
incentive -- beyond simple recovery.  

 Providing a financial incentive to utilities (above recovery of 
expenses and removal of the lost net revenue disincentive through 
recovery of same) will provide a positive incentive to utilities to 
implement EE programs and can neutralize any bias that may exist 
to invest in supply alternatives if comparable incentives (similar 
bottom line scale, but different manner of operating) are designed 
for this purpose.  

 Appropriate utility financial incentives will lead to “win-win” 
results for both consumers and utilities, maximizing energy 
savings opportunities for consumers and earnings opportunities for 
utilities. 

 Financial incentives would be based on the achievement of 
measurable performance standards consistent with the public 
interest (so the public gets value). Some participants advocate that 
incentives should be available only for achieving “stretch” goals 
representing superior performance. 

                                                 
25 NAPEE Report, page 2-9. 
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 Utilities indicate that they do not have an obligation to provide 
energy efficiency services unless they have an opportunity to earn 
an incentive, in addition to receiving cost recovery. 

o “Anti” Financial Incentive Arguments: 
 If the energy efficiency program is in the best interests of its 

ratepayers and it is a utility service, then utility should not require 
any additional financial incentive to implement it. 

 The statute provides for cost recovery.26  The statute does not 
provide for any incentive.  If a program is beneficial to the utility 
and its customers, and cost recovery is provided, there should be 
no further need for incentives. PSC Staff is concerned that 
capitalizing energy efficiency expenses may not be permitted. The 
PSC Staff does not see a connection between whether costs are 
capitalized or expensed and whether utilities should be entitled to 
earn a financial incentive, and it objects to any return on expenses 
either directly or recast as an incentive. 

 The Attorney General argues that incentives do not sufficiently 
motivate utilities to reduce customer usage.27 

 
• Mechanisms for Determining Appropriate Utility Financial Incentives (if any): 

o Share of Estimated Savings from energy efficiency program 
implementation  

 A shared-savings approach, such as a percentage of savings, 
directly ties a utility’s incentive to an energy efficiency program’s 
economic value.  It is also fairly straightforward to calculate with 
an effective EM&V plan. 

 For energy efficiency programs with no readily definable savings, 
such as informational programs, a financial incentive could be set 
at a percentage of program costs, or some other metric representing 
superior performance can be identified. 

o ROE on energy efficiency investments (for any energy efficiency 
expenditures that are capitalized). 

o Adder on a utility’s overall approved ROE, if permitted by statute.   
o Other mechanisms 

• A Performance-Based financial incentive approach, if allowed by statute, would 
provide further incentives to utilities to implement energy efficiency programs 
effectively.  An example of such an incentive would be a sliding-scale percentage 
of program savings, perhaps above some minimum, with the percentage 
dependent on the level of results achieved. The range of incentive might start 
below target program savings and end above it.28 

 
How energy efficiency costs may be recovered: 

                                                 
26 Ark. Code Ann. §23-3-405(a)(3) 
27 William B. Marcus. Cynthia K. Mitchell Critical Thinking on California IOU Energy Efficiency 
Performance Incentives from a Consumer Advocate’s Perspective, ACEEE, August 2006. 
28 See Rhode Island PUC Docket 3463 and incentive structure for Narragansett Electric. 
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• There are two basic approaches to implementing utility energy efficiency program 
cost recovery,29 namely, an independent energy efficiency program cost recovery 
factor, and recovery through a general rate case.  In either case, energy efficiency 
program cost recovery should apply to all customers and be non-bypassable.30 

•  Energy Efficiency Program Cost Recovery Factor 
o Offers more timely cost recovery to utilities. 
o Offers more certainty of cost recovery to utilities. 
o Avoids carrying costs on accrued expenses and incentives between rate 

cases. 
o Flexible, especially when amounts of energy efficiency implemented are 

likely to vary significantly over time. 
o Can be periodically adjusted, trued-up, reset when rate case filed. 
o Procedurally, could create an account similar to the fuel adjustment clause 

that would handle all energy efficiency costs.  
o There is disagreement as to when implementation of any recovery factor 

should commence.  (Utilities believe factor implementation simultaneous 
with program implementation, providing contemporaneous cost recovery, 
is appropriate.  Attorney General believes cost recovery should be allowed 
only after-the-fact, following independent cost effectiveness evaluation, 
creating some degree of regulatory lag.) 

• Relevant Arkansas Code citation: 
“At the time any programs or measures are approved and ordered 
into effect, the Commission shall also order that the affected public 
utility company be allowed to increase its rates or charges as 
necessary to recover any costs incurred by the public utility 
company as a result of its engaging in any such program or 
measure.”  Ark. Code § 23-3-405(a)(3) 

• Rate Case Treatment 
o Energy efficiency costs can be considered for recovery in routine utility 

rate cases. Evidence can be subjected to discovery. The public can have 
high confidence that costs are recoverable by normal regulatory standards. 

• Only SWEPCO and some electric cooperatives advocated for energy efficiency 
charges to be separately listed on customer bills. Others prefer energy efficiency 
costs not to appear separately, or are indifferent.31 

  
The collaborative discussed allocation of approved costs 

• Allocation to customer classes 
o There are two basic alternatives: (1) aggregate all energy efficiency 

program expenses and allocate to all customer classes, or (2) allocate costs 
of individual EE programs only to the benefiting class. 

o Aggregate program expenses allocated to all customer classes: 
                                                 
29 In this context, cost recovery includes whatever the Commission decides is recoverable. 
30 Non-bypassable means all customers pay their share of energy efficiency costs. If self-direction is 
allowed, as discussed in section 1, this would represent an exception. 
31 States with energy efficiency listed separately on the bill are typically ones with retail competition or a 
third party administrator. 
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 The “system” benefits of an energy efficiency program (avoided 
system costs) accrue to the benefit of all customers, not just that 
program’s participants. 

 Common EE expenses (e.g., Collaborative-related expenses) 
collected from all customers 

• Especially relevant during start-up phase of Arkansas 
initiative, when fewer programs may be implemented, with 
fewer direct beneficiaries. 

o The collaborative generally recommends starting with an across the board 
allocation to all customers.  

o Consistent with the previous bullet, the PSC staff recommends that costs 
can be allocated to the customer classes using a 50/50 demand/energy 
allocator and the most recent cost of service study for each utility. 

o Wal-Mart suggested that there be a cap on how much any customer spends 
in rates for energy efficiency. Other collaborative participants opposed 
this, generally on similar grounds to the self-direction suggestion in 
section 1. No other cost element is treated this way.  There was no further 
progress on this issue. 

 
 
3. The development of energy efficiency market structure principles and guidelines. 
 
This section of the report collects statements that have emerged from the collaborative. 
These may be useful in the energy efficiency rules as overarching principles to support 
the choices that the Commission will make. 

• Energy efficiency helps gas and electric consumers manage their bills. 
• Energy efficiency may serve to exert downward pressure on energy prices. 
• Energy efficiency is a resource for utilities, as it may have capacity and energy 

value, and may avoid other investments, especially if it is deployed strategically. 
• Energy efficiency programs should have the effect of contributing to the state’s 

energy security. 
• Energy efficiency is a utility service. 32 
• There is a balance between program flexibility, which will enable utilities to make 

the most of their specific circumstances and foster innovation, with consistency, 
which will promote efficiencies and common expectations among customers and 
trade allies. 

• An energy efficiency portfolio should provide cost-effective, verified, and 
sustained savings in capacity and/or energy, and it should strive to stabilize the 
cost of fuels and defer more costly infrastructure requirements. 

                                                 
32 Utilities were uncomfortable with this statement. The utilities do not agree that they have an obligation to 
provide energy efficiency service without appropriate levels of cost recovery and incentives. They 
preferred the following alternative: “Energy efficiency represents a utility service business opportunity that 
can be advantageous to both customers and utility investors.” In the end, the collaborative rests on the 
language of Ark Stat. Ann Section 23-3-004 for utility obligations concerning energy efficiency. 
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• Energy efficiency programs should address barriers to consumers deploying cost-
effective energy efficiency measures. Strategies to address these barriers should 
be managed as markets and technologies change. 

• Peak hour demand savings from energy efficiency and demand response are of 
particular interest to electric companies due to their effect on capacity-driven 
investments,33 but energy savings and other benefits are also important. (Some 
were uncomfortable with this level of emphasis, suggesting the value of energy 
and capacity should drive program selection.) Peak day demand savings are less 
valuable to gas utilities in the near term. 

• Energy efficiency programs should have specific objectives including 
performance objectives where applicable. Any incentives for utilities should key 
off these performance objectives. Programs should have specific evaluation, 
measurement and verification provisions to determine whether objectives are met. 

• Energy efficiency programs should be available to all customers. 
• Energy efficiency programs should address opportunities when and where 

customers are making decisions about new energy uses, and should endeavor to 
make energy efficiency a part of energy consumers’ normal decision making 
process.  Programs should attempt to have those measures become part of the 
normal decision making mix 

• Energy efficiency programs provide customers with information that helps them 
understand the impact of their daily energy use on their total energy consumption. 

• Energy efficiency funding levels should be set after considering many factors, 
including the potential for energy and capacity savings, rate effects and prudent 
program administration. 

• Acknowledging that implementing energy efficiency measures is always at the 
customer’s choice, energy efficiency programs should promote multiple cost-
effective measures per customer contact and discourage implementing only the 
most cost-effective measure at a premise. 

• Energy efficiency can promote customer retention. 
• Energy efficiency can promote energy affordability for all customers. 
• Energy efficiency programs should encourage contacts between customers and 

businesses selling energy efficiency products and services, and among such 
businesses. 

• Energy efficiency programs should promote a building design, construction and 
operating workforce in Arkansas that implements energy efficiency skills and 
practices and builds on expertise already in the community. 

• As soon as program experience allows, utilities should have program savings 
goals driven by resource planning data and achievable savings estimates from 
energy efficiency programs. 

• Statewide or sector-wide issues with energy efficiency programs and their 
oversight may be dealt with through a multi-stakeholder collaborative process, an 
advisory group to the Commission, or a utility sector working group. These 
bodies could be standing bodies or form voluntarily to address specific issues. 

                                                 
33 NERC page 7 
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Some in the collaborative are interested in assuring that discussion momentum 
built in this process not be lost. 

• The Commission should use information from several methods of measuring cost-
effectiveness when considering whether to pre-approve an energy efficiency 
program, The Commission rules should identify the tests that will be used in that 
evaluation. 

• Ancillary benefits to buildings that make them safer and more habitable and 
comfortable are factors that the PSC can consider. 

• While utility administration of energy efficiency programs is a clear path toward 
implementing energy efficiency programs in a few months, the Commission 
should consider the issue of independent administration of energy efficiency 
programs at the earliest time when program experience allows. 

• Utility program managers should file annual plans for energy efficiency 
programs, and annual reports on energy efficiency results.  The Commission may 
decide to require energy efficiency program plan on a less frequent schedule once 
it finds that the administrator has sufficient experience to merit this level of 
oversight. Program plans should be consistent with utility electric resource plans 
and natural gas procurement plans.  

• Utility program administrators can contract with firms expert in matters essential 
to effective management and delivery of energy efficiency programs.  

• Utility program administrators are encouraged to offer public education programs 
for energy efficiency.  

 
The collaborative discussed the idea of making energy efficiency the most profitable 
investment a utility can make, but there was no consensus that this idea was an 
appropriate consideration. 
 
The Attorney General objects to making a quick implementation schedule more 
important than considering administration more carefully. As the Attorney General 
believes that effective energy efficiency programs can only be achieved through an 
independent administrator, the Attorney General would rather support a prompt 
consideration of this issue first before implementing programs. 
 
 
4. The advantages of fostering cooperative gas and electric energy efficiency 
program templates. 
 
Coordinating Electric and Gas Programs – The collaborative recognized the benefit from 
the customer perspective of coordinating electric and natural gas programs. The customer 
would get a clear and comprehensive set of recommendations and incentives, enabling a 
clear strategy for accomplishing energy efficiency in the building. All programs should 
be designed to be fuel neutral. 
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A third party administrator would internalize coordination.34 With utility administration, 
challenges to this approach arise from the following points: 

• in some instances electric and gas utilities are competitors, i.e., where their 
products are substitutes; 

• most utilities have an interest in delivering program themselves. 
 
As noted in Section 1, the PSC Staff has offered a list of pre-reviewed programs, and this 
list offers vehicles for both electric and gas programs. Also in section 1 is a brief 
discussion about criteria for statewide cooperation with public information and education, 
and a discussion of a statewide inefficient homes program. 
 
There were two issues addressed within this topic: 

• Are there programs that will provide distinct overall benefits if they are offered 
statewide, rather through the distinct efforts of electric and gas companies? 

• What are the appropriate safeguards against programs being discriminatory or 
competitive between gas and electric utilities? 

 
Three others issues were identified, but no significant progress was made: 

• Identifying specific opportunities for cooperation; 
• Scoring savings from building envelope improvements; 
• Preventing duplication of effort. 

 
Programs with Overall Benefits for a Quick Start – In keeping with the overall 
Collaborative objective of identifying potential quick start programs, residential 
weatherization and statewide education are the recommended programs which will 
provide benefits for both gas and electric customers. The collaborative worked on 
describing the conditions that would promote effective statewide efforts. 
 
A statewide inefficient homes program would address electric and gas end uses. Issues 
related to such a program are discussed in Section 1.  
 
The Commission expressed interest in a statewide education program to increase 
consumer awareness and education of energy efficiency. This program can provide 
overall benefits from a coordinated effort. The cost recovery mechanism approved by the 
energy efficiency rulemaking should include education programs. The Commission will 
have to decide whether general energy efficiency messages not supporting specific 
programs should be an energy efficiency expense recoverable through an energy 
efficiency cost recovery mechanism, if one exists, or an advertising expense recoverable 
in normal course of a rate case (the costs of corporate image messages are not 
recoverable in any case). 
 

                                                 
34 Fred Gordon, Oregon Energy Trust, Dave Robison, Stellar Processes, We All Did It- Attribution of 
Savings in an Environment with Many Helpers, ACEEE, August 2006. 
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Other program areas that may lend themselves to cooperation across electric and gas end 
uses in the future include: 

• Energy audits; 
• Commercial / industrial consumer process audits; 
• Heating and air system inspections and tune ups. 

 
Safeguards Against Discriminatory and Competitive Programs -- Adoption of a standard 
offer template for energy efficiency programs is one approach through which it may be 
possible to address the concerns associated with competitive issues between electricity 
and gas. This will be particularly challenging for new construction, where builders face a 
choice and neither fuel has the advantage of “incumbency.” Resolving this challenge in 
time for initial stage programs may not be possible.  
 
All programs should be designed to be fuel neutral. For 2007 programs, programs whose 
primary objectives are fuel switching, load retention or load building should be excluded, 
except for designs intended to reduce the number of account terminations for non-
payment. This exclusion should continue until the Commission has an opportunity to 
reconsider these issues. 
 
The terms in pre-reviewed programs could be designed to prevent discriminatory and 
competitive actions and to be fuel neutral. An illustrative example can be found in the 
U.S. DOE Weatherization Assistance Program which includes a prohibition against fuel 
switching (though this program applies only to existing structures). Because the 
Commission will consider these issues and resolve them through the process of 
promulgating pre-reviewed programs, it should not be necessary for individual programs 
to later meet the requirements of the Promotional Practices Rules provided the programs 
offered by each utility fall within the pre-reviewed scope. 
 
Should a utility wish to propose to the Commission an energy efficiency program not yet 
considered, then the utility and Commission must review the program pursuant to the 
criteria established in the energy efficiency program rules. 
 
Additionally, where their service territories overlap, any cooperation between gas and 
electric utilities in the development, implementation and/or administration of programs or 
measures should be specifically sanctioned by the Commission to avoid any potential 
antitrust problems (i.e., for the “state action doctrine” to apply). 
 
 
5. Development of a “deemed savings approach” for Arkansas. 
 
Most collaborative parties favor developing and adopting a deemed savings manual for 
Arkansas. The participants do differ across a range of views on the degree of 
commitment and reliance on deemed savings. Experience may address some concerns. 
 
Deemed savings values are generally based upon engineering calculations.  Market 
research or reasonable assumptions must be made regarding the hours of use and patterns 
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of use for various types of equipment.  Baseline studies or reasonable assumptions are 
used to determine the type of equipment that a consumer might purchase and install when 
an incentive from an energy efficiency program is not available.  The differences in 
energy usage and demand between standard efficiency equipment and energy efficient 
equipment (e.g., equipment with an Energy Star rating) can be estimated based on data 
available from trade organizations, professional engineering organizations (e.g., 
ASHRAE), consumer organizations (e.g., ACEEE), energy efficiency program evaluation 
studies sponsored by utilities, and government sources (including the US EPA and the 
California Energy Commission). The Commission should assure that as it orders the 
initiation of programs, it also directs the baseline energy surveys that will form the basis 
of sound deemed savings calculation. Values vary by climate zone. The collaborative 
heard that Arkansas has four climate zones. 
 
The collaborative discussed a difference in deemed savings calculations between a 
retrofit program, where end uses are replaced before the end of their useful lives, and new 
construction and new equipment programs.  

• In the new construction and new equipment situations, the customer is deciding 
between the standard new system, and an energy efficient option. These define the 
“delta” for such programs.  

• In the retrofit situation, the customer is deciding between the existing end use 
(which may be less efficient than the standard now on the market) and an energy 
efficient option. These define the “delta” for such programs. 

 
In other states, use of “deemed savings” has been a fundamental tool to provide a 
reasonable estimate of the energy savings and peak demand reduction that are likely to 
result from common energy efficiency measures.  Deemed savings values can be used as 
the basis for screening program cost-effectiveness and for determining incentive 
payments to program participants.35 

                                                 
35 In Texas, “deemed savings” has proven popular with utilities and regulators over the six years of 
programs implemented since the start of retail electric competition.  Nearly all of the measures that have 
been implemented through the Residential and Small Commercial Standard Offer Program and the Hard-to-
Reach Standard Offer Program have used deemed savings values approved by the Public Utility 
Commission of Texas. 
 
In Texas, deemed savings have been developed for following measures: 

• Duct sealing 
• Installation of a high efficiency air conditioner in lieu of standard efficiency equipment 
• Installation of Energy Star windows in lieu of standard efficiency windows 
• Purchase of Energy Star kitchen appliances in lieu of standard efficiency appliances 
• Photovoltaic systems 
• Solar water heaters 
• Installation of a high efficiency commercial chiller in lieu of standard efficiency equipment 
• Energy efficient lighting equipment 
• Installation of insulation 
• Water saving measures (e.g., low-flow showerheads and faucet aerators) 
• Air infiltration reduction measures 
• Installation of high efficiency motors in lieu of standard efficiency equipment 
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The use of deemed savings values may provide an inexpensive alternative to other ways 
to measure and verify the impacts of energy efficiency measures.  The application of 
deemed savings values may be justified in situations where the same measure will yield 
similar savings when installed in a wide variety of different settings, and in situations 
where more extensive measurement and verification activities (metering or surveys, for 
example) would prove cost prohibitive.   
 
There is some error when deemed savings are used.  In any particular installation, energy 
efficient equipment might be used more or less than the times assumed in the calculation 
of the deemed savings.  Actual weather may differ from the climate data used in the 
calculation of deemed savings for weather-sensitive measures.  However, deemed savings 
can be developed to estimate a reasonable “average” impact of the measure. The Attorney 
General is concerned that sufficient actual measurements be used to verify the suitability 
of deemed savings values. 
 
The collaborative has not expressed a distinct view on how weather variations should be 
accounted for. Options include maintaining engineering savings values over time relying 
on variable weather to average out over time, or choosing those programs that will have 
weather-sensitive savings and applying some normalization factor to adjust scored 
savings from year to year. Note that if annual savings goals are used as performance 
targets, the former approach is a more stable measure of utility effort. 
 
For weather-sensitive energy efficiency measures, different deemed savings values must 
be calculated for different climate zones.  Values may also differ by the size of equipment 
being installed or replaced. 
 
Some in the collaborative would like to see statewide deemed savings values independent 
of utility. They reason that the real issue is how prevailing end uses can be made more 
efficient. They acknowledge that prevailing climate will influence savings for some 
programs, but that essentially arbitrary utility barriers will not.  Others in the 

                                                                                                                                                 
The single largest source of deemed savings data is the Database for Energy Efficient Resources (DEER) 
sponsored by the California Energy Commission (CEC) and California Public Utilities Commission 
(CPUC).  This database is designed to provide estimates of energy and peak demand savings for particular 
energy efficiency measures as well as to measure the costs of energy efficiency steps and their effective 
useful life. These values are available on the internet, assuring public accessibility. In California, deemed 
savings values are updated based on experience.  
 
The deemed savings values applicable in the Xcel Energy/Southwestern Public Service Company service 
area  for the residential and small commercial customer sector can be found at: 
http://www.xcelefficiency.com/Res-HTR/Xcel-ResHTR-Manual_2006_A_Deemed%20Savings.pdf 
(October 30, 2006) 
 
Measurement and verification standards and deemed savings values for certain types of projects undertaken 
at the premises of large commercial and industrial customers can be found at: 
http://www.xcelefficiency.com/CI/Xcel%202006%20C&I%20M&V%20Guidelines_SecIII.pdf (October 
30, 2006) 
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collaborative see utility-specific deemed savings as important, apparently justified by 
anticipated differences in programs among utilities. 
 
Deemed savings are less applicable for commercial and industrial energy efficiency 
measures, where savings may vary greatly depending upon the firm’s production process 
and technology.  In the absence of deemed savings values, some form of measurement 
and verification (M&V) must be done, possibly including pre- and post-metering of 
actual energy use of the identified measure(s).  This should be laid out in the program 
plan. In those instances where M&V must be done, the costs may be significant. In a few 
cases, the project may not be undertaken due to the increased cost and therefore, the 
longer payback. 
 
The International Performance Measurement and Verification Protocol (IPMVP) may 
offer Arkansas a standard place to start that is used by many program administrators, and 
is advocated by some collaborative participants. IPMVP offers a method that can apply 
for programs when deemed savings calculation are not applicable. 
 
There is strong support in the collaborative for public education on energy efficiency as 
part of the portfolio of programs. It is unlikely that deemed savings will be applicable to 
these programs. 
 
Energy Star, a designation for buildings, equipment and appliances managed by the U.S. 
EPA and the U.S. DOE, can help to identify energy efficiency opportunities that should 
have deemed savings calculations. Energy Star is primarily a tool for electric end uses. 
 
Some participants in the collaborative caution that externalities, if they are applied, 
should appear elsewhere in the program evaluation process. Deemed savings tables 
should be purely engineering estimates of measure savings. 
 
Deemed savings values must be periodically updated to reflect program experience 
gleaned from the EM&V process, new technologies introduced into the marketplace, new 
federal energy efficiency standards for appliances and equipment, and new codes.  Texas’ 
experience suggests that deemed savings values should not be “codified” in Commission 
rules, which may be difficult to change or update later.   
 
During the collaborative, participants received an unsolicited proposal from an 
experienced contractor to provide a deemed savings manual for Arkansas. The product 
could be available three months from a commitment, based on the proposal. The 
Commission can choose to ask administrators to develop initial phase programs based on 
their own estimates of savings, with the expectation that estimates may be adjusted with 
the arrival of the deemed savings manual, or it can wait until a deemed savings manual is 
available. Funding a statewide manual would probably need cooperation by and funding 
from the utilities as part of the start-up category of funds. The potential for such 
cooperation was discussed during the collaborative. Utilities were generally positive 
about cooperatively funding such an effort. Further private discussions will be needed to 
determine if this option will be realized, and wording of subsequent Commission orders 
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in this docket may also affect whether this initiative moves quickly or not. The proposal 
is included as Appendix G. Collaborative members were comfortable with the list of 
measures in the proposal conducive to deemed savings, though emphasis should be 
reasonably placed on those measures which will be delivered by quick start programs. 
 
The Arkansas PSC should conduct its own review of the material and information 
identified above, and then determine the appropriate eligible measures for which deemed 
savings might be developed and accepted.  It would be reasonable to direct stakeholders 
in this collaborative to develop this set of values as soon as possible, given technical and 
Commission process requirements. Collaborative participants anticipate that the 
Commission would have to approve initial deemed savings values and any revisions, but 
did not discuss the nature or intensity of such process.  
 
Stakeholders or the PSC may decide to reduce each eligible measure’s deemed savings 
values by some margin of conservatism to take a safe approach to the values that are 
finally accepted.  Subsequent audits can reset deemed savings values based on real 
experience in Arkansas. In addition, there may be interactive effects for certain measures 
that should be considered (e.g., more efficient lighting may reduce internal heat gain, 
which in turn will reduce the air conditioning load for certain building types).  All of 
these should be taken into consideration. 
 
For now, a widely held view in the collaborative is that deemed savings should be 
calculated for end use measures and replacements that use the same fuel. The 
collaborative did discuss the issue that for some end uses, fuel switching could be 
evaluated and could be included as a program option, and full fuel cycle efficiency could 
be used in the evaluation of programs. The gas utilities favored this view. The prevailing 
view, however, is that fuel switching and full cycle efficiency should not be applied at 
this stage of Arkansas energy efficiency program development. This is discussed further 
in section 8. 
 
An effort to develop initial deemed savings values could be initiated with joint support of 
the utility companies. 
 
 
6. The development of uniform standards and mechanisms for evaluating, 
measuring and validating energy efficiency programs. 
 
Evaluation, monitoring and verification are part of any energy efficiency program. The 
parties agreed that a uniform standard and mechanism for evaluating energy efficiency 
programs in Arkansas is necessary for verifying program performance and enabling 
continuous improvement. That said, there are many reasons for this standard and 
mechanism to have flexibility to consider geographic and utility-specific circumstances. 
 
Introduction -- Evaluation, measurement and verification (EM&V) of energy savings will 
be critical for the design of any successful energy efficiency program.  An EM&V 
approach should be chosen that best matches i) projected costs and magnitude and nature 
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of savings, ii) technology-specific requirements, and iii) risk allocation among 
participating customers, ratepayers and utility shareholders.  

EM&V Administration – The collaborative participants agree that credible EM&V is 
essential for successful energy efficiency programs, noting that this concern is typical in 
US energy efficiency programs.  

For some participants, a critical element for a rigorous and reliable EM&V program is a 
structurally independent administrator.36  An independent EM&V administrator would 
receive input from all parties, including utility companies, and would be free of ties that 
would prevent a rigorous and objective review of costs versus savings.  An independent 
administrator could have a statewide scope, and should be selected by an entity that does 
not have a financial stake in the process, such as the Public Service Commission, with 
input from all interested parties. One concern supporting this proposal is the possibility 
that a utility administrator might over-report savings compared with actual program 
results, assuming this would not be discovered, to receive cost recovery for program costs 
as well as margins on sales that were made due to deficient programs. There is experience 
with this in other states. 

For other participants, the objective of effective EM&V can be accomplished by utility 
program administrators. Utilities can contract out this function, or they can set up internal 
organizational controls that create the arms length relationship between those with 
program responsibilities and those with EM&V responsibilities. They point out that this 
flexibility allows effective EM&V to be accomplished with minimum expense while 
avoiding redundancy, and caution that value from EE programs can leak away with high 
EM&V costs. Finally, they suggest that the Commission can routinely audit the EM&V 
process to verify its results, and investigate at any time using experienced contractors that 
would find the truth. Utilities suggest that EM&V should assure that program plans were 
implemented appropriately, that savings are measured with reasonable accuracy, and the 
lessons from the EM&V activity are plowed back into programs. 

Rigorous and reliable EM&V is essential to the goal of energy efficiency for three 
interrelated reasons:  

• The EM&V framework should be designed to generate accurate and reliable data.   
• In order for an energy efficiency program to succeed, all stakeholders must have 

some assurance that the energy efficiency program is itself efficient. The EM&V 
program must ensure that energy customers, utility shareholders, and ratepayers 
get a good energy efficiency return for the dollars expended. Ratepayers should 
rest assured that well-run, independent and effective energy efficiency programs 
will ultimately result in lower customer bills.  

• The EM&V program must be as transparent as possible to ensure that the best 
program designs are adopted and that the best program implementers are selected.   

 

                                                 
36 See California PUC Rulemaking Docket R.01-08-028, Decision D05-01-055 at p. 111, January 27, 2005. 
http://www.cpuc.ca.gov/PUBLISHED/FINAL_DECISION/43628-04.htm#P509_192162 (October 30, 
2006) 
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EM&V Protocols and EM&V Cycle – The Commission should develop EM&V protocols 
and a cycle for EM&V that is integrated into program plans and resource plans.  The goal 
of this effort should be to: 

a) Produce a standardized process for evaluating programs, reporting 
results and acting on results; 

b) Provide credible and objective information on program impacts and 
performance; 

c) Produce recommendations to improve program performance; 
d) Produce an accurate assessment of future opportunities to save energy; 

and 
e) Produce results that meet the needs of resource planners in order for 

energy efficiency to be a viable resource. 
 

In addition, EM&V efforts should be structured so that they can: 1) inform the program 
selection process, 2) provide early feedback to program implementers, 3) produce 
calculations of performance basis at the end of the funding period, and 4) feed back into 
the planning process for the next program cycle and prompt modifications to deemed 
savings calculations based on experience.  The reliability of the reported energy savings 
is critical link for EE to be a viable resource in the utilities’ resource portfolios. EM&V is 
vital for energy efficiency program cost recovery, but participants have different reasons 
for this. Some link cost recovery to savings results and expect EM&V to show whether 
goals are met, thus justifying cost recovery. Others link cost recovery to following the 
program plans, and do not believe that failure to meet savings goals should be cause for 
cost disallowance since there can be good faith reasons for such an outcome. For them, 
EM&V is about improving programs, validating claims for incentives, if offered, and 
linking their results to resource planning 
 
To maximize the benefits of program evaluation, the energy efficiency implementer 
should be working closely with the program evaluator from the start to: 

(i) co-develop data reporting requirements, 
(ii)  set up infrastructure for data tracking, and on an ongoing basis,  
(ii) review program progress, and  
(iv)  implement changes to enhance program effectiveness.  

The International Performance Measurement and Verification Protocol (IPMVP) offers 
Arkansas a standard place to start that is used by many program administrators elsewhere. 
Some collaborative participants advocate its use in Arkansas. IPMVP offers a method 
that can apply for programs when deemed savings calculation are not applicable. 

 

Establishing Energy Efficiency Savings – Energy (kW, kWh, therm) savings are 
determined by comparing measured energy use before and after implementation of an 
energy savings measure.  

Most participants support using deemed or estimated energy savings rather than 
undertaking actual savings calculations in whatever applications are appropriate 
consistent with the right balance of ratepayer protection and efficient program 
administration.  This is discussed at length elsewhere in this report. This approach is less 
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precise, relying on engineering estimates rather than installation specific savings 
measurements, but is less costly than measuring actual savings and provides sufficient 
precision in many states.  The most likely situations for using the deemed savings 
approach would be those energy efficiency measures and/or programs for which reliable, 
objective and independent energy savings data already exists and for which there are 
relatively few external factors that could compromise energy savings.  Residential 
programs are likely to be conducive to using deemed savings in the EM&V process. 
Costs versus savings should be tested to ensure that the estimated savings are actually 
being achieved. Where a deemed savings approach is not applicable, the administrator 
should estimate savings for the approved program and include an M&V plan and budget. 
M&V should consist of verification of installation by the utility and collection of pre- and 
post-measure data. 

Others advocate undertaking actual energy savings verification measurements, either on a 
comprehensive basis or by sampling. This approach has the virtue of being more reliable 
but the costs of implementing the after-the-fact true up to compare costs versus savings 
are higher. 

  

 EM&V Plan – Program administrators (utilities, if they are the administrators) should 
develop a proposed EM&V plan and associated budget for the energy efficiency 
programs to be implemented.  The plan should focus on demonstrating how program 
objectives are met. A technical advisory committee of interested stakeholders should 
assist in the development of the EM&V plans.37 The Attorney General believes that this 
committee should be set up by the Commission or some entity other than program 
administrators. The EM&V plan should specify the method for verification of program 
costs, the number, types and quality of measures installed, and procedures and methods 
for verifying actual savings. The EM&V plan should include sufficient funding for 
evaluation of costs versus savings to be able to ensure the integrity of the energy 
efficiency efforts. The record keeping should not be limited to energy savings only.  
Since the objective of programs should be to provide benefits to all ratepayers, the 
EM&V process should be geared to confirming whether that objective has been achieved. 
A centralized EM&V administrator could be assigned these tasks. 

 
A number of participants suggested that for indirect impact or market transformation 
programs, such as public information campaigns, M&V will consist of verification of 
program implementation based on the plan. 

One participant suggests that every energy efficiency services provider should provide 
adequate documentation for an M&V plan that meets the requirements of the IPMVP. 
This would apply to any customer that chooses to self-direct energy efficiency 
investments, if that practice is authorized by the Commission. 

 

                                                 
37 Consultant costs should be considered as part of the overall EM&V budget discussed in the subsequent 
section.  
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Periodically, the Commission should audit program results, including the performance of 
the program EM&V. This can be a desk audit or a field audit. The Attorney General 
believes that some field audit is essential. A firm independent of program activities in 
Arkansas and companies delivering programs in Arkansas should be used for this 
purpose. In a desk audit, processes are examined to see that staff does what was expected 
of them. For example, the audit would check that savings were measured based on pre-
determined procedures. A field audit would be to determine savings reported are actually 
in place. Some in the collaborative caution that 2007 programs may be simplified, so a 
Commission audit should wait until programs mature and can be fairly evaluated. 

PSC Staff proposes a framework for EM&V that appears in a text box. 

 

The Attorney General offers the following list of items 
that EM&V plans should contain: 

 
• A table for classifying each proposed program, based on characteristics such 

as program size, market segment, whether it involves new construction or 
retrofit applications, in order to establish the type of EM&V analysis 
necessary.   

• A table showing the type of study or studies required for each program 
classification and the specific outputs that will be generated.  For example, 
the outputs of an engineering analysis to evaluate gross load impacts would 
include the load shape and level of savings per unit.  The outputs of a 
participation verification study would include the types and numbers of 
measures and equipment installed. 

• A protocol that describes the frequency for each type of study, by program 
classification, and annual reports to the Commission.  The combination of this 
protocol and table of studies in the previous item should provide a schedule 
for how frequently specific performance parameters (e.g., first year energy 
savings, program participation, expected useful measure lives, net-to-gross 
ratios, technical degradation factors, etc.) will be updated.   

• Quality control protocols that provide directions on how to gather and analyze 
information for major study parameters, including acceptable methods for 
estimating load impacts, sample design and billing data requirements  (as 
applicable), acceptable data collection methods, acceptable confidence levels, 
approaches for dealing with uncertainty, recommended techniques for 
assessing and minimizing potential bias, among others.   

• A schematic and accompanying description that illustrates the “integrated 
EM&V cycle”, that is, how the required studies will inform the program 
planning and integrated resource planning process.  This document should 
indicate when studies will be completed, how they will be submitted/made 
available for public review, and describe how the resulting updated 
information will feed into the next energy efficiency program planning cycle 
(for example, to cause an adjustment in deemed savings tables) and/or 
resource planning cycles.  
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EM&V Budget – The level of funding should be sufficient to cover the costs of verifying 
program participation and program expenditures, conducting load impact studies when 
necessary, and periodic persistence studies and process evaluations. As with all aspects of 
the energy efficiency budget, care should be taken to balance costs necessary for effective 
EM&V with concern for a favorable benefit/cost analysis. The program administrator 
should provide to the Commission a proposed EM&V budget to assist the Commission in 
adopting a specific EM&V funding level. The collaborative would discourage placing a 
specific cap on EM&V spending. The Commission would monitor the percent of costs 
attributed to EM&V to assure that the appropriate balance between efficiency and 
administration, including EM&V, is maintained. The Commission can look to EM&V 
spending in other states for comparison purposes. During the collaborative, participants 
reported a range of 3% to 5% of program budget for EM&V. Initial EM&V costs will be 
higher than in later years due to the need to create and establish new management 
systems. 

 
 

 

Suggested Framework for Initial EM&V from PSC Staff 
 
Commission would prescribe initial data collection and reporting requirements.  This would 
probably involve identifying the specific measures and data requirements for each initial 
program.  This would likely be superior to developing a complex generic manual or 
procedure. 
 
Utilities would gather the prescribed data and calculate the prescribed measures.  The utilities 
would file periodic reports (annually) presenting the required information. 
 
Periodically, an independent party could be hired to evaluate, audit, and verify the accuracy of 
the utilities’ reports. 
 
This general framework is similar to the process used by the Commission for many other 
issues.  This enables monitoring of the programs to ensure that the stated benefits are realized. 
 
Each program should identify a specific list of objectives.  The EM&V process for each 
program should be structured to verify that the stated objectives were met.  If the objectives 
were met, it may be appropriate to expand the program.  If not, it may be appropriate to end 
the program. 
 
Initially, the EM&V process should be kept as simple and straightforward as possible.  It must 
be comprehensive enough to ensure thorough scrutiny of all programs but not unduly 
burdensome. 
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7. The proper economic tests to use in determining whether a program is in the 
public interest. 
 
The parties to the collaborative have disparate views on the way to apply benefit-cost 
tests to energy efficiency programs. Most participants support an approach that 
diminishes the importance of any one economic test. This approach would have the 
Commission use several tests, as well as a comparison to an applicable avoided cost to 
identify programs that are likely to be cost-effective in Arkansas. Use of avoided cost in 
this way on a permanent basis is a concern for PSC Staff, though use in review of “quick 
start” programs is more acceptable, as discussed in Section 1 of this report. These 
programs would be fleshed out sufficiently with economic details so that the various 
economic tests can be applied, and the Commission can judge the programs worthy of 
“pre-reviewed” status. These programs would be deemed cost-effective. Administrator-
specific programs conforming to pre-reviewed programs would be approved. The tests 
can be adapted to include or exclude external costs and benefits. There is a premise here 
that energy efficiency is a utility resource. 
 
Issues Regarding Energy Efficiency Program Qualification Criteria: Introduction – As 
with all utility costs or investments for which cost recovery38 from ratepayers is sought, 
there must be clear criteria as to which costs may qualify for such recovery.  In the case 
of this docket, this presents a potential dilemma.  In order to achieve practical results 
quickly, such criteria should be relatively broad in nature.  However, the economic 
evaluation of Energy Efficiency programs is inherently complex.  What is needed, then, 
is an approach that retains sufficient rigor while being relatively simple to apply 
(attributes can be added later as stakeholders gain experience). 
 
It is contemplated that introducing energy efficiency programs in Arkansas will proceed 
in stages. An initial stage will primarily encompass programs that are well understood, 
and have been widely and successfully implemented elsewhere.  The initial stage will 
also serve as a learning experience with lessons learned applied in later stages.  Given 
this approach, it is appropriate to define criteria for the initial stage rather broadly at this 
time, while keeping in mind that this issue will be revisited when advancing to later 
stages, at which time more comprehensive criteria may be considered. 
 
Another relevant aspect of this initiative is that it is contemplated that there will be a list 
of “pre-reviewed” measures or programs that may be considered for inclusion in Energy 
Efficiency plans, as well as provision for the inclusion of additional measures/programs 
on a case-by-case basis.  Different criteria may apply to these two types of programs, e.g., 
common statewide economic evaluation using common statewide parameters and values 
for the former, perhaps more utility-specific economic evaluations for the latter.  (There 
will likely be non-economic criteria, as well.)  Any other commonly-implemented 
statewide programs would also utilize common statewide economic evaluation using 
common statewide parameters and values. 

                                                 
38 Cost recovery here refers to all related costs, including administration, net lost revenues, if allowed, and 
incentives, if offered. 
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The following presents a summary of some of the major issues in this area in Question 
and Comment format.  (It is understood that the scope of this docket and report can 
encompass programs whose aim is primarily energy efficiency, as well as whose aim is 
primarily demand reduction, and the Comments are meant to apply to both). 
 

  

Q1.  WHAT ARE THE INITIATIVE’S OVERALL OBJECTIVES, AND WHAT 
TYPES OF CRITERIA SHOULD BE USED TO MEASURE SUCCESS?  
 
Overall objectives will likely include such items as the aggregate scale of EE programs 
(savings achieved, dollars spent); a range of programs available for equitable 
participation by a range of customers/classes; and others. Longer term objectives could 
include downward pressure on commodity fuel prices, including natural gas. 
 
For the aggregate scale, criteria could analyze budget sizes, either in absolute dollar 
terms, or as a percentage of revenue (either total revenue, or of revenue less fuel cost, 
which tends to be more stable, especially for gas utilities), or monthly bill increases.  
Note that the issue of program scale is also discussed in the program section of the report. 
Projected load reductions (energy and capacity) could be compared with projected load 
and consumption growth.  Criteria could establish minimums, maximums, or both.  These 
overall targets could be subject to a requirement that only cost-effective programs be 
implemented. 
 
For the range of programs offered, guidelines for budget allocation to various customer 
sectors could be established over some period of time.  It should be noted that even 
customers who do not participate in any programs will enjoy the system benefits of all 
programs, regardless of who they draw on as participants.  Thus it is not unfair for non-

Specific Program Qualification Issues Summarized 

Q1.  What are the initiative’s overall objectives and what types of criteria should be used to 

measure success? 

Q2.  What type of criteria should be used for various types of individual programs? 

Q3.  At what level should criteria be applied? To individual measures? To multi-measure 

programs? To multi-program utility portfolios or plans? 

Q4.  How should the various benefit/cost perspectives be balanced? 

Q5.  What elements should be included in the various benefit/cost tests? 

Q6.  What values should be used for the elements included? 

Q7.  What time periods should be applied in such benefit/cost tests? 

Q8. Should there be a “tight” definition of elements/values/time periods, or should 

flexibility in their selection be allowed? 
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participants to pay for overall initiative implementation, even if they do not directly 
benefit from program energy savings. Because the collaborative agreed on the principle 
that programs should be available to all customers, all customers may eventually become 
participants of energy efficiency programs. 
 
Appropriate cost-effectiveness requirements should also be incorporated. 
 
Q2. WHAT TYPE OF CRITERIA SHOULD BE USED FOR VARIOUS TYPES OF 
PROGRAMS?  
 
There will probably need to be different criteria, including distinct cost recovery test 
criteria, for “soft” programs (i.e., those whose results cannot be readily quantified), such 
as informational and educational programs, vs. “hard” programs (i.e., those with readily 
quantifiable results). 
 
Objectives / criteria for “soft” programs might include: a percentage allocation of the 
overall EE budget; number of persons estimated to be reached; or others.  Appropriately 
designed “pre” and “post” customer surveys could be used to help determine program 
effectiveness, and potentially to improve the program on a going-forward basis. Note that 
this was also discussed in the program section of the report. 
 
Criteria for individual “hard” programs could be based on the standard DSM economic 
analysis tests, or another could be specifically developed for this purpose. 
 
Different criteria may be appropriate for individual “hard” electric utility programs vs. 
gas utility programs since commodity fuel costs make up such a different proportion of 
aggregate customer bills for the two, because of different market forces affecting the two, 
and for other reasons. 
 
Q3.  AT WHAT LEVEL SHOULD CRITERIA BE APPLIED?  TO INDIVIDUAL 
MEASURES?  TO MULTI-MEASURE PROGRAMS?  TO MULTI-PROGRAM 
UTILITY PORTFOLIOS OR PLANS?  
 
A “measure” generally consists of a single action or device (or multiples of a similar 
device, such as light bulbs);  a “program” generally consists of collections of measures, 
which can be “delivered” to customers at a lower total cost than the sum of the costs of 
the individual measures if separately “delivered”.  (A program could also consist of only 
a single measure).  A “portfolio” consists of a collection of one or more programs, 
intended to ensure broader coverage than the individual programs. 
 
Should there be a requirement that every measure in a given program must meet cost 
effectiveness criteria on its own (after adjusting for the economies of “delivery” resulting 
from its inclusion in a program), or could some additional measures be included, so long 
as the overall program meets the criteria?  Likewise for “portfolios”.  There may be 
justification for delivering cost ineffective measures in some circumstances. If cost 
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ineffective measures are allowed to be included, some explanation of the basis for their 
inclusion should be provided. 
 
The collaborative favored a system in which Arkansas would expect to see a healthy 
benefit from the overall portfolio of programs, while at the same time expecting a range 
of performance from individual programs, including some that might have marginal 
economic benefits but have other favorable attributes (like safety, habitability, comfort, 
etc.).39 Participants favored flexibility in constructing a program portfolio to gain 
experience and assure that a range of programs would be initiated. 
 
Q4.  HOW SHOULD THE VARIOUS BENEFIT/COST PERSPECTIVES BE 
BALANCED? 
 
The “standard” economic benefit/cost tests are designed to look at program cost 
effectiveness from a variety of different perspectives and each provides useful 
information.  The TRC test adopts the perspective of the aggregate of the utility and all of 
its customers, taking into account cost and benefit elements based on the current resource 
planning environment (current environmental regulations, etc.).  The Utility Cost test is 
similar, but excludes costs borne solely by program participants.  The Societal Cost test is 
similar to the TRC test, but can include additional avoided cost items or selected social 
benefits.  The RIM (rate impact measure) test adopts the perspective of a non-
participating customer, to see whether the “costs” of savings to participants (bill savings 
or lost net revenue, and any utility-paid incentive) outweigh the “system” benefits for 
non-participants.40  Finally, the Participant Cost test adopts the perspective of a 
participating customer, to see whether their short-term savings (bill savings plus 
incentives) will be sufficient to offset any participant measure cost, and induce them to 
participate.41 
 
One or more of these existing standard tests, or an alternative specially developed test, 
could be used as an absolute criterion, or a multi-part criterion could be established, such 
as passing the TRC test, with a minimum RIM test value of, say, 0.75. 
 
A specific criterion or approach could be specified, or flexibility could be allowed, 
permitting somewhat different criteria for individual “hard” programs.  (See, for example, 

                                                 
39 There are various instances in the U.S. with a portfolio benefit/cost ratio using the total resource test 
exceeding 2, which include programs with benefit/cost ratios using the same test ranging from around 1 to 
numbers as high as 7 or even more. 
While quantifying the value of other favorable attributes is not always feasible, some commissions, 
Vermont, for example, apply a percentage adjustment that roughly and directionally allows these attributes 
to factor in the analysis. 
40 Participants in the collaborative brought different views about subsidies or external factors that are 
routinely included in the RIM test. The point is to reinforce the idea that these tests are guides and are not 
substitutes for affirmative public interest-driven decision-making about the Commission and program 
administrators. 
41 Distinct among collaborative participants, the Arkansas Electric Consumers and Gas Consumers groups 
argued for exclusive use of the RIM test. Others pointed out that a standard of no rate effect may be too 
high for most programs, and is not how other resources with general benefits are evaluated. 
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“An Electric System Resource Planning Approach to Using the Standard DSM Cost-
Effectiveness Tests”). 
 
Q5.  WHAT ELEMENTS SHOULD BE INCLUDED IN THE VARIOUS 
BENEFIT/COST TESTS? 
 
The economic test calculations are somewhat broadly defined, and there is a very wide 
range of elements that could be (and have been, elsewhere) considered for inclusion in 
them.  The table “Potential Cost Effectiveness Test Elements” identifies and offers 
comments on an assortment of such elements. This spreadsheet is included in Appendix 
C-1. The collaborative participants appreciate that this should be used as a guide for the 
Commission in this initial stage, subject to changes with experience. 
 
The specific elements would differ for gas and electric utilities. 
 
The Attorney General recommends that, to the extent one program leads to savings 
benefits for both electric and gas, the joint benefit should be considered in applying a 
benefit-cost test. 
 
The collaborative discussed the approach that Texas used, in which an avoided cost 
approximating the carrying cost of a combustion turbine was used to value capacity. 
Participants favored an approach that included the various so-called “California tests” 
listed in the response to Q4, above. 
 
Q6.  WHAT VALUES SHOULD BE USED FOR THE ELEMENTS INCLUDED? 
SHOULD VALUES BE UTILITY-SPECIFIC OR COMMON? SHORT-TERM OR 
LONG-TERM? 

 
Some general values, such as inflation and commodity fuel escalation rates, should 
probably be common for all analyses.  Statewide programs would likely use common 
values, which may require averaging of some diverse data.  
 
For utility-based programs, utility-specific input information, such as avoided capacity 
and energy costs, may be useful, thought some participants expressed concern about the 
resources that might be required to do so many utility specific analyses. There are good 
arguments to be made for using each approach at different times, and there was interest in 
developing approximate “default” values that could avoid the need for a costly analysis.42 
 
There is a balance here which must accommodate the imperative of assuring sufficient 
review of all costs that go into utility rates. The concern of utilities for certainty of cost 
recovery stands with ratepayers’ need for certainty of benefit.  Resolving this set of issues 
                                                 
42 For example, considering avoided costs, some systems may not need additional capacity resources for 
some time, while others may have such needs earlier.  There may be structural reasons why one system’s 
cost for a particular element are higher or lower than another’s.  On the other hand, the less uniform such 
assumptions are, the more difficult it becomes to compare and analyze results across systems.  
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may rely most on societal values, which a multi-stakeholder collaborative or the 
legislature may be well-situated to address. 

 
Considering short and long term values, on the one hand, programs that are implemented 
in the near future will be affected by current and near-term market conditions for various 
cost elements during their first years of implementation.  Down the road, however, longer 
term factors will be more applicable.  The collaborative acknowledges that both avoided 
capacity and energy costs are likely to rise over the next several years (though all reserve 
the right to be wrong, but supply and demand resources will be evaluated with similar 
long term forecasts).  Economic evaluations performed over a multi-year time period can 
take this into account, but are more complex to specify and to implement.  One way to do 
economic analysis is to annualize costs over the analysis period or measure life. In this 
way, costs and benefits can be fairly compared. 
 
Q7.  WHAT TIME PERIODS SHOULD BE APPLIED IN SUCH BENEFIT/COST 
TESTS? 
 
How long should any analysis period be?  (Costs and benefits can be effectively 
annualized so that one-time vs. ongoing costs can be appropriately reflected even for 
short analysis periods).  Should it be keyed to the expected life of the specific 
program/measure (some rather short, others quite long)?  Should a standard analysis 
period, say on the order of 10 years, be established for all economic evaluations?  The 
collaborative discussed setting an arbitrary period for economic analysis of ten years. 
This period has the following virtues.  

• It captures the long term benefits of energy efficiency programs.  
• Benefits that occur beyond 10 years out are so heavily discounted in the analysis 

that they scarcely influence it.  
• It is a plausible average length of program measures, which last from a year to 

over 20 years, based on experience elsewhere.  
• It is a duration that allows some confidence of commodity and construction 

forecasts. And it simplifies the process of doing the analysis across all programs.  
 
Gas companies note that as gas efficiency measures may have a longer life on average 
than electric measures, if a standard is used, a 15 year period may be more suitable, 
though forecasts are increasingly influenced by unknowns further in the future. 
 
PSC Staff does not agree that an arbitrary default period should be set. At this point, the 
collaborative has not come to agreement on this approach. 
 
If a simplified economic evaluation approach is followed, should long-term or short-term 
values be used?  This answer can be program-specific. As discussed earlier, program 
start-up costs should be eligible for cost recovery – the process should fairly reflect their 
importance to the lifespan of the program. If these costs are allowed to burden the year 
one analysis, this could severely limit the programs that pass the start up phase. 
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Q8. SHOULD THERE BE A “TIGHT” DEFINITION OF ELEMENTS/VALUES/TIME 
PERIODS, OR SHOULD FLEXIBILITY IN THEIR SELECTION BE ALLOWED? 
 
On the one hand, “tight” definitions promote uniformity of analyses and comparability of 
results.  On the other hand, flexibility allows for the possibility of differences that are the 
result of structural differences between individual systems.  The ultimate in “tight” 
definitions would be to have a single party perform all economic evaluations using a 
single model with a single set of parameters and values. Advocates of utility 
administration envision a more flexible approach. 
 
Commission rules should identify not just the benefit/cost tests that will evaluate 
proposed programs, but also the inputs that would be expected for proposed program 
plans. 
 
For details about how program inputs and other factors considered in this section can be 
incorporated in the EE program screening process, including a range of benefit/cost tests, 
an Excel Spreadsheet, Cost Test Elements2, as added to this report as Appendix C-2. 
 
 
8. Other Topics relating to energy efficiency important for immediate attention, 
though not in this docket. 
 
Rates – Many participants identified a connection between retail rates and the choices 
customers make to buy and use energy. Like most things people buy, electricity has a 
demand elasticity – customers do respond to price.43 This is not to dispute that some 
electric consumption is essential and will be consumed at any price. Quite a lot of 
consumption, however is price sensitive – higher prices will lead customers to find other, 
cheaper ways to accomplish the same object, or to go without. Conversely, lower prices 
send the message to many that more consumption is an easy financial burden. 
 
On the supply side, the cost of make a unit of electricity can vary quite a bit from time to 
time. 
 
Flat rates tell customers nothing about the cost of making electricity, and prompt no 
reaction from customers if the cost of electricity goes up on any given day. Rates that 
decline at higher volumes, declining block rates, suggest to users that the more electricity 
is demanded, the cheaper it becomes. On many days, notably the higher priced and 
demand constrained days, this is the opposite of what is true. 
 
If customers paid rates that reflected to some extent the production prices at times when 
they are high, and when they are low, customers might learn to avoid uses at times that 
tend to be high. Since these times correlate well with times when loads are at their 
highest, this pricing structure can accomplish some peak load reductions purely through 
behavioral changes stimulated by rates. Approaches employed elsewhere include 
                                                 
43 Gas is subject to elasticity, but time-sensitive rates do not apply well to gas since it is supplied to local 
distribution companies on a daily basis. Inclining block rates could be useful for gas companies, however. 
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seasonal rates, time-of-use rates, real time prices, and inclining block rates. There are 
some costs to some of these approaches for advanced metering and meter reading, but 
these investments produce ancillary benefits to the system that can be evaluated.44 The 
community action agencies point out that residential customers may not be responsive to 
time-sensitive rate options as compared with business customers.45 
 
The collaborative parties appreciate that this docket is intended to launch energy 
efficiency programs. The collaborative reports that its participants are interested in 
exploring the merits of time-sensitive rates that will influence customer behavior in ways 
that may lead to a conservation effect at peak, adding to the peak effects accomplished by 
energy efficiency programs. Participants acknowledge that this work may be best done in 
a rate investigation in order to evaluate the effects of rate changes on all customer classes, 
and most agree that this should be considered a longer term issue for development. 
Representatives of larger consumers find this a more urgent matter. 
 
The collaborative heard about one other rate issue. For some customers, the applicable 
tariff is driven by usage levels. There are apparently instances where reducing usage 
moves a customer to a different tariff which is disadvantageous to the customer.46 The 
collaborative supports examining in a rate case context utility tariff structures to identify 
these instances and determine if they can be redesigned so that energy efficiency does not 
cause inadvertent harm to participating customers. 
 
Decoupling – The collaborative recognizes the influence of traditional regulation on 
utility incentives concerning sales. There is an inherent “throughput incentive.” Utility 
net income tends to go up if sales go up, since marginal revenues tend to exceed marginal 
costs.  As part of this collaborative, this report in section 2 covers the issues and methods 
to address net contributions to fixed costs and net income that are lost when utilities 
engage in energy efficiency programs. That discussion focuses on reversing the specific 
effects of implemented programs. 
 
The throughput incentive can be addressed in a more comprehensive way to better align 
the companies’ financial incentives with the public interest. The amount of revenue 
needed to cover utility fixed costs and net income as defined by the allowed return on 
equity investment, can be calculated in a rate case, forecasted for a modest period 
forward, and delivered from consumers to the utility through periodic adjustments in 
rates that true up actual results to pre-determined levels. This process, generally, is called 
“decoupling” because it decouples profits and coverage of fixed costs from sales.47 

                                                 
44 For a broad range of information on this, see the Advanced Metering Toolbox created by the Mid-
Atlantic Distributed Resources Initiative, http://www.energetics.com/madri/toolbox/ (October 20, 2006) 
45 This intuitive observation is refuted anecdotally by a pilot retail real time pricing program in Chicago, IL 
run by the Community Energy Cooperative. See http://www.energycooperative.org (October 30, 2006), and 
http://www.energetics.com/madri/pdfs/real-time_pricing_is_the_real_deal.pdf . (October 30,2006) 
46 According to Wal-Mart, Entergy’s Rate 8, for customers with a load greater than 1000 kW, has a lower 
demand charge that Rate 6. Efficiency that causes a customer to change from Rate 8 to Rate 6 leads to a 
higher demand charge and eroded savings. Wal-Mart also reports that OG&E tariffs do not exhibit this 
pattern. 
47 See NAPEE Report page 2-2 
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Decoupling addresses utility disincentives to energy efficiency inherent in traditional 
regulation, but offers no incentives for such investments. Retail rate design is a wholly 
separate issue and does not change with decoupling. 
 
Decoupling has the virtue of being able to address all causes of sales variation, including 
energy efficiency. Some causes of variation, like weather, can be included or not. Natural 
gas utilities report experiencing a trend of sales attrition, and decoupling has been 
considered in other jurisdictions as a way to assure that existing physical plant necessary 
for service is supported financially in an orderly way. The issue of attrition is complex 
and some see advocacy of decoupling as a quick fix to an issue that needs more study.  
 
If utility risk is materially reduced by decoupling, that can be reflected in the allowed cost 
of capital.48 As energy commodity prices are going up, as natural gas sales are going 
down, as the next wave of energy supplies appears to be more expensive than the last, 
there has been more interest in assuring that utilities are not inherently motivated to 
increase sales, so more jurisdictions are assessing decoupling.49 The collaborative notes 
that changes to the risk of utility cash flow may justify a change in the utility cost of 
capital and the allowed cost of equity. 
 
Because decoupling is a fundamental change in the way regulation works and has many 
facets unrelated to energy efficiency, the collaborative recognizes that addressing 
decoupling directly should not happen in this process and should be done deliberately. 
Natural gas utilities do suggest with emphasis that the Commission encourage a 
decoupling proposal from these companies in their next rate case. They argue that adding 
successful energy efficiency investments in the face of a trend of attrition adds financial 
stress that may be difficult to bear under the current system.   
 
Other collaborative participants, notably the electric utilities and the PSC Staff, 
recommend that decoupling be more thoroughly evaluated before any position is taken.  
There are no inherent downsides to decoupling, but it can be poorly executed, as it was in 
a few states in the early 1990s. The primary concerns are the magnitude of rate true ups 
and what causes true ups. Measuring the utility risk reduction and factoring it into a cost 
of capital adjustment is also not settled in regulatory cases. Avoiding repeating errors in 
these mechanisms should be a key objective in designing any new system.50 The Attorney 

                                                 
48 Cost of capital can be adjusted by adjusting the allowed return on equity, or the debt-equity ratio. 
49 Dockets are underway in Idaho and Vermont (docket 7176) to consider decoupling for electric 
companies. All large investor-owned electric and gas companies in California have decoupling mechanisms 
in place. Philadelphia Gas Works, a municipally-owned company, has proposed a decoupling mechanism. 
New Jersey BPU recently approved decoupling plans for two natural gas companies. 
http://www.bpu.state.nj.us/home/news.shtml?37-06 (October 30, 2006).  Connecticut considered and 
rejected decoupling in 2005, but the Department of Public Utility Control found that because 3% of net 
electric utility revenues is going to energy efficiency, and utilities can earn incentives for successful 
program implementation, they decided that the throughput incentive was not keeping energy efficiency 
from happening. Gas companies have a limited form of decoupling in place, called a Conservation 
Adjustment Mechanism. Order in docket NO. 05-09-09, JANUARY 18, 2006. 
50 NAPEE Report page 2-5 
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General notes that decoupling may not be sufficient to adequately address the throughput 
incentive.51 
 
Full Fuel Cycle Energy Efficiency – The gas company participants in the collaborative 
have observed that there are two ways to look at efficiency. One way is to consider the 
delivery and upstream energy conversion of the original fuel as well as the efficiency of 
the end use at the customers’ premises. A different way is to look only at the customer 
premise or end use efficiency. The gas company participants, as well as the renewable 
energy participant, supports the former approach, pointing out that this measures the 
ultimate efficiency of the fuel used to produce energy. They feel that this principle would 
affect many issues, including energy efficiency program design, and rate design. OGE 
indicated that an accurate analysis upstream requires knowledge of marginal generation 
units, which change seasonally. 
 
There was not general acceptance by the collaborative participants that full fuel cycle 
energy efficiency should be incorporated into education programs or the evaluation of 
programs at this time. The collaborative participants agree that this line of thinking raises 
the issue of whether fuel switching is an energy efficiency strategy.52 Because fuel 
switching raises competitive issues between the electric and gas sectors that would take 
significant effort to resolve, and because there are programs that can be started quickly 
that would improve efficiency for both electric and gas end uses, the collaborative 
participants recognize the merits of deferring taking on this matter now. The 
collaborative participants accept that programs should avoid side by side comparisons 
between electric and gas use, and that the Commission should ensure energy efficiency 
messages and incentives should be fuel neutral. Collaborative members acknowledged 
that for new construction, where the customer is making a choice of fuels for the 
building, it would help to have this issue resolved. 
 
Distributed Generation – The docket is not intended to address distributed generation 
(DG). DG did come up during the collaborative discussion since it is a customer resource, 
and it can have a bearing on on-site fuel choice. The collaborative suggests that the 
Commission evaluate the connections between energy efficiency rules and distributed 
generation incentives and disincentives at some future time, and that this be addressed in 
the context of integrated resource plans. 
 
Air Quality – The collaborative discussed what participants knew about the status of NOx 
attainment under the federal clean air act. Where non-attainment is a risk or a reality, 
there is potential for economic disadvantage as new economic development may be 
limited in various ways. Arkansas has some risk of non-attainment. The collaborative 

                                                 
51 Marcus.  
52 Fuel switching programs are based on the premise that there are inherent efficiencies in converting an 
end use from one fuel to another. For example, in Vermont in the early 1990s, electric resistance heat was 
the subject of a fuel switching program. Customers were given information and incentives by the electric 
utility to remove electric resistance heat and replace it with propane or gas fired hot water space heating 
systems. 
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discussed the possibility of targeting programs to parts of the state where non-attainment 
is a possibility. This may be an enhancement to future programs.53 
 
The collaborative also expressed interest in seeing savings from energy efficiency 
programs translated into avoided pollution and carbon. Public information about marginal 
generating units at various times would be sufficient to develop approximate conversions 
from avoided power generation to avoided tons of key gases (this is the second instance 
in this report where information about marginal electric generation is found to be useful). 
While there was some concern about assembling sufficiently accurate information, there 
was broad interest in recording and reporting this information if possible. 
 
Regional Interaction – In its role overseeing energy efficiency programs in Arkansas, the 
Commission may take note of efficiency programs in other states within the regional 
electric market. Coordination may enhance the effectiveness of Arkansas programs.54  
 
The Internet – In other states, the website of the utility Commission is an important 
gateway for information and services. Some attention to using best practices from other 
jurisdictions would reinforce energy efficiency program effectiveness.55 
 
The Commission may also use its status as collector of program plans and performance 
reports to maintain a public database of programs and their performance among the many 
utilities, if utility administration is selected. Basic information on success stories can be 
collected, as we saw on the website of the Oregon Energy Trust and the Iowa Utilities 
Board.56 
 
Commission Rules – This report will support the creation of a PSC rule addressing 
energy efficiency. 
 
9. Matters that may need attention later. 
 
There are several matters important to the long term quality of energy efficiency 
programs in Arkansas that can be safely deferred for now. This allows Arkansas and its 
PSC to initiate a good set of programs immediately, while also recognizing that more 
work can and should be done to improve and refine the choices the Commission will 
make now.  This section reviews some of those issues. 
 

                                                 
53 The U.S. EPA attainment rules allow for a small portion of the state implementation plan (SIP) 
requirements to met with energy efficiency. EPA has published guidance on how to translate energy 
efficiency results to a SIP. 
54 For example, eight Midwestern states are collaborating toward an objective to reduce electric energy use 
with the objective of reducing natural gas prices through a significant reduction demand for natural gas fuel 
electricity. Arkansas can become associated with this effort and acquire insights into how these eight states 
are increasing or initiating energy efficiency efforts in those places. 
55 The collaborative reviewed the Iowa Utilities Board website as an example, 
http://www.state.ia.us/government/com/util/ee.html (October 30, 2006) 
56 http://www.energytrust.org/library/case_studies/index.html (October 30, 2006) 
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Solar Hot Water – These systems may contribute to energy efficiency, but would cut into 
utility sales. In some states, energy efficiency programs do provide this conversion option 
for customers as part of energy efficiency programs. The Commission may elect to 
examine this issue at a later time once more basic programs are underway. 
 
Tradable Credits – One participant raised the prospect of creating tradable credits for 
demand response, energy efficiency, and renewable energy. Roughly half the states have 
some tradable credit program. Most focus on renewable energy only, but some include 
demand side resources (sometimes, credits from these resources are known as “white 
tags”). An essential element to this program is a requirement on the utilities to acquire a 
certain amount of credits each year. There are many implementation issues, including 
how credits are generated, setting the annual requirement, and assuring that a trading 
market forms. A higher level of consensus appears to be necessary before embarking on 
this idea, which may require legislation. 
 
 
10. Legislation. 
 
This section is here because some discussions of the collaborative came up against 
constraints that seemed movable only by actions of the Arkansas legislature. 
 
Low Income Program – some collaborative participants have been concerned about 
perceived limitations to the Commission’s authority to implement a program that has an 
income sensitivity test, such as a low income energy efficiency program.57 Such a 
program is important in the portfolios of other states because this population of 
consumers experiences distinct barriers to participating in energy efficiency programs. 
Some argue that a program portfolio that does not target this sub-class of residential 
customers may inadvertently discriminate against them since the effect of the program 
offerings may tend to favor residential customer with sufficient means to participate. If a 
low income energy efficiency program is a priority, to the extent that the Commission is 
limited in its authority, or requires clarification of its authority, these participants suggest 
that the legislature correct these deficiencies in the statute. 
 
Building Codes – the collaborative discussed current Arkansas building codes and the 
rate of compliance. Energy efficiency programs can, over time, raise the awareness of 
builders, home inspectors and customers of new homes on the merits of meeting or 
exceeding code. In lieu of simply mandating better enforcement, legislation could clarify 
that the code implies a warranty of performance, and a homeowner could have legal 
recourse if the home is subsequently found to be inferior compared with the code. 
 
Other Initiatives – Other legislative initiatives that may emerge from the collaborative 
include:   

• Expanding the U.S. DOE-funded Weatherization Assistance Program; 
• school curriculum including efficiency; 

                                                 
57 See Arkansas Gas Consumers, Inc. v. Arkansas Public Service Commission, 354 Ark. 37.118 S.W. 3d 
109 (2003) 
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• requirements for school building energy efficiency measures; 
• renewable portfolio standards; 
• clarification of legislative intent concerning utility financial incentives for energy 

efficiency, net lost revenues and other performance objectives. 
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Appendix A: List of Collaborative Process Participants   
 
 

Participants in APSC Docket No. 06-004-R Collaborative 
 
Participants Representing 
  
Alan Henry Centerpoint 
Alan Stewart AWG 
Alice Wright PSC Staff 
Angela Beehler Wal-Mart 
Angie Kline Centerpoint 
Bill Brooks Frontier 
Bill Conine SCAEC 
Bill Rue AVECC 
Bill Wilkerson OGE 
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Billy Martin Woodruff Electric 
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Brian Duncan Craighead 
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Carl Horton Woodruff 
Chris Benson Energy Office 
Cynthia Mitchell For the AG 
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Dane Cowling Baldor Electric 
Daryl Bassett PSC 
Dave Slaton PSC 
David Lewis PSC 
David Matthews SWEPCO 
David Smith Clay County Electric 
Denise Baker AEEC 
Don Moncrief SWEPCO 
Doug White  AECC 
Elizabeth Stephens SWEPCO 
Fred Kirkwood AOG 
Garrett Stone Brickfield, Burchette, Ritts & Stone 
Gene Sweat Farmers Coop 
Glenn Garland CLEAResult 
Greg Smith C&L Electric 
Harry Hamlin Mitchell, Williams, Selig 
Holly Whitcombe AEEC/AGC 
James Sanders Carroll Electric 
James Sowerby Entergy 
James Thompson Entergy 
Jamie Stringfellow Entergy 
Jeff Dangeau AWG 
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Paul Ford Entergy 
Paul Means Entergy 
Perry Johnson OECC 
Phil Watkins SWEPCO 
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Rich Sedano RAP 
Ricky Gunter SWN 
Rob Boaz Carroll 
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Robert Shields AECC 
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Sam Bratton Individual 
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Steve Strickland Entergy 
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Susan Davidson Entergy 
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Appendix B: Documents Used During the Collaborative 
 
Excel Spreadsheets 
 

• Arkansas Energy Efficiency Workbook (Sales) (See Appendix C-3) 
• Arkansas Energy Efficiency Workbook (Customers) (See Appendix C-3) 
• EconEval1e (See Appendix C-2) 
• Cost Test Elements3 (See Appendix C-1) 
• Energy Efficiency Reporting Form from Iowa 

 
 
Powerpoint Presentations 
 

• Energy Efficiency Programs Theresa Gross ( Meeting #2) 
• The Texas Energy Efficiency: What’s Working, What Isn’t Jay Zarnikau (#2) 
• National Action Plan for Energy Efficiency Joe Bryson (#2) 
• Energy Star Joe Bryson (#2) 
• Oregon Energy Trust Website (#3) 
• Adaptation of M&V Primer (#3) 
• Arkansas Weatherization Overview Rose Adams (#4) 
• New Orleans Energy Efficiency Plan Wally Nixon (#4) 
• Energy Efficiency in Iowa (#4) 
• Iowa Utilities Board Energy Efficiency Website (#4) (showed actual html file) 
• Mid-American Energy Website (#4) (showed actual html file) 
• Average Residential Consumption 2000 - 2006 for AWG (#5) 

 
Word and PDF Documents 
 

• Weatherization Program Proposal  
• PSC Staff Weatherization Program  
• Arkansas Deemed Savings Proposal (Frontier Associates) 
• ACEEEGasPriceEfficiency (pdf) – A study by ACEEE on the relationship 

between reducing electric consumption, especially on peak, and regional natural 
gas prices. 

• Kentucky Power Company Demand Side Management Programs 
• Regulation of Gas Distribution Companies with Declining Use per Customer 

(pdf) (US Association for Energy Economics) 
• Impacts of Energy Efficiency and Renewable Energy on Natural Gas Markets: 

Updated and Expanded Analysis (pdf) (ACEEE) 
• Examining the Potential for Energy Efficiency to Help Address the Natural Gas 

Crisis in the Midwest (pdf) (ACEEE) 
• Easing the Natural Gas Crisis: Reducing Natural Gas Prices through Increased 

Deployment of Renewable Energy and Energy Efficiency (pdf) (LBNL) 
• Exhibit JAR-9 from APSC docket 05-111-P (pdf) 
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• Source and Energy Emission Factors for Residential Energy Consumption (pdf) 
(AGA) 

• Independent Audit of Texas Energy Efficiency Programs in 2003 and 2004 Public 
Review Draft (Summit Blue) 

• The 2004 Arkansas Energy Code for New Building Construction (pdf) 
• California Standard Practice Manual (October 2001) (California PUC) 
• National Action Plan for Energy Efficiency (pdf) (US DOE and US EPA) 
• Energy Efficiency Policy Toolkit (pdf) (RAP) 
• Balancing Natural Gas Policy, Fueling the Demands of a Growing Economy (pdf) 

(National Petroleum Council) 
• North American Electric Reliability Council Long Term Reliability Assessment 

(pdf) 
• Who Should Deliver Ratepayer Funded Energy Efficiency? A Survey and 

Discussion Paper (pdf) (RAP) 
• Critical Thinking on California IOU Energy Efficiency Performance Incentives 

from a Consumer Advocate’s Perspective (pdf) (Marcus, Mitchell for ACEEE) 
• We All Did It- Attribution of Savings in an Environment with Many Helpers (pdf) 

(Gordon, Robison for ACEEE) 
• Database for Energy Efficiency Resources (DEER) (pdf) (California PUC and 

California Energy Commission 
 
 
 
 
 
 
 
 
 
 
 



 1                    

Appendix C-1: Benefit Cost Spreadsheet 

ARKANSAS ENERGY EFFICIENCY INITIATIVE 
VARIOUS DSM PROGRAM COST AND BENEFIT TEST ELEMENTS 

               
     Electric/           
     Gas /   CALIFORNIA STANDARD TESTS  OTHER 
        ELEMENT Both   TRC RIM SOCIET PARTIC UTILITY  TEST? 

"TRADITIONAL" ELEMENTS  COMMENTS         
► MEASURE-RELATED  ITEMS B   √ √ √ √ √   

 ► MEASURE CONSUMPTION 
AND LOAD IMPACT 

B 

Measure consumption and load impacts (and measure costs) depend on a comparison of 
the measure being considered, and the participant's assumed alternative action.  These 
can vary widely, but averages single estimates (or at most a few) simplify the analysis. 

For example, "High Efficiency Refrigerators":  For load impacts, what size?  What usage 
pattern?  What efficiency level for the alternative refrigerator?  (The relevant load impact 
for economic analysis purposes is the difference between the loads of the two options.) 

        

 ► MEASURE COST 
B 

Similar to the preceding.  For the "High Efficiency Refrigerator" example, what features?  
What costs for each?  (The relevant cost for economic analysis purposes is the difference 

between the costs of the two options.) 
        

               
► PROGRAM COSTS & UTILITY 

INCENTIVES B          

 

► Program Direct Costs & 
Overheads B Program direct costs, including contractors' fees and potential common implementation 

charges, as well as administrative and evaluation cost allowances.         

  

►  -  Utility Share 
B 

Utility / Participant shares of program costs is a program design item.  Costs tend to be 
largely assigned to participants, although some programs, such as direct control 

programs, require significant utility costs (e.g., for communication and control systems). 
 √ √ √ - √   

  
►  -  Participant Share B Same as preceding.  √ - √ √ -   

               

 

► (Interim) Lost Revenue 
Recovery (assuming no 
decoupling) 

B Same value as participant bill savings.  Inclusion of avoided energy cost properly results 
in net lost revenues in economic test calculations.  - √ - * -   

 

► Utility Financial Incentive (if 
any) B 

This item, as well as Lost Revenue Recovery, is treated as a cost item in some tests, but 
as a self-canceling transfer payment in others.   (Coops may treat this differently, since 

they don’t have shareholders to earn any such incentives.) 
 - √ - - -   

       
         

► PARTICIPANT ELEMENTS B          

 

► Bill Savings 

B 
Customer bill savings, calculated from estimated program demand and energy savings, 
and appropriate tariff parameters.  May include projected tariff parameter growth over 

time, either specific or generic.  Same value used for utility lost revenue. 
 - * - √ -   
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► Utility-Paid Incentives 

B 
Incentive paid to participants to induce them to participate.  Can take a variety of forms.  
Based on experience, calculation (from participant's perspective) or both.  If it is too low, 

participation will suffer.  If it is too high, program economics will suffer. 
 - √ - √ √   

 

► Other Incentives (e.g., tax 
credits) B 

Certain measures may qualify for participant tax savings, manufacturer's rebates, etc.  
These items should be taken into account when considering appropriate utility-paid 

incentive levels. 
 - - - √ -   

               
► SYSTEM BENEFITS 

 

The program participant will reduce their energy consumption (probably including a 
reduction in their consumption at time of system peak); this is the primary benefit of the 

program.  Reduced peak consumption results in savings in facilities, or in contractual 
charges, required as a result of growth in peak demand. 

        

 

► AVOIDED DEMAND COST 
B Savings in facilities, or in contractual charges, required as a result of growth in peak 

demand.         

  

► Generation Supply 

E 
Savings in generation facilities, in contractual charges, or in capacity market purchase 

costs required as a result of growth in peak demand.  (Coops more likely to face 
contractual charges for this element.) 

        

   

► Short-Term 
E If utility is not building, likely to be determined by capacity market prices or contractual 

charges.  May be considerably below long-term cost, in times of market surplus.         

   

► Long-Term 

E 

Should relate to construction cost of "pure" capacity; cost of a CT generally used as a 
proxy for this.  (Other capacity types yield benefits other than "pure" capacity, and 

should not be used to set avoided capacity cost.)  Coops may face long-term contractual 
capacity charges. 

        

  

 ► Generation 
Interconnection Cost 

E 
Cost of "local" transmission facilities required to interconnect a new generating unit.  

Should not include extensive transmission system upgrades -- those should be considered 
separately. 

        

               

  

► Transmission System 
Facilities; Distribution 
System Facilities E 

May be appropriate to consider including something in specific instances, but generally 
cannot be avoided.  Transmission facilities, especially, are added for many reasons other 

than overall load growth, which the DSM program could mitigate somewhat. 
        

               

  

► T&D System Demand 
Losses 

E 
Program load impacts are cited at the customer level.  Generation requirements are based 
on total system load, including T&D losses.  Therefore Program load impacts should be 

scaled up accordingly when calculating avoided demand costs. 
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► Generation Reserve Req't 

E 

Generation requirements are based on total load plus a reserve requirement.  Therefore 
Program load impacts should be scaled up accordingly when calculating avoided demand 
costs.  NOTE: The party specifying the system's generation reserve requirement, such as 
an ISO, will specify at what time such calculation is performed.  That time is the time of 

interest when evaluating program peak demands. 

        

  

► Add'l pipeline, 
compression, other gas 
distribution system 
expansion costs 

G 
Gas System Improvements: If peak demand growth is slowed sufficiently, this could be 

reflected in gas supply and capacity plans and result in avoided costs related to 
expansions or improvements to transmission lines, compressors, and storage. 

        

  

► Add'l demand / 
reservation charges 

G 

Demand /reservation Charges:  If peak demand growth is slowed sufficiently, this could 
be reflected in gas supply and capacity plans and result in avoided demand charges when 

gas purchase, storage, and transportation contracts are renewed.  This benefit may be 
partially offset by a short term increase in the customer's gas costs because gas supply 

and pipeline demand charges will be recovered over lower volumes until contract 
demand is adjusted. 

        

               

 

► AVOIDED ENERGY COST 

B 

The program participant will reduce their energy consumption (probably including a 
reduction in their consumption at time of system peak); this is the primary benefit of the 

program.  Reduced customer consumption results in reduced energy generation / 
transmission / distribution. 

        

 

 ► Gas commodity cost 
(various contracts and 
spot purchases) 

G Reduced commodity purchase requirements.         

  

► System Fuel and Variable 
O&M 

E 

"Economic dispatch"- determined marginal system energy cost over time.  Could be a 
mixture of generation, committed purchases, and market purchases.  NOTE: The energy 
production cost of the avoided capacity resource cannot be used directly as the basis for 
the avoided energy cost, which is based on all of the energy resources available to the 

system. 

        

  

► Current Emission Cost 
Adder E 

Systems' economic dispatches generally take into account the cost of mitigating currently 
regulated emissions (such as SO2 allowance costs).  Such regulations, and their 

corresponding costs, may vary by jurisdiction. 
        

  
► T&D System Energy 

Losses E Similar to T&D System Demand Losses discussion above, except for energy losses.         
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ADDITIONAL ELEMENTS           

► Fuel Price Elasticity Effect 

B 

Overall fuel market prices are determined at least in part by the overall market 
supply/demand balance.  Actions which reduce demand, such as energy efficiency 

programs, could theoretically affect this balance sufficiently to cause a decrease in the 
market clearing price.  One would have to assume significant action by a large number of 
market participants for this to occur in practice.  However, credit could then be claimed 
for the benefits of such a price decrease even on market participants taking no action.  

Studies are available that have analyzed and estimated such effects.                     
From AWG: A primary goal of energy efficiency programs is to put downward pressure 
on energy prices.  Fuel market prices are determined at least in part by the overall market 
supply/demand balance.  Recent studies by the ACEEE project that national or regional 
or regional efforts to promote energy efficiency will result in a substantial downward 

move in natural gas market prices.*  A 2005 ACEEE study projects the Midwest Natural 
Gas Initiative resulting in a 2% reduction in natural gas prices in 2006, moving to a 13% 
reduction in 2013.  A 2% price reduction would produce over $39,000,000 in benefits to 
Arkansas electric and gas customers with statewide consumption at 220 BCF and prices 

at $9/Mcf.   
* See Impacts of Energy Efficiency and Renewable Energy on Natural Gas Markets: 
Updated and Expanded Analysis, Report Number E052, R. Neal Elliott, Ph.D., P.E., 

Anna Monis Shipley, April 2005; and Examining the Potential for Energy Efficiency To 
Help Address the Natural Gas Crisis in the Midwest, Martin Kushler, Ph.D., Dan York, 

Ph.D., and Patti Witte, M.A., January 2005, Report Number U051 

        

► Value of Retained Customers 

B 

Applies primarily to gas since electric customers are unlikely to completely terminate 
service.  All customers benefit from the retained customer's payment of customer 
charges, delivery charges, and demand charges included in gas costs, as well as 

avoidance of disconnect costs and uncollectable accounts. 

        

► Avoided Costs of Disconnects / 
Reconnects 

B 

Energy efficiency programs reduce customers' energy consumption, and, 
correspondingly, their energy bills.  This bill reduction could theoretically spell the 
difference between falling so far in arrears that service is disconnected, and not, for 

certain customers.  The utility's unreimbursed costs associated with such disconnections, 
and potential later reconnections, would represent a cost savings attributable to the 

program. 

        

► Currently Unregulated Environmental 
Costs 

E 

There are emissions and other environmental effects of power generation that are 
currently unregulated, but for which future regulation may be considered.  Costs 
associated with such potential regulation may be considered, particularly as the 

likelihood of such regulation approaches certainty, and if there is broad agreement on the 
likely costs of such regulation.  This can be considered on a "sensitivity case" basis. 

        

► Other Currently Unregulated Costs 
B Similar to the above.  The analyst may wish to explore the effect of including costs for 

other unregulated items, especially on a "sensitivity case" basis.         

► "Free Riders" 
B 

Program participants who would have taken participatory action in any event.  They 
increase program cost while not increasing program benefits.  An estimate for such 

individuals can be incorporated in the analysis. 
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► "Free Drivers" 

B 

Program participants who took participatory action in response to the program, but fail to 
take advantage of the customer incentive (e.g., fail to apply for or cash a rebate).  They 

increase program benefits while not increasing program incentive costs.  An estimate for 
such individuals can be incorporated in the analysis. 

        

► Economic Development Benefits 

B 
Energy efficiency programs create jobs for auditors, contractors, electricians, plumbers, 
energy service companies, etc., and the multiplier effects that more jobs create should be 

taken into account. Also economic multiplier from bill reductions. 
        

 Reduction in utility bad debt 
B As customer bills are reduced, they are able to pay more of the utility bill and pay in a 

more timely fashion. Also carrying costs of arrears, and A&G.         

 Avoided cost of saved water 
B For measures that save water as well as a utility fuel, such as low-flow shower heads or 

faucet aerators, water savings should be counted as an avoided cost of a resource         

 Avoided cost of other fuel saved 

B 
Where customer heats with propane, wood, kerosene or other fuel, weatherizing the 

home would save that fuel (although it might lead to increased use of gas or electricity if 
alternative fuel was used after disconnection from a utility service) 

        

 Environmental benefits B Health and other benefits from reduced emissions         

 Participant benefits 
B Value to participants of bill reductions, continuous service, healthier and safer homes, 

increased property value, reduced fires, etc.         

 Taxpayer benefits B Increased tax base, reduced burden on public health and fire services, etc.         
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Appendix C-2: Benefit Cost Evaluation Tool  
Model Overview: 
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Global and System Input Parameters 
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Measure Program, Portfolio Inputs 
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Calculation Of Elements for Cost-Effectiveness 
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Cost Effectiveness Test Calculations 
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Summary 
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Appendix C-3: Arkansas Energy Efficiency Workbook  
 
Instructions to Use the Arkansas Energy Efficiency Workbook (Sales) 
 
This workbook will make calculations of energy efficiency program dollars for each Arkansas electric and gas 
utility and for the whole state.  
 
The calculations are driven by desired monthly consumer bill effect. 
Data for the calculations are drawn from the PSC Annual Report data for 2004, which appear in the 
spreadsheet called, PSC 2004 Data. 
 
There can be a different bill effect for electric and gas companies. 
       
The calculations produce the amount of money spent by each utility on energy efficiency programs, and the 
percentage of net revenues allocated to energy efficiency. 
 
Here is how the amount of program dollars per utility is calculated:                 
The residential bill effect (say, $0.50 per month) is multiplied by the number of residential customers for each 
utility. A proportionate amount is added based on number of customers in other customer classes (there is 
no assumption on how the funds are used among the customer classes). 
 
The worksheet also breaks out residential EE program costs for comparison to the inefficient housing program 
budget. 
  
Instructions      
For the Gas EE Programs: 

• Go to the Spreadsheet called Gas    
• Enter the monthly bill effect in cell D7, for example, .50  
• Select cell D8 and use the dropdown menu to select the utility  

       
For the Electric EE Programs    

• Go to the Spreadsheet called Electric Cos A-E   
• Enter the monthly bill effect in cell D7, for example .70   
• If the utility name starts with A-E, select cell D8 and use the dropdown menu to select the utility 

 
If the utility name does not start with A-E, select the appropriate spreadsheet, select cell D8 and use the 
dropdown menu to select the utility. 
  
For the Electric Companies, the total program amounts are shown for each company on each electric 
spreadsheet for convenience. 
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Bill Impact Analysis and Resulting EE Budget for Gas Utilities (Sales) 
 
        

Arkansas Energy Efficiency Collaborative    
Bill Impact Analysis and Resulting Total EE Budget    

Gas Utilities    

     GASCOs  
Total Program 
$ 

Inputs     
Centerpoint 
ARKLA $4,131,872

   Monthly Avg. Residential Bill Effect $0.50  AR Western Gas $1,361,691

   Utility - Select from dropdown menu 
Centerpoint 
ARKLA  AR OK Gas $656,852

        
        
Residential Customers 384,093     
Proportion of sales by class (2004 APSC Ann. Report)     
 Residential 0.557752     
 Commercial 0.442248     
 Industrial see note 1 0.000000     
 Other 1  0.000000     
         
 check (should=1) 1     
        

Ann. EE Programs $ by class for 
Centerpoint 
ARKLA     

 Res  $2,304,558     
 Commercial $1,827,314     
 Industrial  $0     
 Other 1  $0     
         

 Total for 
Centerpoint 
ARKLA $4,131,872     

        
Total EE Programs $ for Arkansas Gas Cos.     
   $6,150,415     
% of Net Retail Revenues, Average of All Gas Companies     
   0.90%     
        
Total $ for Arkansas Gas Residential EE Programs     
   $3,302,868     
Total $ for Arkansas Gas and Electric Res EE Programs     
   $9,893,874     
Residential Monthly Bill Effect, Electric      
   $0.50     
        
Note 1 C&I customers are combined for Centerpoint Arkla     
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Bill Impacts and Resulting Total EE Budget for Electric Utilities (Sales)  
  
        
Arkansas Energy Efficiency Collaborative    
Bill Impact Analysis and Resulting Total EE Budget    
Electric Utilities    
        
Inputs        

   Monthly Avg. Residential Bill Effect $0.50  ELECTRIC CO's 
Total Program 
$ Res Program $ 

   Utility - Select from dropdown menu Entergy Ark  Ark Valley Coop $439,900 $273,690.00 

     
Ashley Chicot 
Coop $35,519 $23,280.00 

     C&L Coop $151,027 $111,930.00
Residential Customers 562,475  Carrol Coop $554,487 $357,102.00
Proportion of sales by class (2004 APSC Ann. Report)  Clay Co Coop $115,394 $61,662.00
 Residential 0.356125076  Craighead Coop $180,208 $129,582.00
 Commercial 0.275037282  Empire District $76,155 $19,434.00
 Industrial  0.354927801  Entergy Ark $9,476,586 $3,374,850.00
 public authority 0.013909841  Farmers Coop $39,405 $26,208.00

 irrigation  0  
First Electric 
Coop $648,368 $145,284.00

 check (should=1) 1  MS Co Coop $1,256,277 $21,078.00
     North Ark Coop $277,430 $185,076.00
Ann. EE Programs $ by class for Entergy Ark  OG&E $1,237,400 $311,832.00
 Res  $3,374,850  Ouachita Coop $125,714 $51,036.00
 Commercial $2,606,415  Ozarks Coop $380,410 $265,764.00
 Industrial  $3,363,504  Petit Jean Coop $146,723 $100,758.00
 Other 1  $131,818  Rich Mtn Coop $48,516 $42,906.00
 Other 2  $0  So Central Coop $122,276 $55,218.00
 Total for Entergy Ark $9,476,586  SW Ark Coop $256,308 $134,394.00
     Swepco $2,141,322 $540,894.00
Total EE Programs $ for Arkansas Electric Cos.  Woodruff Coop $160,894 $84,138.00
   $17,870,322     
% of Net Retail Revenues      
   0.83%     
        
Total $ for Arkansas Electric Residential EE Programs     
   $6,591,006     
Total $ for Arkansas Electric and Gas Res EE Programs     
   $9,893,874     
Residential Monthly Bill Effect, Gas      
   $0.50     
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Instructions to Use the Arkansas Energy Efficiency Workbook (Customers) 
 
What this Workbook does: This workbook will make calculations of energy efficiency program dollars for 
each Arkansas electric and gas utility and for the whole state.      
  
The calculations are driven by desired monthly consumer bill effect.     
  
Data for the calculations are drawn from the PSC Annual Report data for 2004, which appear in the 
spreadsheet called, PSC 2004 Data.       
       
There can be a different bill effect for electric and gas companies.  The calculations produce the amount of 
money spent by each utility on energy efficiency programs, and the percentage of net revenues allocated to 
energy efficiency.  
      
Here is how the amount of program dollars per utility is calculated: The residential bill effect (say, $0.50 per 
month) is multiplied by the number of residential customers for each utility. A proportionate amount is added 
based on number of customers in other customer classes (there is no assumption on how the funds are used 
among the customer classes).       
       
The worksheet also breaks out residential EE program costs for comparison to the inefficient housing program 
budget.       
       
Instructions:     

For the Gas EE Programs       
• Go to the Spreadsheet called Gas       
• Enter the monthly bill effect in cell D7, for example, .50     
• Select cell D8 and use the dropdown menu to select the utility     

  
 

For the Electric EE Programs       
• Go to the Spreadsheet called Electric Cos A-E      
• Enter the monthly bill effect in cell D7, for example .70 
• If the utility name starts with A-E, select cell D8 and use the dropdown menu to select the utility 
• If the utility name does not start with A-E, select the appropriate spreadsheet, select cell D8 and use 

the dropdown menu to select the utility 
 
For the Electric Companies, the total program amounts are shown for each company on each electric 
spreadsheet for convenience.       

       
 
Do not input into shaded cells -- these cells are formulas pulling data from elsewhere. 
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Bill Impact Analysis and Resulting Total EE Budget for Gas Utilities (Customers) 
 
        

Arkansas Energy Efficiency Collaborative    
Bill Impact Analysis and Resulting Total EE Budget    

Gas Utilities    

     GASCOs  
Total Program 
$ 

Inputs     
Centerpoint 
ARKLA $5,190,456

   Monthly Avg. Residential Bill Effect $1.00  AR Western Gas $1,697,820
   Utility - Select from dropdown menu AR OK Gas  AR OK Gas $563,964
        
        
Residential Customers 41,588     
Proportion of customers by class (2004 APSC Ann. Report)     
 Residential 0.884908     
 Commercial 0.114518     
 Industrial see note 1 0.000532     
 Other 1  0.000043     
         
 check (should=1) 1     
        
Ann. EE Programs $ by class for AR OK Gas     
 Res  $499,056     
 Commercial $64,584     
 Industrial  $300     
 Other 1  $24     
         
 Total for AR OK Gas $563,964     
        
Total EE Programs $ for Arkansas Gas Cos.     
   $7,452,240     
% of Net Retail Revenues, Average of All Gas Companies     
   1.09%     
        
Total $ for Arkansas Gas Residential EE Programs     
   $6,605,736     
Total $ for Arkansas Gas and Electric Res EE Programs     
   $19,787,748     
Residential Monthly Bill Effect, Electric      
   $1.00     
        
Note 1 C&I customers are combined for Centerpoint Arkla     
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Bill Impact Analysis and Resulting Total EE Budget for Electric Utilities (Customers) 
 
        

Arkansas Energy Efficiency Collaborative    
Bill Impact Analysis and Resulting Total EE Budget    

Electric Utilities    
        
Inputs        
   Monthly Avg. Residential Bill 
Effect $1.00  ELECTRIC CO's 

Total Program 
$ Res Program $ 

   Utility - Select from dropdown 
menu Empire District  Ark Valley Coop $584,976 $547,380.00

     
Ashley Chicot 
Coop $60,276 $46,560.00

     C&L Coop $249,696 $223,860.00
Residential Customers 3,239  Carrol Coop $765,744 $714,204.00
Proportion of customers by class (2004 APSC Ann. 
Report)  Clay Co Coop $146,364 $123,324.00
 Residential 0.815252957  Craighead Coop $325,128 $259,164.00
 Commercial 0.162849232  Empire District $47,676 $38,868.00
 Industrial  0.007550969  Entergy Ark $8,012,568 $6,749,700.00
 public authority 0.014346841  Farmers Coop $64,392 $52,416.00
 irrigation  0  First Electric Coop $921,984 $290,568.00
 check (should=1) 1  MS Co Coop $52,404 $42,156.00
     North Ark Coop $401,364 $370,152.00
Ann. EE Programs $ by class for Empire District  OG&E $743,148 $623,664.00
 Res  $38,868  Ouachita Coop $113,160 $102,072.00
 Commercial $7,764  Ozarks Coop $557,592 $531,528.00
 Industrial  $360  Petit Jean Coop $222,708 $201,516.00
 Other 1  $684  Rich Mtn Coop $90,168 $85,812.00
 Other 2  $0  So Central Coop $116,880 $110,436.00

 Total for 
Empire 
District $47,676  SW Ark Coop $295,152 $268,788.00

     Swepco $1,286,640 $1,081,788.00
Total EE Programs $ for Arkansas Electric Cos.  Woodruff Coop $222,336 $168,276.00
   $15,280,356     
% of Net Retail Revenues      
   0.71%     
        
Total $ for Arkansas Electric Residential EE Programs     
   $13,182,012     
Total $ for Arkansas Electric and Gas Res EE Programs     
   $19,787,748     
Residential Monthly Bill Effect, Gas      
   $1.00     
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Appendix D: Quick Start Program Templates 
 
 
In this Appendix are three program templates offered by Entergy and a fourth offered by 
the Community Action Agencies, Entergy, AOG and AWG designed to be operated by 
utilities and started quickly. They include: 
 

• Energy Efficiency Education Quick Start Template  
• Industrial Process Efficiency Improvement Quick Start Program Template 
• Commercial Air Conditioning New or Replacement Quick Start Program  
• Severely Energy Inefficient Homes Program – Quick Start Template 
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Energy Efficiency Education Quick Start Template 

 
 
OBJECTIVE 
 

• This program can be offered by electric and gas utilities 
• To provide information to all customer classes that allows them to understand and 

evaluate the value of energy efficiency 
• To make customers aware of energy efficiency information, websites, and other 

resources currently offered by the utility 
• To make customers aware of the energy efficiency quick start programs that are 

available from the utility 
 
PROGRAM DESIGN 
 

• This program is for the development of education and information materials not 
currently offered by utilities 

• Each utility will customize the program to reach all customer classes and make 
them aware of the information, resources, and programs available from the utility 

• The Commission encourages the utility to reach customers through existing 
delivery channels. Paid advertising may be proposed, but approval is subject to 
Commission review and judgment. 

 
ADMINSTRATION 
 

• Each utility is responsible for the administration of the program. 
• Each utility shall maintain records allowing an audit to demonstrate only 

incremental costs are included in this program, not costs associated with existing 
programs 

• Each utility shall collect data on the number of customers reached and 
achievements of program 

 
FUNDING LEVEL 
 

• The burden is on the utility to propose a funding level for this program and to 
demonstrate that it is reasonable and prudent 

• The utility may utilize the Energy Efficiency Funding workbook developed for 
the Collaborative to determine funding levels, incorporating other quick start 
programs approved by the Commission 

 
 
 
COST-BENEFIT 
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• Unlike the installation of a piece of efficient equipment, there is no directly 
measurable efficiency savings from education 

• Education is a necessary part of delivering efficiency services to customers and 
changing behavior in the use of energy 

• In approving a funding level proposed by the utility, the Commission shall 
consider the cost versus the value of education 

 
TIMEFRAME FOR PROGRAM 
 

• This program shall be effective from MM/DD/2007 until such time as the 
Commission reviews and adopts long-term, pre-reviewed education program 
offerings for all customer classes pursuant to the Energy Efficiency Guidelines 
adopted 12/xx/2006. 

• The Commission shall approve the cessation of this program, or merger into long-
term programs during the next annual plan review for each utility that follows 
adoption of long-term programs. 

• Each utility shall file an application to implement this program and for an 
adjustment to rates to recover costs by MM/DD/2007. 
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Industrial Process Efficiency Improvement Quick Start Program Template 

 
OBJECTIVE 
 

• This program can be offered by electric utilities 
• To provide energy efficiency improvements to Industrial Class customers  
• To achieve meaningful energy savings that contribute to reducing energy-costs for 

the end-use customer and to reduce peak demand and energy costs for the utility 
• To provide a quick start energy efficiency program to industrial customers in the 

interim while a portfolio of long-term programs are developed and approved by 
the Commission 

 
PROGRAM DESIGN 
 

• While each industrial facility is unique, there are many efficiency measures that 
can be adapted to a variety of processes. Examples are: 

o High efficiency and variable speed motors 
o Reduction of air compressor leaks 
o Energy efficient lighting 
o Power factor corrections 
o Tune-up of HVAC systems 

• The utility will conduct an efficiency audit of the facility and make 
recommendations on common cost-effective efficiency measures 

• For each recommended measure installed by the customer within 90 days of 
receiving the audit report, the utility will pay an incentive of 50% of the measure 
cost, not to exceed a total cap of $xxxx for all measures installed 

 
ADMINISTRATION 
 

• Program administration will be the responsibility of the utility 
• Utility may propose use of contractors to deliver the service 
• Utility shall demonstrate administrative costs are reasonable 
• Utility is responsible for maintenance of records that will allow audit of 

expenditures and collection of data to track savings achieved 
 
 
 
 
 
 
COST-BENEFIT 

• Payment of incentives toward energy efficiency improvements in industrial 
processes is common in many states 

• Analysis in these states has found the program to be cost-effective for the 
customer and utility 
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• The attached example is illustrative of the benefits of such a program 
 
FUNDING LEVEL 
 

• The funding level will be specific to each utility based on the size of its small and 
large commercial customer classes.  

• The utility may utilize the Energy Efficiency Funding workbook developed for 
the Collaborative to determine funding levels, incorporating other quick start 
programs approved by the Commission 

 
TIMEFRAME FOR PROGRAM 
 

• This program shall be effective from MM/DD/2007 until such time as the 
Commission reviews and adopts long-term, pre-reviewed program offerings for 
industrial customers pursuant to the Energy Efficiency Guidelines adopted 
12/xx/2006. 

• The Commission shall approve the cessation of this program, or merger into long-
term programs during the next annual plan review for each utility that follows 
adoption of long-term programs. 

• Each utility shall file an application to implement this program and for an 
adjustment to rates to recover costs by MM/DD/2007. 

 
 

Industrial Process Improvement Example      
based on actual audit of EAI Customer       
          
     Value of   Cost of    
     Electricity  Efficiency Payback 
Measure Description   Lost Annually Measure  Period 
          
Air Compressor condensate line allows air to 
escape continually. Can be fixed with automated 
condensate drain valve  $11,000  $150  

Less than 1 
year 

          
Repairing air leaks in compressed air system 
throughout plant $4,500  

Use existing 
maintenance staff 

Less than 1 
year 

          
A storage tank to stabilize pressure in compressed 
air  $700  $400  

Less than 1 
year 

system would allow reduction in pressure from 110 psi      
to 90 psi.          
          
Install a premium efficiency motor when  $199  $775  3.89 years 
a new motor is needed.        
          
Install capacitors to correct power factor and  $6,800  $32,000   4.7 years 
utilize KVA metering         
 
TOTAL:     $23,199  $33,325   
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Commercial Air Conditioning New or Replacement Quick Start Program 

 
OBJECTIVES 
 

• This program can be offered by electric utilities 
• To provide energy efficiency improvements to small and large commercial 

customers of electric utilities 
• To achieve meaningful energy savings that contribute to reducing energy-costs for 

the end-use customer and to reduce peak demand and energy costs for the utility 
• To provide a quick start energy efficiency program to small and large commercial 

customers in the interim while a portfolio of long-term programs are developed 
and approved by the Commission 

 
PROGRAM DESIGN 
 

• Customers in the Small and Large Commercial classes will be eligible 
• Program will provide incentives toward installation of a new or replacement air 

conditioning system by Small Commercial Customers 
o New or Replacement unit must exceed Energy Star rating of 13 SEER 
o Incentive will be paid on the price differential between a 13 SEER unit 

and the higher SEER unit installed by the Customer 
o Incentive will be 50% of the price differential, capped at a maximum of 

$xxx 
• Program will provide incentives toward installation of a new or replacement air 

conditions system by Large Commercial Customers 
o New or Replacement unit must be Tier II or higher 
o Incentive will be paid on the price differential between a Tier I unit and 

the Tier II unit installed by the customer 
o Incentive will be 50% of the price differential, capped at a maximum of 

$xxx 
 
ADMINISTRATION 
 

• Program administration will be the responsibility of the utility 
• Utility may use contractors to deliver the service 
• Utility shall demonstrate administrative costs are reasonable 
• Utility is responsible for maintenance of records that will allow audit of 

expenditures and collection of data to track savings achieved 
 
COST-BENEFIT 

• Payment of incentives toward replacement or new high efficiency air conditioners 
is common in many states 

• Analysis in these states has found the program to be cost-effective for the 
customer and utility 
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• The value of energy savings and peak savings for the west south-central region 
for the 20 year life of the project are much in excess of the cost of the incentive. 
(see attached table.) 

 
FUNDING LEVEL 
 

• The funding level will be specific to each utility based on the size of its small and 
large commercial customer classes.  

• The utility may utilize the Energy Efficiency Funding workbook developed for 
the Collaborative to determine funding levels, incorporating other quick start 
programs approved by the Commission 

 
TIMEFRAME FOR PROGRAM 
 

• This program shall be effective from MM/DD/2007 until such time as the 
Commission reviews and adopts long-term pre-reviewed program offerings for 
small and large commercial customers pursuant to the Energy Efficiency 
Guidelines adopted 12/xx/2006. 

• The Commission shall approve the cessation of this program, or merger into long-
term programs during the annual plan review for each utility that follows the 
adoption of long-term programs. 

• Each utility shall file an application to implement this program and for an 
adjustment to rates to recover costs by MM/DD/2007.
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Severely Energy Inefficient Homes Program – Quick Start Template 

 
OBJECTIVES 
 

• This program is applicable to all gas and electric utilities 
• To provide energy efficiency improvements to severely energy-inefficient homes 
• To achieve meaningful energy savings that contribute to reducing energy-costs for 

the home owner and provide overall benefits for all ratepayers 
• To provide a quick start energy efficiency program to residential customers in the 

interim while a portfolio of long-term programs is developed and approved by the 
Commission 

 
 
PROGRAM DESIGN 
 

• Target is severely energy-inefficient homes occupied by the current owner for at 
least one year  

• Site-built dwellings built before 1981, when energy efficiency building codes 
were authorized, manufactured homes or mobile homes 

• Focus on improving energy efficiency of building envelope with HVAC tune-up 
and compact fluorescent light bulbs 

• Program to be modeled on U.S. Dept. of Energy (DOE) Weatherization 
Assistance Program (WAP), however open to all residential customers 

• DOE protocols, standards, quality control, and audit provisions to be followed 
• Maximum expenditure of $3,000 on home with owner co-pay of 50% (Maximum 

utility contribution is $1500 per home) exclusive of administrative costs 
 
ADMINISTRATION 
 

• A single point of delivery will remove the significant market barrier of customers 
having to coordinate utility programs on their own 

• Program will be mandatory for all gas and electric utilities 
• All utilities will utilize the WAP delivery network of Arkansas Department of 

Health and Human Services (DHHS OCS) Office of Community Services (OCS) 
and Community Action Agencies / Service Providers with support and 
coordination from the Arkansas Community Action Agencies Association 
(ACAAA) (“Weatherization Network”) 

• Each utility will be responsible for its program and will outsource delivery to the 
Weatherization Network utilizing a standard contract.  

• By utilizing the existing Weatherization Network for statewide training, 
administration, coordination, and delivery; the administrative costs will be less 
than if each utility develops its own individual delivery system 
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• For customers of both an electric and gas utility, the local agency can coordinate 
the programs to deliver the measures to the customer, thus removing a significant 
market barrier 

• For those low-income customers eligible for WAP, the federal funds can be 
applied towards the co-pay 

• The agencies shall maintain records that will allow audit of expenditures for each 
utility program and collect data as appropriate to indicate energy savings realized  

 
FUNDING LEVEL 
 

• Utilizing the Energy Efficiency Funding workbook developed for the 
Collaborative, the funding input will be $0.08 per average monthly residential bill 
effect, assuming participation by all customer classes on an equal basis per kWh 
or therm. Applied to all gas and electric utilities, the statewide funding will be 
approximately $3.8 million. Each utility’s share shall be as calculated by the 
workbook for its total amount  

• Each utility shall allocate its funds to the agencies in its service territory 
proportional to the number of the utility’s residential customers within the service 
footprint of the agency 

• The standard contract shall provide for Weatherization Network administrative 
costs within the allocated amount, not to exceed 14% of the total allocation. 

 
COST-BENEFIT 
 

• Several studies conducted for the U.S. Dept. of Energy by Oak Ridge National 
Laboratory have demonstrated real savings for both customers and utilities from 
the WAP 

• A number of states have required utility-funded programs modeled on the federal 
program and found those to be cost-effective 

• Texas has adopted a set of “Deemed Savings” for the measures encompassed in 
this program and those can serve as a proxy for Arkansas 

• Proponents will provide illustrative statewide cost-effectiveness analysis to show 
that program benefits exceed program costs. 

 
 
 
TIMEFRAME FOR PROGRAM 
 

• This program shall be effective from MM/DD/2007 until such time as the 
Commission reviews and adopts a long-term severely energy-inefficient homes 
program pursuant to the Energy Efficiency Guidelines adopted 12/xx/2006. 

• Each utility shall file an application to implement the program and for an 
adjustment to rates to recover costs by MM/DD/2007. 
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Appendix E: Proposals for an energy efficiency program to address severely inefficient homes 

 
 

• From a coalition including the Community Action Agencies and some utilities 
 

• From the PSC staff 
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October 20, 2006 
 

Collaborative Settlement Proposal for Efficiency Improvements in  
Severely Energy-inefficient Homes 

 
This is a proposal by the weatherization group of the collaborative established in Arkansas PSC 
Docket 06-004-R. The members of the group are: the Arkansas Community Action Agencies 
Association Inc. (ACAAA), Arkansas-Oklahoma Gas (AOG), Arkansas Western Gas (AWG), and 
Entergy Arkansas (EAI).58 The Arkansas Attorney General (AG) has participated in the group and is 
considering the proposal. This is a unique opportunity for a coordinated, standardized, statewide 
program to increase energy efficiency in severely energy-inefficient homes. Because of the overlaps 
of Weatherization Assistance Program (“WAP”) provider territories, gas utility territories, and 
electric utility territories; and because of the very high potential for joint gas and electric benefits; all 
gas and electric utilities should be required to participate in this program. 
 
The general purpose of this proposal is to “piggyback” a utility-funded energy efficiency program on 
the successful WAP already operating throughout Arkansas. WAP is wholly funded by US DOE and 
US HHS, administered by the Arkansas Department of Health and Human Services (DHHS) Office 
of Community Services (OCS) subject to DOE rules, and implemented primarily by member 
agencies of ACAAA. The WAP currently weatherizes about 1100 homes a year at an average 
expenditure per home of about $2850 (which includes some, but not all, administrative costs). The 
intent of this proposal is to establish a set of coordinated Arkansas utility programs that would 
substantially increase the number of homes treated by both programs and increase the amount per 
home for the utility program slightly (to about $3500, not including administrative costs), mostly in 
order to include electric appliance measures, such as replacement of inefficient refrigerators, but also 
to cost-effectively and more comprehensively address homes with major energy inefficiencies. The 
per-home average is the total expenditure in each home from all sources, federal funds and utility 
funds combined. The total proposed utility budget is thus $4.35 million, including all administration. 
The existing WAP targets low-income households. The proposed utility program would instead 
target severely energy-inefficient homes. While there may be some overlap, i.e., a particular home 
may be eligible under both programs, the two programs are designed to take advantage of 
administrative efficiencies available from “piggybacking” on the existing WAP infrastructure while 
remaining distinct from each other. As a result of energy efficiency expenditures through this utility-
funded program, all residential, commercial and industrial customer bills will be lower than they 
would otherwise be in the long run. 
 
The existing weatherization network, administered and monitored by DHHS and coordinated by 
ACAAA and implemented primarily by member agencies of ACAAA (“Weatherization Network”), 
is the agreed provider of this utility program, because it is uniquely able to quickly start up a high-
quality statewide utility program. This is not only because the Weatherization Network already 
operates the WAP in all utility service territories, but also because it has an established 
administrative system in place, along with a workforce skilled in the necessary tools and techniques 
needed to weatherize and make more efficient severely energy-inefficient homes. 
 

                                                 
58  No representative from Entergy was available for the last teleconference that developed this proposal. 
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1. Target program initially to severely energy-inefficient homes that have been occupied by the 
current owner for at least a year, 

a. Eligibility criteria include the following (scoring to be determined):  
i. Vintage: dwellings built before 1981 

ii. Energy efficiency condition of the home (e.g., fewer than XX inches of attic 
and/or wall insulation, single-pane windows, leaks from or hole(s) in roof or 
exterior wall.) 

iii. Mobile homes  
iv. Manufactured homes 

b. Consider later addition of tenant-occupied severely energy-inefficient homes where 
tenant pays for the utility service – with landlord agreement for one-year rent freeze (as 
in DOE program) 

 
2. Funding from gas and electric utilities, based on further analysis consistent with collaborative 

cost-effectiveness test, totaling $4.35 million, including all administration (utility, state, agency, 
ACAAA). If all sectors contribute equally on a per-unit-of-sales basis (kWh or therms), the 
short-run bill impact per average residential electric customer is 9 cents per month and per 
average residential gas customer is 9 cents per month. 

a. State admin (5%) = $217,000 
b. Agency admin (8% =$348,000 
c. ACAAA coordination (1%)= $43,500 
d. Utility admnin = ? 
e. Measures in homes = $3,741,000 (less utility admin) 

 
 

3. As modified below, follow US DOE WAP program rules, including Weatherization Plus 
measure menu (e.g., lighting, refrigerators) with extra funding for program gaps (health and 
safety, e.g., ventilation; major repairs to protect, enhance, or make possible efficiency measures, 
e.g., roofs) and including audit and education components (including a kit of low-cost measures).  

a. Implemented by Weatherization Network, “piggybacking” on existing WAP 
administration. Aggregate federal funds will be fully exhausted during each federal 
program year. 

b. Co-payment of perhaps 50%, depending on cost-effectiveness analysis, which can be 
paid by federal funds for customers eligible for the  WAP. No work commenced until co-
payment made in full to agency. 

c. To maintain quality control and assure energy savings, utility co-funding of audit and 
measures is contingent upon Weatherization Network contracting. 

d. Agencies coordinate funding for each home from multiple sources (i.e., co-payment, 
electric utility where appropriate, gas utility where appropriate), allocating costs and 
savings,59 and billing as appropriate. In a home with electric cooling and utility gas heat, 
weatherization costs will initially be divided evenly. Otherwise allocations will follow the 
appropriate utility service. Agencies will report quarterly to each utility through Arkansas 
DHHS OCS, which shall be the central point for collecting data, reporting and 
monitoring for the Weatherization Network. 

                                                 
59 A question for determination is whether utilities should be allowed to include energy savings from reduced propane use in 
homes weatherized to reduce electric cooling load. 
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e. Quality control by Weatherization Network, subject to Arkansas DHHS OCS oversight. 
f. Training and contractor recruitment by Arkansas DHHS OCS and agencies with utility 

assistance if necessary. 
g. Periodic meetings between utilities and Weatherization Network to assess and fine-tune 

program and program delivery 
h. Utility and Arkansas DHHS OCS contracts. Arkansas DHHS OCS will subcontract with 

individual agencies and other service providers.  However each utility remains ultimately 
responsible for its program.  

i. Possible neighborhood programs if most efficient way to deal with particular measures, 
e.g., replacing operating inefficient appliances. 

 
 

4. Average about $3500 per home including utility administration (plus 13% agency/Arkansas 
DHHS OCS administration, ACAAA fee and utility admin), additional $1500 for major repairs 
where required to make efficiency possible. Waiver needed from Arkansas DHHS OCS for 
expenditures from all sources of more than $4000 in a home. 

a. With utilities, develop mechanisms to manage demand for program service, which is 
expected to exceed funding. 

b. Agency admin includes contracting, coordinating funding, quality control, training, 
contractor recruitment, financial audit, telephone, office supplies, bookkeeping, general 
administration, general insurance, travel. Arkansas DHHS OCS admin includes reporting, 
monitoring, and training 

c. Admin does not include additional 1% to be paid to ACAAA for coordination with 
utilities, including participation in further collaborative meetings, assistance with and 
support of network, regulatory support, and other support of the program as needed. 

d. Admin does not include materials or measure related program support, such as travel 
to/from work site, tools, space costs (rent, insurance, maintenance, utilities), labor, 
personnel (director, inspector, clerical). 

e. Authorized measures include: energy audit, education and materials, air sealing (e.g., 
insulation, caulking, duct sealing), efficient HVAC and hot water measures and 
equipment, efficient appliances (e.g., refrigerators), efficient lighting (compact 
fluorescent lamps, fixtures, and accessories), energy-efficiency-related health and safety 
(e.g., ventilation), minor repairs (e.g., window pane replacement), cost-effective major air 
sealing that make routine efficiency or weatherization possible (e.g., roof repair), low-
cost measures (e.g., low-flow aerators and showerheads).  

f. Subject to Weatherization Network start-up period of up to four months. Utility funding 
will include start-up equipment costs for the utility program, such as blower doors, CO 
monitors, infrared cameras. 

g. Fuel switching is prohibited under the program. However, restoring operation of existing 
gas heat equipment in a home will not be considered fuel switching even though gas 
supply is shut off and current heat may be provided by portable electric space heaters.  

h. Replacing equipment with more efficient equipment using the same fuel will not be 
considered a promotional practice since the result is to decrease sales of that fuel. 
However, this provision does not apply to equipment that also replaces equipment using a 
different fuel (e.g., an electric water heater replaced with an electric heat pump that also 
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displaces a gas space heating system will not comply with the prohibition against fuel 
switching because it would promote a switch from gas space heat to electric). 

 
 

Cost recovery (all programs), subject to collaborative agreement 
 

5. Full cost recovery in non-bypassable surcharge or rider for programs that realize proven savings, 
as set out in points 10-11 below. 

a. Lost revenue not dealt with in this proposal – subject to settlement within collaborative. 
6. Costs allowed with interest accrued for any recovery lag. 

a. Subject to cost-effectiveness test set out in point 11 below. 
b. Periodic review and allowance at the time of the annual review set out in point 9. There 

must be showing of actual expenditures and of savings proven as set out in points 10-11 
below. 

 
 

Other general considerations (all programs) , subject to collaborative agreement 
 
7. Utilities file annual plans with Commission including sufficient detail for approval; no major 

changes without approval. 
8. Annual reporting, with opportunity for public review and comment. 
9. Evaluation, customer, and market data-gathering will be incorporated into all programs from the 

beginning in order to provide inputs for measurement and verification activities. Utilities will 
provide data as needed. 

10. For the first period of implementation, the program will use the best engineering determinations 
available60, consistent with the collaborative deemed savings process and considering WAP 
savings history for individual measures, developed through a collaborative process if possible, 
until impact evaluation is available. Measure savings will be continually updated prospectively, 
based on the latest verification and evaluation information. 

a. Similarly, through a collaborative process if possible, standard avoided costs will be 
determined for saved kWh, therms, and gallons of water, as well as for other utility 
resource benefits, such as customer retention and decreased costs of arrears, bad debt, 
disconnections and reconnections.  

11. The program will seek to avoid cream-skimming and to minimize lost opportunities. Among the 
goals of the program is the development of a statewide energy efficiency infrastructure through 
the Weatherization Network to achieve comprehensive savings of natural gas, electricity, 
propane and water in order to minimize the stranding of additional cost-effective savings as 
would result from incomplete programs that cream-skim or leave lost opportunities untapped. 

a. Subject to further analysis, program cost-effectiveness will be determined on a statewide 
basis, prior to approval and implementation, by application of a Total Resource Cost Test 
(TRC), which includes but is not limited to the following benefits: avoided resource costs 
(electricity, natural gas, propane, wood, water), downward pressure on commodity cost, 
customer retention, avoided utility costs (disconnections and reconnections, arrearages 
and bad debt), and mitigation of future environmental regulatory costs. 

                                                 
60 Sometimes called “deemed savings.” 
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12. The Parties ask the Commission to find program compliance to be “beneficial” under the Energy 
Conservation Endorsement Act of 1977 (Ark Code sec. 23-3-405(a)(2)), based on the substantial 
evidence to be filed by the Parties. 

a. Also, since efficiency/conservation is a “proper and essential function of public utilities” 
(Ark. Code sec. 23-3-404), the Parties ask the Commission to find that expenditures in 
compliance with approved efficiency or conservation programs are prudent. 
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October 11, 2006 (from PSC Staff) 
 

Home Weatherization Program Targeting Severely Energy Inefficient Housing 
 

 
Commission Authority 

The Commission can develop a home weatherization program to improve the energy efficiency of 
residential structures pursuant to Ark. Code Ann. §§23-3-402 and 23-3-403. 
 
Uniform Statewide Program 

If the Commission adopts a home weatherization program as a component of its overall energy 
efficiency programs, the program should be a uniform program, and all utilities should be required to 
participate in the program. 
 
Program Administration 

Each utility would be responsible for offering the program and for administering the program.  
Utilities could opt to contract with a third party for the administration of the program.  Third party 
providers could include the existing Arkansas CAP Agencies represented by the Arkansas Community 
Action Agencies Association.  Utilities could select third parties through a bid process or bilateral or 
multilateral negotiations.  Utilities could also group together and contract with a third party 
administrator.  Ultimately, the responsibility for participating in the program and its administration is the 
responsibility of each utility. 
 
Administrative Costs 

Utilities should take all necessary steps to minimize the level of administrative costs associated with 
the program.  The level of administrative costs should be one of the principal factors in selecting the 
program administrator.   
 
Number of Homes and Maximum Dollars Spent Per Home 

The program should be designed and funded to enable weatherization of up to 1,100 homes annually 
with a maximum expenditure per home of $2,800. 

As such, the total proposed budget is a maximum of $3,080,000 not including administrative costs.  
Calculated as 1,100 homes * $2,800. 
 
Work Quality Standards 

All work should meet the quality standards associated with the existing Weatherization 
Assistance Program administered and monitored by the Arkansas Department of Health and Human 
Services and the Arkansas Community Action Agencies Association. 
 
Eligibility Criteria 

Eligibility is based on demonstration of a severely energy-inefficient home.  The criteria would 
include:   

1. Vintage: must have been built before 1981 
2. Energy efficiency condition of the home (e.g., fewer than ? inches of attic and/or wall insulation  
3. single-pane windows 
4. Blower door test result of ? 
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5. Owner-occupied  
6. Owner resided in home for at least one year 
7. Mobile/manufactured homes also eligible if other criteria are met 

 
Weatherization Measures 

Weatherization measures would include:  energy audit, education and materials related to the 
audit and weatherization measures, air sealing (e.g., insulation, caulking), window replacement / repair, 
installation of efficient lighting (compact fluorescent bulbs), minor repairs (e.g., window pane 
replacement). 
 
Co-Payment 

Co-payment of 50% required.  No work commenced until co-payment made in full. 
 The co-payment requirement may be paid with funds from the existing Weatherization 
Assistance Program if an administrator of the existing Weatherization Assistance Program can 
demonstrate that a customer qualifies for this program and that there are Weatherization Assistance 
Program Funds sufficient to pay the required co-payment for the residence.  Such circumstances will 
require coordination between the affected utility program administrator and the administrator of the 
Weatherization Assistance Program. 
 
Reporting / EM&V 

Annual reporting will be required. 
Evaluation, customer, and market data-gathering will be incorporated into all programs from the 

beginning in order to provide inputs for measurement and verification activities.  
 



F-1                    

Appendix F: Energy Conservation Endorsement Act of 1977 

 
Arkansas Code 

 
Title 23. Public Utilities and Regulated Industries 

Chapter 3. Regulation of Utilities and Carriers Generally 
Subchapter 4. Energy Conservation Endorsement Act of 1977 

 
23-3-401. Title. 

 
This subchapter shall be known and may be cited as the "Energy Conservation Endorsement Act 

of 1977".   
 

History. Acts 1977, No. 748, § 1; A.S.A. 1947, § 73-2501. 

 
23-3-402. Legislative findings. 

 
The General Assembly finds that the United States is confronted with a severe and very real energy 

crisis. Simply stated, the demand for fuels has outstripped the available supplies. The President of the 
United States has established energy conservation as a high-priority national goal and has called on all 

Americans to participate in and perhaps make sacrifices toward attaining that goal. The General 
Assembly recognizes that enormous amounts of energy are wasted by consumers of all classes and 

economic levels due to inadequate insulation of buildings and other inefficiencies in the use of energy. 
The overriding public interest in the conservation of natural gas and oil, as well as the use of alternative 

forms of energy, is indisputable.   
 

History. Acts 1977, No. 748, § 2; A.S.A. 1947, § 73-2502. 
 

23-3-403. Energy conservation programs and measures defined. 
 

As used in this subchapter, unless the context otherwise requires, "energy conservation programs and 
measures" may include, but shall not be limited to: 

 
(1)  Programs of residential, commercial, or industrial insulation, including measures to facilitate the 

financing of such insulation; 

(2)  Programs which result in the improvement of load factors, contribute to reductions in peak power 
demands, and promote efficient load management, including the adoption of interruptible service 
equipment and alternative or additional metering equipment designed to implement new rate structures; 
and   
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(3)  Programs which encourage the use of renewable energy technologies or sources, including solar 
energy, wind power, geothermal energy, biomass conversion, or the energy available from municipal, 
industrial, silvicultural, or agricultural wastes.   

History. Acts 1977, No. 748, § 4; A.S.A. 1947, § 73-2504. 

 
23-3-404. Conservation a proper utility function. 

 
 

It shall be considered a proper and essential function of public utilities regulated by the Arkansas 
Public Service Commission to engage in energy conservation programs, projects, and practices which 
conserve, as well as distribute, electrical energy and supplies of natural gas, oil, and other fuels.  
[emphasis added] 
 

History. Acts 1977, No. 748, § 3; A.S.A. 1947, § 73-2503. 

 
23-3-405. Authority of Arkansas Public Service Commission - Rates and charges. 

 

(a)(1)  The Arkansas Public Service Commission is authorized to propose, develop, solicit, approve, 
require, implement, and monitor measures by utility companies which cause the companies to incur 
costs of service and investments which conserve, as well as distribute, electrical energy and existing 
supplies of natural gas, oil, and other fuels.   

 
    (2)  After proper notice and hearings, the programs and measures may be approved and ordered into 
effect by the commission if it determines they will be beneficial to the ratepayers of such public 
utilities and to the utilities themselves. [emphasis added]  

(3)  In such instances, the commission shall declare that the cost of such conservation measures is a 
proper cost of providing utility service. At the time any such programs or measures are approved and 
ordered into effect, the commission shall also order that the affected public utility company be allowed 
to increase its rates or charges as necessary to recover any costs incurred by the public utility company 
as a result of its engaging in any such program or measure.   

(b)  Nothing in this subchapter shall be construed as limiting or cutting down the authority of the 
commission to order, require, promote, or engage in other energy conserving actions or measures.   

History. Acts 1977, No. 748, §§ 3, 5; A.S.A. 1947, §§ 73-2503, 73-2505. 
 

—————————— 
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Arkansas Deemed Savings 
Overview 

Arkansas has moved rapidly to develop a statewide electricity and gas energy efficiency initiative with 
the goal of introducing programs that can successfully, quickly, and cost effectively reduce energy 
consumption among the various classes of Arkansas’ energy consumers.  This proposal is intended to 
facilitate that goal by producing deemed savings values for a comprehensive set of measures in the 
residential and commercial/industrial markets.  Deemed savings will serve Arkansas’ goal by: 

• Increasing Certainty for Program Actors. Program administrators, implementers, and 
participants can easily assign savings values to prospective measures. 

• Decreasing Administrative Overhead.  Deemed savings enable administrators to concentrate on 
overseeing effective outreach, installations, and reporting rather than engaging in substantial 
measurement and verification activities. 

• Facilitate Tracking and Reporting System.  Using standard, yet comprehensive, deemed savings 
specifications allows standardization of tracking, reporting, and management systems for near-
instantaneous review of program progress.  

Frontier Associates LLC and Nexant, Inc. (the Frontier Team) will produce a comprehensive set of 
residential and commercial deemed savings for utilities and the market to facilitate these objectives.  

Scope 
In order to meet the objectives of this project, the following major tasks are envisioned: 

• Start-Up Meeting 
• Refine Deemed Savings List 
• Review and Rank Deemed Savings Resources 
• Categorize Deemed Savings (Baseline, Weather, Market) 
• Produce Deemed Savings Estimates 
• Produce Draft Deemed Savings Tables 
• Produce Final Report 

These activities are described further below. 
Task 1: Start-Up Meeting 
Frontier Associates will prepare an agenda, and conduct a project initiation meeting with appropriate 
Arkansas stakeholders.  Frontier will further introduce personnel who have been assigned to work on the 
study.   
The purposes of the meeting are to review the proposed deemed savings list, describe the deemed 
savings development approach and tasks, and to receive and address feedback, recommendations, and 
concerns. 
In preface to the startup meeting, the Frontier Team will submit an issue “brief” addressing key 
questions surrounding definitions of deemed savings parameters.  Terms such as “weather zone,” 
“eligible measures,” “measure life,” “baseline,” “peak demand savings,” and “energy savings” must be 
defined within the context of the Arkansas rulemaking. 
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It may also be appropriate, during the start-up phase, to define program design concepts surrounding the 
deemed savings approach.  This would allow utilities to more quickly roll out programs and have an 
immediate impact in the market.  It may also allow the deemed savings list to be refined or prioritized 
based on targeted programs. 
The Frontier Team will describe data requirements, clarify current data availability and quality, discuss 
any issues surrounding the execution and reporting of project, develop lines of communication among 
parties who will be involved in this project, and discuss the detailed work plan and schedule for the tasks 
in the study.  If significant changes in scope are required, the following work plan will be revised and 
submitted for approval. 
Task 2: Refine Deemed Savings List 
The Frontier Team’s natural and most expeditious approach to developing deemed savings values is to 
start from the measures lists developed for recent projects.  For Frontier, that includes projects in 
Missouri, Texas, New Mexico, and Colorado. For Nexant, recent projects developing savings estimates 
include Colorado, Washington, Idaho, Utah, California, Georgia and Texas. 
An initial measures list is provided in Appendix A of the proposal. 
Task 3: Review and Rank Deemed Savings Resources 
While the Frontier Team has recently completed projects regionally proximate to Arkansas, there are 
other deemed savings values in the public domain that may contribute to the overall list of potential 
measures.  The Frontier Team will examine and recommend from available resources, as appropriate.  A 
partial listing of resources available includes: 

• Texas Deemed Savings Values (a comprehensive list of residential and commercial sector 
measures as detailed in Appendix A). 

• Bonneville Power Administration (Commercial Refrigerated Cooler Controls, LED Traffic 
Signals, ENERGY STAR® Commercial Clothes Washer, Refrigerator Recycling and 
Decommissioning, etc.) 

• 2003 and 2006 Energy Efficiency and Conservation Measure Resource Assessment, Energy 
Trust of Oregon 

• PG&E 2004 – 2005 Express Efficiency program filing 

• Xcel Energy 2007-2009 Triennial Plan MN Natural Gas and Electric Conservation Improvement 
Plan 

• California Database of Energy Efficiency Resources (DEER) 

• Colorado DSM Market Potential Assessment, Xcel Energy 2006 

• “Opportunities for New Appliance and Equipment Efficiency Standards: Economic Savings 
Beyond Current Standards Programs.” Consortium for Energy Efficiency (CEE) documents, 
2001  

• New York State Energy Research and Development Administration (NYSERDA) Deemed 
Savings Measure Database, Nexant 2005 

A final comprehensive list of proposed measures will be produced and a revised Appendix A submitted 
for review and approval by Arkansas’ collaborative members. 
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Task 4: Categorize Deemed Savings 
Several factors affect the level of effort involved in establishing reasonable energy and demand savings 
specific to Arkansas.  The Frontier Team will investigate and resolve the following: 

Baseline 

Deemed savings are constructed of “delta demand and energy consumption” determined by the 
difference between the energy efficiency measure consumption and consumption absent the 
efficiency program.  The “usage absent” value is the baseline.  Baseline can be determined 
through various means, often involving considerable study. 
For new construction, existing energy efficiency code is often used as proxy for the baseline 
case.  Arkansas has established a state-specific residential building code that is less stringent than 
the IECC 2003, but assumed as, or more stringent than the IECC 2001 supplement, and has 
adopted the 2003 IECC as code for commercial buildings. 
For existing construction, Census and Energy Information Administration residential and 
commercial building end-use survey data are frequently used as a proxy for baseline conditions.  
Frontier Associates has recently developed inputs for a Missouri project that can be updated and 
applied to the Arkansas region. 
Weather Variables 

Deemed savings measures can be generally categorized as weather or non-weather sensitive.  
Non-weather sensitive measure impacts are a function of the pattern of use.  Weather sensitive 
measures must be further analyzed to address the interaction between the pattern of use and the 
weather impact. 
Because weather is not the same across the entire state of Arkansas, additional analysis must 
determine an appropriate distinction of weather zones.  Arkansas may appropriately be defined 
as one to six weather zones, depending on the degree of variability between those zones.  The 
IECC 2000 and 2003 codes assigns four weather zones to the state, and the IECC 2006 assigns 
two weather zones to the state, with all but 12 counties in the primary zone.  The smaller zone 
includes the northwest and north central part of the state.  
Market Variables 

Certain measure impacts might also vary by market.  Generally, markets will be defined as 
residential and commercial/industrial.  Within each category, additional sub-categories might be 
appropriate, such as single family, multifamily, or mobile home in the residential sector, or 
hotels, schools, and parking garages, etc., in the commercial sector. 
Within the residential and commercial/industrial markets, measures may be further classified 
according to whether targeting the new or existing market, and within the existing market, 
measures may be considered retrofit (replacement of an existing, working technology), or 
replacement on burnout. Finally, end use heating and water heating fuel characteristics establish 
an additional market layer. 
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Task 5: Produce Deemed Savings Estimates 
The Frontier Team will use the above resources, coupled with building simulation modeling techniques, 
to produced deemed savings values suitable for use in Arkansas.  The Frontier Team will use ESPRE 2.1 
and eQuest building simulation modeling tools.61 
It is critical that key terms are defined prior to completing the simulation modeling component. In 
particular, definition of baseline, peak demand and energy savings, and weather zones must be 
established before the modeling runs can produce usable results.  The Frontier Team will, to the greatest 
extent possible, follow International Performance Measurement and Verification Protocol (IPMVP) 
guidelines to estimate efficiency measure savings using engineering or statistical approaches. 
The Frontier Team will use simulation calibration techniques to ensure that the demand and energy 
impacts are properly diversified.  Calibration will ensure that savings reflect real-world behavior 
regarding occupancy and use patterns. 
Task 6: Produce Draft Deemed Savings Tables or Tools 
The Frontier Team will produce a draft report of the proposed deemed savings values and supporting 
documentation.  The deemed savings report will describe each measure, document the baseline values, 
outline measure eligibility, and describe pertinent installations standards.  Work papers will detail all 
engineering or statistical estimation assumptions and inputs. 
The adopted deemed savings values can be incorporated into a variety of spreadsheet or database 
(desktop or online) tools for use by project participants.  The costs for such tools is not included in the 
proposed budget. 
Task 7: Produce Final Report 
The Frontier Team will address and incorporate collaborative member feedback into a final deemed 
savings report.  The final report will be provided in printed and electronic form.  A follow-up activity to 
this study may include producing spreadsheets and online systems to calculate and report energy 
efficiency projects and savings. 
 

Budget 
The budget for this work is $70,520, and would produce a final report 90 days after contract initiation. 
This proposal is on a time and materials, not-to-exceed basis. Scope changes may affect the maximum 
fee. Expenses, including subcontractor fees, are passed through at cost, without markup. (Details on the 
consulting team, budget detail, and process milestones have been removed from this version for the 
purpose of the October 9-10 collaborative meeting). 
 
 
 

                                                 
61 ESPRE is an EPRI residential building energy simulation tool. eQuest is a DOE2 building energy simulation model front 
end. 
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Appendix A 
Initial Residential Deemed Savings List (envelope and water heater measures to be evaluated for both 
electricity and natural gas impacts) 

• Central Air Conditioner Replacement 

• Heat Pump - Energy Savings (Heating kWh Only) 

• Furnace Efficiency Upgrade 

• Ground Source Heat Pump 

• Window Air Conditioners 

• Ceiling Insulation 

• Wall Insulation 

• Floor Insulation 

• ENERGY STAR® Windows 

• Air Infiltration 

• Solar Screens 

• Duct Efficiency Improvement 

• Water Heater Replacements – High Efficiency and Fuel Substitution 

• Water Heater Jackets 

• Water Heater Pipe Insulation 

• Low-flow Showerheads 

• Faucet Aerators 

• ENERGY STAR ® Refrigerators 

• ENERGY STAR ® Dishwashers 

• ENERGY STAR ® Clothes Washers 

• Compact Fluorescent Lamps 

• Water Heating Replacements - Solar Water Heating 

• Solar Electric (Photovoltaic) Energy Systems 

Initial Commercial Deemed Savings List 

• Lighting efficiency 

• Lighting controls 

• Motors 
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• Unitary AC and HP Equipment 

• Evaporative coolers 

• Programmable thermostats 

• LED Channel letter signs 

• Water chilling equipment (chillers) 

• Cool Roofs 

• Electronically commutated motors 

• LED message center signs 

• Occupancy based PTHP/PTAC controls 

• Plug load occupancy sensors 

• Solid door refrigerators and freezers 

• Transformers 

• Variable frequency drives 

 
 
 
 


