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Public Law 93-577
93rd Congress, S, 1283
December 31, 1974

An Act

To establish a national program for research and development in nonnuclear
energy sources,

Be it enacted by the Senate and House of Lepresentatices of the
United States of America in Congress assembled,

SIIORT TITLE

Secrion 1. This Act may be cited as the “IFederal Nonnuelear Energy
Research and Development Act of 1974”.

Fe deral None
nuclear Energy
Research and
Development
Act of 1974,
42 USC 5901

note,
88 STAT, 1878

ENVIRONMENTAL EVALUATION

Skc. 11. (a) The Council on Environmental Quality is authorized
and directed to carry out a continuing analysis of the effect of appli-
cation of nonnuclear energy technologies to evaluate—

(1) the adequacy of attention to energy conservation methods;
and

(2) the adequacy of attention to environmental protection and
the environmental consequences of the application of energy
technologies.

(b) The Council on Environmental Quality, in carrying out the
provisions of this section, may employ consultants or contractors and
may by fund transfer employ the services of other Federal agencies
for the conduct of studies and investigations.

(¢) The Council on Environmental Quality shall hold annual public
hearings on the conduct of energy research and development and the
probable environmental consequences of trends in the development
and application of energy technologies. The transcript of the hearings
shall be published and made available to the public.

(d) The Council on Environmental Quality shall make such reports
to the President, the Administrator, and the Congress as it deems
appropriate concerning the conduct of energy rescarch and develop-
ment. The President as a part of the annual Environmental Policy
Report required by section 201 of the National Environmental Policy
Act of 1969 (42 U.S.C. 4341) shall set forth the findings of the Council
on Environmental Quality concerning the probable environmental
consequences of trends in the development and application of energy

technologics.

42 USC 5910,
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FOREWORD

Section 11 of the Federal Research and Development Act (Public Law 93-577)
permits an annual public hearing "...on the adequacy of attention to energy
conservation methods and environmental consequences of the application of energy
technologies.”  Since 1978 the Environmental Protection Agency's Office of
Environmental Engineering and Technology has been responsible for conducting this
Hearing.

The results of the 1981 Section 11 hearing on Federal Energy Conservation
Programs are contained in two Volumes: Volume I, the Hearing Summary and Volume
I, the Hearing Transcript.

This report, Volume II, presents the transcript of the hearing and written
testimony from those who could not attend. Forty witnesses submitted oral
testimony and forty-seven individuals and organizations submitted written testimony.
The Section 11 hearing was held July 14 and 15, 1981 in Washington, D.C., at the
Office of Personnel Management Auditorium.

W
Herbert L. Wiser
Acting Director

Office of Environmental
Engineering and Technology
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DR. RIEGEL:

Good morning. I°d like to convene this Section 11 Hearing,
with a welcome to you, to the panelists and to the witnesses.

This activity, which we are conducting for the next two
days, has its origins in the Federal Nonnuclear Fnergy Research
and Development Act of 1974, That act requires an annual
review of the Federal government’s adequacy of attention to
both conservation and environment in its energy research and
development programs. The review responsihility originally
rested with the Council on Environmental Quality but was passed
to the Environmental Protection Agency in an Fxecutive Branch
reorganization in 1977. This meeting today represents EPA’s
fourth annual public hearing to review the Department of Fnerpgy
research and development programs.

From year to year we have shifted the focus of our exami-
nation of the DOE programs. For the past two years we have
elected to look particularly closely at the conservation com—
ponent of those programs.

I think it’s a particularly appropriate choice this year in
view of the fact that the Administration has proposed and is
in the process of 1implementing a number of changes in the
government’s conservation programs. Changes have 1included,
for example, a de—emphasis of some of the kinds of Federal
activities that we have seen in the Department of Fnergy in
the past. I think one of the challenges to the panel this
morning, and to the witnesses who appear, will bhe to examine
those changes with a view toward helping us to work together to
make them as constructive as we can, so that both the Federal
and private sector components of the national conservation
effort are made as effective as possible. In addition, we
hope that private activities can he assisted and catalyzed
toward more effective results for the nation at large.

In the last two years we have seen a rather striking indica-
tion of the successes that conservation implemented nationwide
can have for the country. 0i1 1imports declined strikinglv.
One thing that we earnestly hope for 1is that the signals deli-
vered through higher prices, together with a greater public
awareness of conservation opportunities, will allow us indivi-
dually and 1in organizations to realize the cost—effective
conservation opportunities that remain open to us, not only
for the short-term but the long—-term as well.

In the next two days, we expect to hear from about 45
witnesses, with additional written statements to be sumitted
for the record. This activity takes on a particularly impor-
tant role in our Section 11 proceedings this year, bhecause we
have bheen unable for various reasons to precede this formal
public hearing phase with workshops as we have in the past.
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I hope we will be able to pursue three major areas of
questioning. First, with declining Federal investment in con-
servation activities for the coming years, I think it’s impor-
tant that we examine the priorities for utilizing these smaller
Federal resources so that they will have the greatest possible
impact for our conservation objectives.

The issue is especially important in the state and local
area because the Senate and the House both are considering
energy block grant legislation to supplant existing categorical
programs. The question is how this kind of change can be
made most effective.

Secondly, we are interested in learning about private
sector programs that are likely to have a significant impact
and to take up where the Federal government has left off.
Thirdly, we come to a perennial question of how we can best
determine the effects of Federal efforts in the conservation
arena, how we can best monitor those effects and evaluate
them.

I’d like to introduce today’s panelists. To my immediate
left is John Pfeiffer, from the Office of Management and Budget.
He is the budget examiner for the Department of Energy, speci-
fically that part of the program dealing with conservation, and
we're very happy to have his presence this morning and his
expert view of the DOE budgetary situation.

To his left 1is Andrew Glassberg, a House Energy and Com-
merce Committee staff member who is concerned with conservation
and renewable activities for that committee. Finally, to my
far left is Mike Power, the Director of the Office of Policy
Planning and Evaluation in the Department of Fnergy’s Office
of Conservation and Renewable Energy. He has the responsibility
for a number of the analytical, oversight and evaluation acti-
vities, particularly in line with the last points that I men-
tioned for evaluating the effectiveness of the Federal invest-
ment and for keeping a handle on the effectiveness of the pri-
vate sector activities as well.

Well, I think with no further ado we will go immediately
to the witnesses. I am going to adopt the procedure of taking
the witnesses two or three at a time, and if the next witnesses
will prepare to come after the question and answer period to
replace the departing witnesses, we can cycle through the entire
list during the morning.

Our first two witnesses are Charles Guinn of the New York
State Energy Office, and John Armstrong of the Minnesota Energy
Agency, both of whom can bring a state perspective on some of
the programs that we’re highlighting today.



MR, GUINN:

What I'd 1like you to do, 1is to summarize any prepared
statements that you have, then add any remarks that you feel are
appropriate. After each of you has spoken, we will then turn
the proceedings over to the panel to discuss your remarks at
greater length. So, Mr. Guinn, if you will start.

Thank you for providing the New York State Fnergy Office
with the opportunity to express 1its concerns about the new di-
rections of Federal energy policy and its impact on state and
local governments. This hearing comes at a very critical time
for state energy programs because their continuation is large-
1y dependent upon future Federal funding.

Congress’ actions on the 1982 Federal budget will determine
whether many state energy offices survive and whether government
maintains its successful role in fostering energy conservation.

The Administration’s dramatic shift away from any meaningful
role for the Federal government in energy conservation is most
unsettling since it represents a giant step backwards for both
New York and the nation.

Energy supply and demand, development of alternate fuel
sources and expediting conservation actions need a national
focus and a strong federal, state and local government partner-
ship. The Administration’s decision to leave the energy conser-—
vation field will destroy the healthy partnership among the Fed-
eral, state and local governments in implementing energy conser-
vation and renewable resource programs directed to an overriding
national goal.

We appear to be returning to the energy policies prior
to the 1973-1974 Arab 011 Embargo, a time when the nation was
unprepared and completely vulnerable. We saw the United States
-— the most powerful and technologically advanced country in
the free world —-- brought to its knees by a small group of
nations, a fraction of our size.

Since that time, 1t has become only too apparent how
inextricably our economy and 1livelihood are tied to oil-
producing countries. This sudden and continuing energy aware-
ness caused by the embargo is a healthy and useful reaction,
as long as we respond to this awareness in a productive manner
focused on weaning us from OPEC oil.

The Administration’s energy policy, to the extent it can
be categorized as a coherent set of actions and intended ac-
tions, has moved in the direction of eliminating what it per-
ceives as constraints on the production and use of energy.

The policy apparently holds that such actions are neces-
sary to let the energy marketplace function naturally and
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increase domestic energy production. Certainly, no one can
argue against an emphasis on increasing domestic energy produc-
tion to decrease our dependence upon OPEC o0il, help ensure
future energy supplies and contribute to domestic economic
development. But, where does energy conservation -- the best
short term solution to our OPEC dependency -- fit into this
production-oriented energy policy?

Energy conservation is at best a tangential occurrence
emanating from this policy. The theory is that as the market-
place functions naturally, the rising energy prices —~— a direct
result of the marketplace at work strategy —— will be a chief
impetus for energy conservation.

The government need not be involved in energy conservation,
this thinking holds, because consumers of all types will react
accordingly and quite naturally to the rising prices by saving
energy. I fully recognize that rising energy prices alone can
work satisfactorily in many instances as the prime means for
promoting and bringing about energy conservation. What we
must be concerned about, however, are those situations in
which rising energy prices alone will not bring about energy
conservation, at least not in an orderly manner or without
having a damaging impact.

What are these situations? There are at Ileast three of
thems The first situation can be characterized as a market
imperfection. It is when financing of conservation improve-
ments for a consumer 1is not available at reasonable interest
rates or the consumer simply cannot afford the cost for the
improvement at virtually any borrowing rate.

Under such circumstances, which apply in many 1instances
to small businesses, schools or homeowners, among others,
rising energy costs will not result in maximum energy savings.
The rising costs will induce the consumer to take action, but
the consumer will not have the financial wherewithal to respond
fully. Loans at lower than market Iinterest rates, grants or
tax credits represent forms of government assistance that are
necessary to enable consumers to convert the inducement caused
by higher energy costs into conservation actions.

The second situation in which higher energy prices alone
will not necessarily result in energy conservation also can be
called a marketplace imperfection. It is when a consumer does
not have sufficient objective information on which to decide
what conservation actions to take. Under these circumstances,
a consumer may respond to higher energy cost improperly, in
the sense of putting his money into other than the most energy
conserving actions, or not take action at all.



In New York State, a case in point is the small industrial
sector. Professional energy auditors, consisting largely of
consulting engineering firms, generally do not market their
services to this sector because it has not proven to be profit-
able. We have been told that small industrial firms cannot or
will not pay a counsultant the fee that is necessary to provide
energy audits of their plants.

Consequently, these firms, which have 1little, if any,
in-house energy conservation expertise, do not benefit from
outside expertise. In many instances, their sources of infor-
mation consist of representatives of equipment manufacturers
who are not very often sufficiently objective.

For such situations, which are just as applicable to
homeowners and small retailers as they are to small industries,
government -generated programs that provide sound information
to consumers are essential, For these consumers, a policy
that relies exclusively on higher energy costs to achieve
energy conservation will only partially accomplish its purpose.

The third and final situation in which higher energy
prices alone will fail to achieve energy conservation is where
institutional or marketplace barriers actually prevent the
higher prices from working. Examples of this situation are
apartment and office buildings. The owners of either building
type are typically not induced to save energy by rising energy
prices because their rental practices allow them to pass through
increased energy costs to building tenants.

As long as the availability of rental space 1is limited,
tenants have little choice but to pay increased costs. This
problem is especially acute in New York State. In New York
there are 2.25 million multi-family dwelling units representing
approximately 40 percent of the state’s total housing stock.
Energy costs now account for as much as 40 perceant of a multi-
family dwelling’s operating costs, compared to under 10 percent
less than 10 years ago.

There are, of course, individual building owners who will
make conservation improvements to enhance the viability of a
property or for other reasons. Nevertheless, the fact remains
that the existing practices of the rental marketplace sub-
stantially ruin the clean, theoretical cause and effect rela-
tionship between higher energy prices and conservation that
the Reagan policy seems to be relying upon.

In this situation, necessary additional actions to achieve
conservation should entail mandatory efficiency standards or
conservation measures that have the effect of stepping over
current practices of the marketplace that otherwise are effec-
tive barriers to energy conservation.

6



New York State, and virtually every other state in the
country as well, has bheen combining Federal assistance from
such sources as the Energy Extension Service, the Energy Policy
and Conservation Act, and the Schools and Hospitals grant
program with state funds to provide programs that address these
situations in which rising energy prices alone will not bring
about energy conservation.

There are many examples of substantial, cost-effective
successes in the use of these funds.

Recently, my office completed energy savings evaluation
reports on four of our programs: the Energy Advisory Service
to Industry Program; the Boiler Efficiency Improvement Program;
the 0il Heat Efficiency Program; and, a portion of the Schools
and Hospitals Grant Program.

These four programs alone have saved New York State resi-
dents the equivalent of approximately 6 1/2 half million bar-
els of o0il per year valued at over $220 million. The evalu-
ation reports indicate that these programs resulted in energy
savings which were valued at between 11 and 798 times the cost
of administering the programs.

I stress that these evaluations address only three programs
and a portion of another. I am sure that the evaluation reports
now being done for our other programs will add significantly
to the energy savings already calculated.

Notwithstanding the positive, practical uses of these Fed-
eral funds, all of the Federal assistance programs for states
mentioned above, and others as well, are proposed for elimina-
tion in the Federal 1982 budget, with the exception of the
Schools and Hospitals grant program for which a relatively
small amount of funds has been proposed by the Administration.

Should Congress not alter the Administration’s intent,
the New York State Energy Office could be forced to reduce its
programming and staffing levels by 50 percent. The situation
would be worse in many states. To assume that state and local
governments will provide replacement funds for the lost Federal
assistance is to ignore fiscal realities. Already overpres-—
sured state and local budgets simply cannot be regarded as
the substitute source of funds for these programs, particu-
larly because the Federal government is also eliminating fund-
ing for many other programs.

The specific impact of the Administration’s energy conser-
vation policy will be to forego enormous opportunities to
save additional energy. The policy will also result in many
energy consumers -—- homeowners, businesses, and institutions
~~ not having the objective information and financing necessary
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for them to take proper energy conservation actions and meet
the rising energy costs.

The more general impact of the Federal policy is a backing
away from what must be an all-out effort to minimize the coun-
try’s dependence on foreign sources of energy.

DR, RIEGEL: All right, thank you. Before going to questions from the
panel, we’ll have testimony from John Armstrong.

MR. ARMSTRONG: I appreciate the opportunity to testify on how the "ade-
quacy of attention to conservation” can be assured, given the
new directions in Federal energy policy. I believe this sub-
ject is of critical 1importance to this country and applaud
your efforts to investigate it more thoroughly.

There are two important conclusions I have reached in
analyzing this question which I believe ought to frame govern-
ment policy toward energy conservation:

1) Energy conservation can be of major economic, military,
environmental, geo-political, and social value to the Uni-
ted States, and;

2) Government has a necessary and essential role in achieving
the nation’s energy conservation potential. The corollary
to this last point, which answers the basic thrust of the
Issue Paper, is that reduced government action in conser-—
vation will lead to reduction in the overall effort nation-—
ally.

In discussing these points, I will try to answer specifi-
cally the questions posed in the Issue Paper.

First, it is my strong belief that both the country as a
whole and the current Federal Administration has greatly under-
estimated the wvalue of energy conservation. I believe it is
fair to summarize numerous studies which have compared the full
range of U.S. energy options to say that 1improvements in the
efficiency of energy use will provide more energy at a lower
cost and more quickly than any other option for at least the
next 20 years. To quote just one such study: "The United States
can use 30 or 40 percent less energy than it does, with virtu-
ally no penalty for the way Americans live."l/ (Editor’s Note:
References follow Mr. Armstrong’s testimony.)

The Minnesota Energy Agency has estimated that the net
economic effect in the state of a $1 purchase of petroleum
products is $.55 compared with $2.21 for home energy conser-
vation.Z<



In a similar analysis, Stobaugh and Yergin estimated that
the true cost of imported o0il to the U.S. was actualy 2.3 to
5.6 times 1its posted price owing to the negative economic
impacts of losing U. S. dollars to foreign countries. 1.

Other studies have shown that an investment Iin energy
conservation will create more jobs than an equivalent invest-
ment in energy production. Indeed, "Emerging Consensus," a
recent study estimated that two-thirds of the growth in demand
for energy services between 1973 and 1978 was met by efficiency
improvements.=/ Less studied and more difficult to quantify
are the substantial strategic and geo—-political benefits to be
gained from reduced oil imports.

The net result of all of these factors is that the benefits
of energy conservation are greatly undervalued or, conversely,
the costs of energy use are greatly underestimated. It is a
basic tenet of the new Federal energy policy that if prices
are deregulated, the market will bring about the optimal allo-
cation of energy investments. However, even at deregulated
prices, many of the opportunity costs of conservation (i.e.,
the true social costs of energy use) are not internalized into
the market price of energy, not to mention the practice of
pricing energy to the consumer at 1its average rather than
replacement cost, thus keeping the market price of energy far
below its true cost.

The distance between the experienced market price of energy
and its true social cost defines an area where the market will
not allocate energy investments optimally, and I believe, where
governments action is necessary and appropriate.

Government conservation expenditures in areas where the
market is not functioning should not be viewed as subsidies,
but as the economic purchase of energy at below its true re-
placement cost.

In addition to the conclusion that there is a sound econo-
mic basis for government action where market imperfections
exist, the role of government must also be examined where such
imperfections supposedly do not exist. The Energy Productivity
Center at the Carnegie-Mellon Institute demonstrated? that
consumers could have reduced fuel consumption by 25 percent
and costs by 17 percent given actual energy prices between
1973 and 1978, had they been truly minimizing long-run energy
costs.

In Minnesota, a survey of 90,000 utility customers 1in
1979 found that 55 percent of the homes had less than 6 inches
of insulation and 12 percent had none at all (recommended
level is 12-15 inches). Of these customers, 45 percent did
not turn their thermostats down at night and 9 percent turned
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them up, even though night-time setback costs nothing and can
save more than half as much as attic insulation.

Many studies have documented the substantial barriers
which exist to implementing price-responsive conservation.226.
Our own studies Z=16/ and those conducted by DOE and others (see
references) also indicate that most conservation programs have
been very cost effective. For example, an evaluation of our
boiler efficiency workshops showed a payback on all workshop-
associated costs of four months.-2

The average payback on all costs associated with the Insti-
tutional Buildings Grants Program in Minnesota has been 3.2
years, with an annual savings to the state’s taxpayers of $16
million.l”/

An evaluation of our energy hotline found that 17 percent
of callers were influenced to take conservation action®/ and
that 50 percent of those using regional information centers were
influenced to take conservation actions.

The central question these hearings address, however, is
what impact withdrawal of Federal funds will have on the na-
tion’s conservation effort?

First, it must be recognized that the cut in Federal funds
is falling, in many cases, on top of substantial state and local
cuts. The Minnesota Energy Agency has experienced a 61 percent
cut from FY ‘81 to FY “82 in total funding. State appropria-
tions to the MEA’s Conservation Division dropped from $11,966,~
100 for the FY “80-"81 biennium to $1,180,322 for the biennium
which began July 1, 1981 -- a 90 percent reduction. Rescis-
sions and discontinued appropriations in state and Federal
funds amounted to over $10 million for the Conservation Divi-
sions last fiscal year alone and almost 90 percent of these
funds were grants to local units of government.

Although no data exist on the immediate impact on the pri-
vate sector, discussions with local engineering firms indicate
that business has slowed not only from loss of Federal and
state funds, but from disinterest, economic recession, and
high interest rates as well. The American Hotel and Motel
Association, for example, is discontinuing its 10-year conser-
vation program and many managers have simply decided to pass
costs on.

The exceedingly low profile on energy conservation by the
Reagan Administration is even affecting the level of interest
where grant fuands are available. The number of technical as-
sistance grant applications from institutional buildings in
Minnesota dropped from 2,000 in Cycle II to only 67 in Cycle
III, even though funding levels were similar.
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State and local governments are responding in a variety of
ways to the withdrawal of funds. One important change has heen
that conservation funding has shifted "off budget;" that is,
from general tax revenue to private investment through bonding.
In Minnesota, $11.25 million in direct conservation grants were
discontinued, while $27.5 million was approved by the legisla-
ture for municipal bonds for residential conservation and $50
million in bonding for district heating.

Second, many groups are increasing their efforts to act
cooperatively or to broaden their funding base by forming joint
public/private partnerships.

The Minnesota Energy Agency (MEA) has accelerated the rate
of transfer of its conservation programs to other institutions,
In fact, we have initiated a "foster parent" strategy of finding
or creating groups to carry on programs the MEA may have to
drop. For example, we are currently trying to establish a Min-
nesota Chapter of the Conference of Local Energy Officials
(CLEO) to continue some of our community outreach and technical
assistance functions. We are discussing the establishment of
a statewide public/private energy education funding consortium
to assume some of the substantial energy education efforts
which have been carried out by the Minnesota Department of
FEducation and the MEA.

The process of "institutionalizing" conservation programs
by establishing them in groups outside government is not new.
Indeed, it is an explicit goal of the Energy Extension Service.
Although a benefit of the change in Federal policy has been to
accelerate this process, it remains to be seen whether such
efforts will be successful.

The process of building energy capabilities at the 1local
level takes time. Direct technical assistance is usually re-
quired for a substantial period of time; funding sources must
be found and information-sharing networks established. One of
the considerable and often—overlooked benefits of the Federal
conservation programs has been this institutionalization pro-
cess. The sudden curtailment of Federal funds will not only
stop most current efforts, it threatens years of work the
states have put in, which is not yet complete.

As in Minnesota, I believe most state and local govern-
ments will not be able to continue functions formerly performed
with Federal funds. Conservation programs are likely to be a
low priority, and information/education programs in particular;
again because of lack of understanding of the benefits of con-
servation and because of the prevailing sentiment for supply-
side solutions.
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Even in Minnesota, where conservation is clearly our best
near—term option and has widespread support, funding for the
development of alternative energy sources was increased from
$294,700 to $705,000, this year over last, whereas funds for
information dissemination were cut 29 percent.

The loss of Federal and state conservation funds, I expect,
will have a slowing on the nation’s conservation efforts in
general. Information is essential if individuals and businesses
are to make the appropriate response to higher energy prices.
Such information has heen an important contribution of the state
energy office and is essential in a period of rapidly changing
prices and technology.

Training and education efforts will also diminish, resul-
ting in a less "energy-skilled" work force. Those institutional,
legal, and many economic barriers which remain are likely to
be removed more slowly because their removal often requires
informed governmental action.

The Federal role during this critical period must be to
give the states greater flexibility and discretion in order to
adapt to local conditions and needs. Rules should be perform-—
ance oriented and place greater emphasis on evaluation of effec-—
tiveness and technical assistance. The formation of infor-
mation—-sharing networks, such as CLEO, the Association of
State Energy Professionals, or the Fnergv Engineers Association
should be encouraged and assisted, particularly if the regional
DOE offices are discontinued.

Finally, studies ought to be initiated to monitor and
evaluate the impact of the change in Federal energy policy and
determine if the results truly are in the national interest.
Such studies could include case studies of individual states,
monitoring of efficiency improvements in major appliances,
transportation and industry, monitoring of investments in ener-
gy conservation and comparisons of theoretical price-responsive
conservation with that actually taking place.

As a society and a government, I believe we have danger-
ously underestimated the value of energy conservation. The
true social cost of energy may, in fact, be many times its
market price. If this {s the case, the nation’s energy problems
will not be solved primarily by the American people, as stated
in the Third National Energy Plan, but will be solved by forces
unperceived and often beyond their control.

To the extent that the market 1is not and cannot resolve

our energy problem, governmental action 1is a necessary and
legitimate means of achieving the broad, national interest.
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MR.

RIEGEL:

GUINN:

Thank you very much. To open the questioning, I would like
to start with one of my own, to Mr. Guinn.

Both of you have suggested that there was some danger that
state energy office activities may be in jeopardy as a result
of Federal budgetary decisions. I would like to ask you if
this is the case in New York? 1If your office has been success-
ful and has developed a constituency in the state, has that
constituency resulted in increased budgetary support for your
programs at the state level?

The New York State Energy Office was created nearly five
years ago, during the late “70s a time when sunset law activity
was at its height in New York State. The energy office bhecame
the first New York State agency to have a sunset provision in
its enabling legislation. I think DOE has a similar provision.

We have 3just completed our sunset hearing process. We
emerged unblemished on the hearing record since there were no
negative comments, and considerable praise regarding the wonder-
ful activities carried out. However, our budget in New York
State will go before the legislature on April 1. How we get
from today to 1982 may somewhat difficult. The second concern
is that energy conservation funds, a few million dollars, could
be lost bhetween the cracks as the legislature deals with the
many programs, most such as health, education and welfare that
are much larger, that Thave -been reduced substantially.

There is a certain threshold in the budget process of the
number of concerns that one can deal with at one point in time.
The New York State budget process and in particular the legis-
lative side of that budget process will have to deal with a
great deal of items.

I hope and I feel that we should emerge with increased
state fundings from all of this, but there’s no doubt in my
mind that our programs will be reduced somewhat. I’m not sure
in what areas. The degree to which whatever minor Federal
money does occur 1s more flexible than what we’ve had in the
past would help. The degree to which the state legislature
provides the money in a flexible form will also help.

Just one aside; in New York we have reached the concensus
that conservation 1is something that we can do for ourselves.
We view the rapidly rising energy costs, if nothing else, to a
certain degree an attack upon the Northeast and the Midwest.
We have industries that unless they conserve energy better
than they have, they may not be around. So to some degree that
energy conservation may become an element of an economic devel-
opment strategy in some of the older and colder parts of the
country.
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A concern we all should have is the final HEAP program and
the weatherization program funding levels. I’ve heard a statistic
from New Jersey that the average utility bill in Newark is two
months behind. I don’t know what a corresponding figure in New
York is, but there are many problems that seem to be developing
in the payment of bills from the past winter, which was a mild
winter. I’m concerned about what will happen in the years ahead
and how we can cope with the related problems.

These concerns are just for New York. Now for other states
I believe there are some 23 states where the legislature meets
every other year and this is the other year.

MR. POWER: Chuck, if I may ask, in your testimony you mention the eval-
vation of four programs that you’ve been conducting and just to
clarify the remarks, is this a correct interpretation that you
have saved, based on these estimates, $220 million a year from
these efforts? And in terms of their continuation, are they to
be continued as far as you know, and if not, why not?

MR. GUINN: Right. One of the things we found in New York is that the
marketplace must work fairly well in the auto transportation sec-
tor, convincing people to buy more efficient cars. And if they
don’t have enough money, they don’t drive. So demand declines;
but in the building sector the market forces just don’t work well.

In New York, where we heat predominantly with oil, as op-
posed to most of the country which heats with gas, our prices
have been in a sense decontrolled for a long time. The differ~
ence of o0il decontrol versus non-decontrol, especially when our
residual oil is 90 percent imported, wasn’t all that much. So
we’ve been living in a world of world price energy for some time.

We found in the building sector that the marketplace does’t
work all that well and it needs some help. Help was found to be
useful to small industry, commerical buildings at almost any
size, public housing, apartment buildings and other large buil-
dings. We have an Energy Advisory Service to Industry (EASI)
program, consisting of a number of retired engineers who work
for the state or actually for regional groups across the state,
paid for by Federal funds. These engineers go through a small
industry day audit and say here’s what the firm can do to reduce
the demand for energy in its factory. This program, you would
think, based on the kind of philosophy of the free marketplace,
would be opposed violently by the professional engineering soci-
eties of New York. It was not.

It was supported and pushed hard by these socleties, who
felt that if the EASI engineers can convince John J. Jones of
Acme Machine Company that he really needs a heat recovery sys-
em or whatever change In the process system, we’ll design it,
but somebody’s got convince him. When the vendor for a product
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MR. POWER:

MR. GUINN:

goes walking through and says you need to buy one of my devices
in order to save considerable eunergy, John J. Jones Jones may
say: "Yeah, and you tried to sell me something else last week."
So the "EASI" program has worked well in a fairly narrow, but
very important sector to New York’s econony.

The hoiler program we refer saving 800 times its invest-
ment in a year is one which I think a lot of states have. A
southern university I think it was Auburn or Mississippi State,
developed an excellent program whereby if you can get the right
people in a room and convince them that they should do some-
thing about improving their boiler systems, they will do it.
The difficulty has always heen getting the right people in the
room.

The market forces may say that you are literally wasting
millions of dollars in your institution or your apartment
building or whatever, but unless the person operating the
boiler knows how to fix it, nothing is going to happen, unless
you fire him and/ or bring somebody who can operate the boiler
efficiently. This program works because state and local gov-
ernments can put a fair amount of pressure upon hospitals,
schools, public housing, commercial buildings through the local
realty boards, and others to send their boiler operators to a
class to learn to operate the boilers efficiently. You can
bring the right people. They will listen to what can be done,
they have a hands on learning experience where they actually
do what is necessary.

In the follow-up surveys which DOE makes us do in consider-
able detail, we found an incredible change in the consumption
patterns. Now, I think a free market buff could argue some of
the improvements would have happened anyhow, but it certainly
didn’t happen before we demonstrated” what could be done and
improvements did happen after the classes.

The third point I’d 1like to make, I think this has been
proven by at least 20 studies, that if you can convince some-
body through an energy audit, be 1t a homeowner, a shopping
center owner, that they’re wasting money, they will do some-
thing to reduce their energy use. Often because of front—end
cost limitations they won’t do as much as they should,but
they will at least do the items that are fairly low cost and
also tend to have high payoff.

I guess I'm still left wondering if this program 1s that
cost effective, would you —- would the state continue to do it?

We will find out in April. We will submit to our legisla-
ture funding requests to continue those programs that we think
are very cost effective. We also will continue a hotline pro-
gram that basically answers citizens’ energy questions. We
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receive 5,000 or 6,000 calls a month, usually concerned with
what can I do to save energy. I’ve always thought that such
programs were very useful in the times of rapidly rising energy
costs, to be a shock absorber for the people who are searching
what steps to take and how to do them. This is a program that
New York certainly would want to continue. Whether it will or
not will depend upon the budget processes.

DR. RIEGEL: I'd like to ask John Armstrong a question. John, you argued
persuasively that conservation represents a very valuable ener-
gy resource to the nation and pointed out that this is being
pursued with some success in Minnesota.

On the other hand, you have pointed out that a number of
state-sponsored conservation activities and, in one case at
least, a private sector activity by the American Hotel and
Motel Association may be discontinued. Can you give us your
perspective on the extent to which these programs are being
discontinued because there’s a perception that they have large-
ly achieved the intended results. Also to what extent do you
feel that these discontinuances are taking place with a large
unrealized opportunity likely to be foregone?

MR. ARMSTRONG: 1In the case of the Hotels and Motels, I think it is a com—
bination of things. They have been at it for 10 years. They
have achieved some results. On the other hand I think there’s
a great deal more that can be done. So I think there are some
fairly large foregone results there; but it’s a combination of
the mood of the times, lack of interest in energy conservation.
For the moment there is a lull in price rises so that the eco~
nomic pressure is not there and the fact that energy conserva-
tion, as for most businesses, 1is not their primary concern.
Their primary concern is doing what it is they feel they make
a profit at. One of the very useful functions of many of these
conservation programs has been to explain the benefit of reduc-
ing energy expenditures in terms that the individuals under-
stand. If it’s a profit making business, in terms of an equiv-
alent amount of business they would have to do to generate
that amount of profit.

That was one of the ways the Hotel and Motel Association
originally got into it and I don’t think this is necessarily
going to be the case across all sectors.

I still see quite a bit of activity in the industrial sec-
tor. There always has been and I think there will continue to
be, particularly in large industry. I would agree with Chuck
that small industry is quite a different case. But in large
industry, they have the capability to analyze their energy
consumption, to look at the cost benefits of various modifica-
tions; although our general experience is that they will apply
a much more stringent requirement on conservation investments
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than they would in their own business area. For example, we
see a six months to one year payback demanded for conservation
investment, whereas in the normal course of business they’ll
look at a 20 to 30 percent rate of return (3-5 year payback) as
being pretty acceptable for a general business investment; so
there’s a bias, even when they have all the data before them,
against conservation.

I think in the residential sector, if certain programs are
cut, there will similarly be a decline in activity. The pri-
vate sector won’t move in and I think an important point to
realize is that the Federal conservation programs which supply
information and programs like the RCS provide a bhasis for
private sector action.

I’ve heard the banking community refer to the RCS program
as a transaction cost. They see the whole system of analyzing
a home, providing a uniform system of analysis and giving that
information to the homeowner, showing him contractors and where
to get loans, all as things which take place in order to get
the homeowner into the bank to get a loan.

These kinds of programs provide a very important basis for
private sector action and for local action. For example, the
$27 million in residential municipal bonds that I referred to
would not have taken place without the RCS program being in
place. Those programs specifically depend upon an audit, a
uniform audit, a trained cadre of individuals performing those
audits, consumer protection mechanisms and that whole systenm
being in place which any individual city and most states would
have a very difficult time developing on their own.

That system is now in place. All the protections and guar-
antees are there that need to be there for both cities and
other lending institutions to be comfortable in lending money
on that basis.

Even the IBG program, which provides its own funding source,
in a way has an important spillover effect in that the tools
generated for the program, the energy audit materials, the
training courses and so on again provide a uniform hasis for
building analysis and for providing financing to institutions
and even commercial buildings. There’s an important spillover
effect in the commerclal sector from the institutional building
grants program.

Those kinds of effects of these programs are very unana-
lyzed. Most of the attention bv the Department of FEnergy has
been directed towards the immediate payback of a very circum-
scribed area of impact of these programs. They want to see the
actual BTU savings of persons attending a boiler efficiency
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DR. RIEGEL:

MR. MILLER:

workshop, and those are usually done within a period of a year
after attending a workshop.

There are much broader institutionalizing kinds of effects
that I alluded to which are a very important benefit from these
programs and I think will be lost if they’re taken away.

Well,as usual, we are suffering time pressure. I would like
to thank our first two witnesses for appearing and invite Alan
Miller and Mark Cooper, if they are here, to step forward.

We find that discussion has a tendency to go on longer than
we allow time for on the schedule. So, to the extent that it
is practical for you to summarize your statements, it would be
very helpful., If Shirley Sutton could come forward as well,
we will add her to the group. Let’s begin with Alan Miller
from the Natural Resources Defense Council.

Thank you for inviting our participation. As most of you
know, the Council is a national nonprofit conservation organi-
zation with approximately 40,000 members concerned with protec-—
tion of the environment and conservation of resources. Towards
those objectives, we have been extremely active in working
towards legislation and grass roots activity in support of
energy conservation and renewable energy technologies. My
comments will be brief, thanks in part to the creation of a new
organization, the Energy Conservation Coalition. The Coalition
was created to address one of the problems that we thought to
be among the greatest obstacles to conservation, the lack of
an organized constituency in support of energy conservation.
The Energy Conservation Coalition will be represented, I be-
lieve later this morning, by David Moulton. His comments are
far more detailed than mine.

My testimony is directed briefly toward two basic issues.
One, the question of "market forces™" and their relationship to
the achievement of energy conservation objectives, and the
other to the impact of budget cuts on state and local programs
and from our experience as an environmental group, what we see
as the impact to date of the changes in Federal strategy. I
might note at the outset that there is a distinct difference
between the interest at the national level in achieving conser-
vation objectives and the interest at the state level. I think
that some of the comments made by the previous panel and some
concerns reflected in your questions about differences in state
programs and state priorities are due to differences in the na-
tional interest in conservation, the national security costs,
and the national environmental costs, which are not as clearly
responsibilities at the state level.

I think it’s important since there are many program decis-
ions still to be made, however, to focus at least briefly on
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the specific obstacles to capturing all of the cost—effective
conservation opportunities. I think this will set the frame-
work.

First, there is the continuing impact of the disparity be-
tween Federal support for fossil and nuclear fuels in contrast
with support for conservation. It is important to note not
only the quantitative significance of such subhsidies in the
past, which as frequently noted exceed at least $200 billion,
but the continuing effect of such subsidies. From a current
standpoint, that is more important than the simple quantifica-
tion of past subsidies.

Unfortunately, there are few such studies of the continuing
effect of past subsidies. One that I did discover, by Thomas
Sparrow, a professor of economics at Purdue University, has
attempted to do so and suggests that past subsidies represent
roughly 7 percent of the cost of nuclear power, three percent
of the cost of coal, 27 percent of the cost of o0il, and 13 per-
cent of the cost of gas. These are current and continuing sub-
sidies which will not be addressed merely by the elimination
of current Federal subsidies.

Insofar as the current budget increases funding to various
aspects of nuclear energy, of course, this disparity will be
maintained. Therefore, one cannot say that completing fuels
will be priced on a free market basis.

Second, we see continuing problems because of state control
of electricity pricing, whichb for the most part continues to
reflect average imbedded cost—pricing principles and therefore
will not reflect the current realities of future electricity
costs. Because of this, the Ford Foundation study, The Next 20
Years, noted customers are discouraged from investing in energy
conservation or non—-utility substitute fuels which may be cheap-
er than the cost of new supplies.

The third factor is that the end users are often not the
ones who are making the investments in the capital which deter-
mines energy operating costs. In particular, most buildings
are not owner—-designed and the builder’s incentive 1s to keep

down first costs and minimize his risks.

The buyer can add some, but not all, conservation features
later date and only at a much higher cost. We’ve had some very
dramatic data in the last few months indicating the signifi-
cance of this trend even within the past year. This data was
collected by the Air Conditioning and Refrigeration Institute
and made available to the Department of Energy by the Carrier
Corporation. This data indicates that, excluding California,
where mandatory appliance standards are in effect, the energy
efficiency of central air conditioners shipped during the last
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two years has actually declined nationwide. It is therefore
clear that even in a period of rising electricity prices the
incentive for builders to install more efficient air condition-
ers has simply not been adequate.

This problem is, of course, also true among landlords and
renters. The problem requires government solution. Finally,
in preparation for this, I made some effort to survey new
homes in the local area. This information doesn’t seem to be
available very easily, exactly what 1is happening in the build-
ing marketplace. If one simply goes out on a few weekends and
looks at buildings, you’lll find the following.

First of all, out of 14 randomly selected developments
(I make no claim that this was scientifically selected), I saw
only one developer who had labels on the appliances in bis
houses. In the other cases when I asked about the labels, the
people selling the buildings simply claimed ignorance of the
requirement that labels be shown.

Second, I found only in the most expensive houses, those
in the range of $150,000 or more, any use of overhangs or
attention to solar gain. When I asked about this, the sellers
indicated no knowledge of the impact of solar gain. They
sought to turn my direction toward other features of the houses
more commonly asked by those looking at their houses.

Finally, any effort to ask about the likely comparative
energy operating costs of buildings (which after all is the
ultimate issue), encountered a completely negative response.
There’s simply no basis for people selling bouses to tell you
anything more than specific features about the furnaces or
water heaters or type of windows that have been installed. I
think what was most distressing was the first point, that even
those items which are no cost or extremely low—cost items, such
as overhangs and proper siding to take advantage of solar gain,
are simply not being adopted in the marketplace.

This may reflect what I refer to as our fourth point, and
that is the difficulty of finding credible information concern-
ing energy costs both at the residential level and at the com-
mercial and business level.

Evaluating claims of conservation is a time—consuming and
technical task, not only for residential consumers looking at
houses, but equally so for small businesses and to some extent
even medium and larger businesses. One need only review a
few issues of the Energy User News and attempt to assess the
competing claims of energy conservation companies to under-
stand very quickly the difficulty of making some informed
judgement about the value of energy conservation technology.
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The Department of Fnergy has had several programs to ad-
dress the need for credible information. But in general, the
Administration’s policy has been clearly that such information
should be supplied by the marketplace, not by the government.

We believe that the merit and need for these programs has
been amply demonstrated by several success stories, particular-
ly the energy analysis and diagnostic centers which provided
basic audit information for small businesses. More than 50
percent of the time industrial users took the advice of the
auditors and the savings were 10 times greater than the cost
of the program.

Fifth, there is the problem of capital shortage in energy-
intensive industries. We note that beyond simple housekeeping-
type improvements, which have been predominant in the past five
years, conservation improvements require substantial additional
expenditure in return for even greater future savings. Knowing
this fact, however, 1s of 1little benefit for those consumers
who lack the necessary funds and cannot obtain the credit. The
question is where such funds are going to come from.

The solar bank was an attempt to correct this problem.
Again, the Administration’s position has been that such pro-
grams are not necessary, that tax credits will achieve the same
objectives. We believe that tax programs do not address the
problems of many low and moderate—income consumers and the IRS
returns bear this out. This point is addressed in the testi-
mony of the Conservation Coalition.

Six, we point to institutional and regulatory barriers.
We note that conservation —- even when conservation measures
are cost-effective and financing is available—- state and Fed-
eral regulation often get in the way. We support the emphasis
of the Administration on eliminating regulatory obstacles inso-
far as they obstruct energy conservation efforts, although we
haven’t seen much evidence of specific programs designed to
achieve that end.

I think it was a paper of Mr. Power, in fact, which notes
that only further carefully conceived and sharply focused
government regulatory reform can mitigate these bottlenecks.

Finallyv, we would point to those national henefits, envi-
ronmental, social and national security, which are not reflec-
ted in the marketplace. Insofar as these truly are national
benefits, I think it is asking a great deal of state and local
governments to be as conscious of the need to develop state and
local programs to substitute for those at the Federal level.

The second area I want to address briefly is the impact of
Federal budget cuts on state and local conservation activities.
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The implication of the Administration’s approach and, to some
extent your questions, is that perhaps if these programs are
necessary that they will be picked up by the state and local
governments.

We think there 1is substantial evidence that there will at
least be a serious gap between the end of Federal programs and
state programs, significant disruption in the continuity of
programs, layoffs of experts, termination of programs which
have developed expertise and public acceptance.

Given the range of Federal cuts and fiscal pressures facing
most state and local governments across the entire array of
social policy issues, it’s extremely unlikely that most states
will be able to so quickly pick up programs terminated in such
abrupt fashion by the Federal government.

For evidence of this, I want to point to one program with
which I have some direct working familiarity in the District
of Columbia. The success of the energy office programs in the
District of Columbia, which have been virtually 100 percent
funded through Federal activities, has been proven by an energy
audit which 1indicated that these federally funded programs
saved the city more than 23 percent in the city government’s
energy bills, or about $19 million.

Yet, the energy office in the current D. C. Government
budget process has so far been very unsuccessful in finding
substitute sources for Federal cutbacks. In the absence of
Federal funding, even the administration of the Residential
Conservation Service, which was likely to require only about
1 1/2 man—-years, is very questiomnable.

The D.C. energy office has become so desperate for funds
to administer the energy audit requirements that it has asked
the local utility companies, Pepco and Washington Gas Light,
to roll in the costs of administering the program in their
utility rate base. That petition has been opposed by the
utilities. It 1is currently pending before the District of
Columhia Public Service Commission. There are some legal ques-
tions about whether the Commission could order it even if it
made good policy to do so. But it does indicate the short-term
difficulties in maintaining some continuity.

Even if this program is to be picked up later, I think
there would be a substantial cost in disruption and in time,
if the people who have developed the program leave the city
government, if the program is interrupted for some substantial
period of time. Regardless of what happens two or three years
from now, there will be a substantial cost to the nation in
having this disruption imposed on programs across the country.
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The D.C. experience indicates another general problem: The
allocation of remaining funds among likely activities is going
to reflect continuing mandates and legal responsibilities, many
of which remain on the books at the Federal level. Despite the
broad policy concern of the Administration to eliminate such
requirements, these changes in federal statutes may gradually
go into effect over a two or three year period. During that
time we're going to find that state and local governments are
going to be forced to put their remaining funds into compliance
with Federal activities. These governments remain liable for
compliance with Federal programs like the RCS and it is there-
fore those legal requirements, rather than any rational estab-
lishment of priorities, which will determine the allocation of
funds. The most discretionary programs, such as telephone hot-
lines and information services and long-range planning, will
almost certainly be the first to go, something that we've also
seen occur in the Federal government.

Federal efforts should continue to focus on information
transfer, particularly the transfer of ideas concerning program
financing which are now more than ever crucial at the state and
local level. Transition difficulties would be needlessly exac—
erbated if the Federal government simply withdraws, leaving
state and local governments with the problems.

Thank you.

*x %*x * % % % X% % * % % *x %

FOLLOWING IS MR. MILLER'S FORMAL STATEMENT

Thank you for inviting the participation of the Natural
Resources Defense Council. NRDC is a national, nonprofit orga-
nization with more than 40,000 members devoted to protection
of the environmental and the conservation of resources. In
furtherance of these objectives, NRDC has actively promoted
both governmental and private efforts to accelerate energy con-
servation and the utilization of renewable energy technologies.
We have lobbied in support of several of the energy conserva-
tion programs at issue in these hearings, and we have carefully
monitored their implementation and impact. Because of our be-
lief that these issues have not been receiving sufficient
attention nationally, we also played an active role in the
creation of a new coalition of organizations concerned with
promoting energy conservation, the Energy Conservation Coali-
tion. A representative of the Coalition will also be presenting
testimony at these hearings.

My testimony will focus on two basic issues, the assumption
that "market forces” are basically adequate to induce businesses
and homeowners to adopt energy conservation measures, and the
impact of the budget cuts on state and local programs. Our
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point is not that energy conservation programs should necessar—
ily be immune from budget cuts. Rather we question the philo-
sophical assumptions underlying the allocation of funds made
available for energy programs.

I. "Market Forces” Will Not Bring About Sufficient Energy Con-—
servation to Meet National Objectives

Despite the substantial amount of energy conservation activ-
ity in the last five years, enormous opportunities are going
uncaptured because of at least seven factors:

1. Subsidies to Fossil and Nuclear Fuels. A four-year study by
the Battelle Memorial Institute concluded that federal energy
incentives for oil, gas, coal, hydroelectricity, and nuclear
power amount to more than $217 billion (see attached table).
Merely eliminating current subsidies will not redress the effect
of these sunk subsidies. An analysis of the Battelle data by
Thomas Sparrow,a professor of economics and industrial engineer-
ing at Purdue University, estimates that past subsidies repre-
sent 7%, 3%, 27% and 13% of the cost of nuclear power, coal, oil,
and gas. Since the Administration's budget increases funding
to nuclear energy, this disparity in treatment of alternative
energy sources is maintained.

2. Average, Embedded Cost Pricing of Electricity. Most
electricity rates, and virtually all residential rates, are
based on an average of old, relatively low-cost powerplants and
much more costly new ones. The utility, but not the customer,
sees the true cost of additional units of electricity. The
result, according to the Ford Foundation study, Energy: The
Next Twenty Years, is that "[C]ustomers are discouraged from
investing in energy conservation or non-utility substitute
fuels which may be cheaper than the costs of new supplies a
utility is adding.”™ The importance of this underpricing is
illustrated by a study of differences in electricity use re-
ported in the Wall Street Journal of February 5, 1981. Some
of the highest electricity bills were in cities with the lowest
electricity rates. The low rates caused people to use electri-
city "like there's no tomorrow,” according to the authors of
the study.

3. Builders Don't Pay Operating Costs. Most buildings are not
ownerdesigned. The builder's incentive is to keep down first
cost and minimize his risk. Since energy conservation is only
one of many features of interest to prospective buyers, the
demand for conservation is not clearly expressed in the market.
The buyer can add some, but not all, conservation features at
a later date, and only at a much higher cost. Similarly, most
appliances are bought by builders for whom first cost is the
primary consideration.

25



The problem is dramatically illustrated by data collected
by the Air Conditioning and Refrigeration Institute concerning
the efficiency of central air conditioners. Eliminating data
obtained from California, where mandatory standards are already
in effect, the energy efficiency of central air conditioners
shipped during the last two years actually declined. Central
air conditioners are almost always purchased by the builder
rather than by the ultimate consumer.

Buildings occupied by renters are a similar problem. the
renter has a disincentive to make improvements which will bene-
fit the landlord, while the owner can simply pass on higher
energy costs. As a result of these problems, the Ford Founda-
tion study concluded that "the housing market 1is almost a
classic case in which intelligently conceived regulation has a
place.”

4., Credible Information 1Is Not Readily Available. Indus-
trial and residential consumers face a bewildering array of
claims concerning the economics and performance of alternative
conservation investments. Evaluating these claims requires time
and technical expertise, both of which can be significant bur-
dens. To make a rational decision concerning the efficiency
of a new home requires knowledge of its energy use, current and
future energy cost, the likely rate of inflation, the effective-
ness of conservation measures, and other technical issues. The
Department of FEnergy has several programs to address the prob-
lem, but the Administration sees no need for any of them. The
merit and need for these programs is illustrated by the success
of the DOE-funded Energy Analysis and Diagnostic Centers, which
provide free energy audits for small firms. More than 507 of
the time, industrial users take the advice of the auditors and
the savings to the firms are equally impressive: a 99.47% rate
of return on the total investment.

5. Capital Shortages in Energy Intensive Industries. Once
simple housekeeping—-type improvements are made, conservation
improvements require some additional expenditure in return for
substantial future savings. Knowing this, however, is of little
benefit for consumers who lack the necessary funds and who can-
not obtain credit. This is a problem for low and middle-income
consumers as well as many industries. As noted in a 1980
working paper issued by the House Committee on Science and Tech-
nology, many companies who would like to invest in energy con-
servation have either already exceeded their borrowing capacity,
are unable to borrow at reasonable rates, or are reluctant to
increase their debt in proportion to their equity because of
the possible adverse effect on their bond rating. Conservation
investments are also considered "risky by many of the sources
of debt capital, such as pension funds.”




6. Institutional and Regulatory Barriers. Even where con-
servation measures are cost—-effective and financing is avail-
able, state and federal regulation may get in the way. Building
codes are a classic example; in many parts of the country build-
ing codes make it difficult or unnecessarily expensive to in-
stall a solar water heater. Summarizing this issue, a Depart-
ment of Energy strategy paper concludes that "[i]ronically, only
further carefully conceived and sharply focused government regu-
latory reform can mitigate these bottlenecks."”

7. Environmmental and Social Benefits of Conservation Are Not
Reflected in Market Prices. In relation to supply alternatives,
conservation measures are clean and create more jobs. They also
reduce risks from future supply cutoffs, and increase the over-
all reliability of our energy distribution system. Some of these
benefits, such as protecting a wilderness area, have no market
price. Others simply are not well accounted for. For example,
the Harvard Business School Report, Energy Future, notes that
the cost of electricity from coal neglects many "externalities.”
“"In the mining and transportation stage, the costs include
acid drainage from mines and the disruption of life in Western
communities by noisy trains hauling coal. The costs are even
greater when coal is burned, for it releases sulfur dioxide
and a host of other pollutants. The cost include smoggy skies,
emphysema,and the (unknown) consequences for future generations
of increasing the temperature of the atmosphere by producing
carbon dioxide.”

IT. Federal Budget Cuts Will Seriously Set Back State and Local
Conservation Activities

Because of past subsidies, the federal role in supporting
state and local energy conservation activities has been sub-
stantial. The vast majority of state energy offices, as noted
in the Issue Paper prepared for these hearings, receive more
than 507 of their funding from the federal government, and in
many states essentially all of the funding for energy progranm
staffs comes from federal sources. To expect that states and
local governments will immediately fill the breach created by
federal cuts is simply incredible, given the range of federal
cuts and fiscal pressures facing most state and local govern-
ments. Thus, there is almost sure to be serious disruption in
state programs. Programs will end, experts will leave govern-
ment or move into other fields, and the last six years of in-
vestment in program development and expertise will be lost.

One need look no further than the District of Columbia to
illustrate the 1likely impact of federal -cutbacks. Energy
programs carried out by the District of Columbia Energy Office
with federal funding have saved the city more than 23% on its
energy bills, or $19 million. Yet the Energy Office is so
strapped for funds that, in the absence of federal funding,
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its only hope for sufficient monies to administer the energy
audit requirements of the Residential Conservation Service is
to require these costs to be borne by the affected utilities.
The prospects for this approach, apart from its merits, are
poor. Ironically, energy costs are partly responsible for the
financial difficulties which have made it so hard for the City
to provide the needed monies.

The D.C. experience also illustrates another likely aspect
of the budget cuts. The allocation of remaining funds among
activities is likely to reflect continuing mandates and legal
responsibilities rather than a rational rethinking of priori-
ties. The most discretionary programs, 1like information
services and long-range planning, will almost certainly be
eliminated first regardless of their merits.

Federal efforts to continue information transfer--particu-
larly the transfer of ideas concerning program financing--are
now more important than ever. Transition difficulties will be
needlessly exacerbated if the federal government simply with-
draws, leaving state and local governments with the problems.
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TABLE 1.

Production in Billions of 1977 Dollars

An Estimate of the Cost of Incentives Used to Stimulate Energy

Nuclear  Hydro Coal 0il Gas Electricity Total
Taxation 1.8 4,03 50.4 16.04 31.37 103.64
Disbursements 1.1 1.10
Requirements 1.1 0.03 0.67 41.9 0.06 43.76
Traditional 2.31 6.0 0.48 8.79
Services
Nontraditional 15.1 2.68 1.5 0.3 19.58
Market Activity 1.8 13.5 0.02 0.4 0.1 24.73 40.55
Totals 18.0 15.33  9.71 101.3 16.50 56.58 217.42
Source: Battelle Memorial Institute, Pacific Northwest Laboratory,

"Incentives to Stimulate Solar Energy Use” (1980)
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Thank you very much, I think we will go through all three
witnesses before we open the floor for questions. Next is Mark
Cooper from the Consumer Energy Council of America.

Thank you, Mr. Chairman, and members of the panel. My name
is Mark Cooper. I am Director of Research of the Consumer Ener-
gy Council of America (CECA), CECA is a broad-based coalition
of major national consumer, labor, farm, public power, rural
electric cooperative, senior citizen, urban and low-income
organizations. I appreciate your giving CECA the opportunity
to contribute to the Environmental Protection Agency's review
of Federal energy conservation programs.

CECA has been actively involved in conducting research on
many of the issues that you open for comment in your review.
In fact, we have recently completed a major study entitled A
Comprehensive Analysis of the Costs and Benefits of Low-Income

Weatherization and Its Potential Relationship to Low-Income

Energy Assistance. I respectfully submit a copy of the report

for the record. (This report was reviewed, but not included in
the Transcript due to its length).

In my remarks today, I will highlight the key points of
the study and show how they relate to the broader context in
which the review panel is working. The review panel has iden-
tified four major policy goals embraced by the Administration
and related them to specific energy policy issues. The goals
are economic revitalization, enhanced national secri*y, main-
tenance of the social safety net and fiscal restra . Given
these goals, policy-makers have a number of different options
available as a means to those ends. One of the energy policy
options, conservation, can work toward maximum fulfillment of
these national policy goals. Let us take each of the goals in
turn and see how conservation, in general, and low-income
weatherization, in particular, relates to it.

ECONOMIC REVITALIZATION

We believe that there are three economic principles upon
which an effective revitalization of the national economy
should be based:

Anti-inflationary impact: i.e., least cost per unit of
energy

Job creation: 1.e., most labor intensive per dollar of
output

Balanced growth: 1i.e., stimulating economic activity in
all regions and industries, while
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utilizing a wide range of labor
skills

A careful review of the economic characteristics of the
various energy policy options shows that conservation is cer-
tainly a basis on which to build a rational energy/economic
policy. In the CECA study, we found that weatherization deliv-
ers energy at a cost between $15 and $40 per barrel of oil
equivalent. This makes it a cheaper way to expand the nation’s
energy resources than any of the production options.

In addition, the energy efficiency option exhibits an
extremely high labor intensity, perhaps twice that of conven-—
tional fossil fuel production. Moreover, with the moderate
skill levels that are required by energy conservation, the
conservation option has a tremendous potential for reaching
those who are most in need of employment.

Additionally, energy efficiency improvements create geo~
graphically widespread patterns of economic activity because
they are decentralized and do not rely on specific regional
natural resources. Therefore, they avoid massive transfers of
wealth from energy—consuming to energy—-producing regions. Low-
income weatherization, in particular, creates jobs and keeps
resources where they are needed most, in the poorest communities
of the nation.

ENHANCED NATIONAL SECURITY

With respect to enhancing national security, it has become
clear over the last decade that a sound energy policy must be
a cornerstone of a strong defense policy. We must reduce our
vulnerability to foreign or domestic manipulations of supply,
to conventional or nuclear attack, to regional conflicts, or
to terrorist activities.

The development of alternatives to conventional sources
of supply, such as increased energy efficiency, would serve
this goal best. Conservation 1is domestic in origin, varied in
source and inherently decentralized. In the short-term, in-
creased energy efficiency represents the single most promising
means of expanding available energy resources. In the long-
term, the potential contribution of energy efficiency to the
nation’s energy needs can be substantial indeed. The National
Academy of Sciences estimated that between one—quarter and
one-half of our energy needs could be supplied by increased
efficiency. Recent studies by the Solar Energy Research Insti-
tute, the Oak Ridge National Laboratory and the Congressional
Budget Office reaffirm this conclusion.

CECA’s study, compiling data on the weatherization of
over 6,000 homes, suggests that these prior, theoretical esti-
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mates have not been gross overestimates, by any means. We
find that energy consumption can be reduced by almost 30 per-
cent with basic conservation measures and more extensive wea-—
therizations can achieve cost-effective reductions in energy
consumption of almost 70 percent. Energy efficiency improve-
ments can make a massive contribution to securing the nation’s
energy future and thereby enhancing our national security.
That contribution can reach its potential just as quickly as
we desire, by devoting increased resources to weatherization.
There are millions and millions of buildings that can make a
contribution to the nation’s energy supply; they are waiting
to be weatherized.

MAINTAINING THE SOCIAL SAFFTY NET

From the point of view of maintaining the social safety
net, there is absolutely no doubt that conservation must play
a crucial role. Energy is a basic subsistence commodity, and
low—-income households have been forced to devote a debilitating
share of their incomes =-- as much as one-third -- to this
single commodity alone. As energy costs rise higher and higher,
there is a serious danger that the economic viability of those
American households which live near to the poverty level will
be undermined. Energy policy must prevent more and more Ameri-
cans from bheing rendered poor by perpetually escalating energy
costs, while it relieves the burden that high energy prices
place on the poor.

In the long run, if we are to break the dependence of low-
income households on the safety net and to prevent more and
more Americans from being forced into a dependence on public
assistance, programs such as low—-income weatherization and the
Solar and Conservation Bank, which permanently reduce energy
consumption and cut energy costs, must be maintained and expan-
ded. Programs such as these permit households to direct re-
sources away from necessities, such as energy, toward building
a firmer economic base within the household and investing in
human capital to enhance the earning capacity of the household.

Our study shows that low—income weatherization makes a
significant contribution to alleviating the burden that energy
costs place on the poor and near-poor. On average, weatheri-
zation constitutes an addition to income of almost 5 percent
for the average low-income household. That contribution will
increase over time as real energy prices rise.

If the goal is to maintain the social safety net which
protects low-income energy consumers, an approach which throws
low—-income weatherization into a non-specific block grant is
unacceptable. Such an approach would prove disastrous for
low—income energy consumers. Under the Administration’s ap-
proach, it 1is possible that weatherization would not be per-
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formed at all, since there are no requirements that funds be
spent for weatherization. At the very least, weatherization
would slow down considerably. Rural areas, where 40 percent
of the poor reside, would certainly be underserved.

Thus, for the low—income energy consumer, folding weather-
ization into a non-specific block grant could mean an increased
and perpetual dependence on other means of Federal assistance,
such as energy assistance payments for fuel bills. Furthermore,
we have accumulated too much expertise in the current low-
income weatherization program to abandon it. Folding weather-
ization into a non-specific block grant would eliminate many
of the tremendous benefits achieved by the current Department
of Energy program.

FISCAL RESTRAINT

It is obvious that conservation must bhe accorded the high-
est priority in energy policy. However, in times of fiscal
restraint, policymakers must carefully analyze whether someone
other than government can, or will, get the job done. Here we
disagree totally with the Administration’s point of view. The
Administration deems that only high-cost, high-risk, long-term
projects are within it purview. This view overlooks the many
sectors of our society which are forced to struggle to survive
in the short-term.

From the corporate headquarters of the oil companies, a
$2000 weatherization and the industry required to deliver it
may look insignificant. But, in the reality of the snall
business sector and the low and moderate-income households of
our nation, faced with oppressive interest rates and a massive
overflow of resources to the energy industry, the problem
appears insurmountable. The poor and near-poor don’t contem—
plate the high-risk, high-technology, long-term future; their
risks, which are very high indeed, are in surviving the next
winter.

Thus, rising energy prices pose a dilemma for those who
would rely on the market to solve the energy problem. At the
very same time that rising prices increase the incentive to
invest in energy efficiency, they rob households and businesses
of the capital to do so. The o0il companies are swirming in
cash and engaging in an orgy of corporate takeovers, buy-outs
and mergers, while the poor and near-poor struggle to scrape
together the finances for a simple weatherization.

The evidence on this point, as contained in the Department
of Energy’s Residential Consumption Survey, is quite clear.
The poor are just as likely as the non-poor to undertake no-cost
conservation measures, but only one-third as 1likely to take
costly conservation measures. In fact, between 1979 and 1980,
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the poor reduced their average investment in conservation by
16 percent, while the non-poor increased their average invest-
ment by about 2 percent. Capital 1is the critical constraint
in the market.

If one expects the market process to work, one cannot so
skew the distribution of resources at the outset as to make a
mockery of the very concept of a market and a misery of the
lives of those who do not possess resources. We believe that
the role of the Federal government is to assist those alter-
natives and those individuals that are directly disadvantaged
by rising energy prices. It must balance the scales, so to
speak, so that the balanced pattern of energy development,
which is clearly in the the nation’s interest can be achieved,
and so that the very lives of the poor can he protected and
preserved.

CECA makes these observations and arguments on the basis
of the single largest review conducted to date on the results
of actual weatherizations. Our data bhase covers over 6000
houses in 25 states and includes data on about one out of every
500 homes weatherized in the Department of Energy’s low—income
weatherization program. We have applied rigorous cost accoun-
ting procedures and stiff economic criteria to the availahle
data. We conclude that low~income weatherization should not
only be maintained as a separate program, but that it would be
wise to expand it as quickly as possible.

Beyond that specific recommendation, the implications of
our analysis for the work of the review panel are clear. Ve
urge vou to take your own stated goals to heart, to apply vyour
own criteria on a rigorous basis, to examine the evidence in
an objective fashion and, above all, to have the courage to
change your minds. Have the courage to take a close and fair
look at these programs which you intended to defund or disman-
tle. Have the courage to find that they are of much greater
value than you originally thought. Have the courage to con-
clude that they deserve a more extensive Federal commitment
and demand more Federal resources than you anticipated.

If you do so, you will do a tremendous service to the na-
tion as a whole and to the specific groups which benefit from
these programs, the nation’s low and moderate=income households.
households.

Thank you very much. Before turning to questions, we have a
final contribution from Shirley Sutton from the Americans for
Energy Independence.

Mr. Chairman, members of the panel. I am Shirley Sutton,
Director of Community Programs for Americans for Energy Indepe-

dence (AFEI), a Washington-based nonprofit public interest or-
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ganization representing the business, labor, academic, reli-
gious and public interest communities. AFEI is privately funded
by business and labor.

A major AFEI purpose is to provide public energy informa-
tion programs encouraging the development of a strong national
energy policy of rapid development of our national energy re-
sources and capabilities, including conservation. My comments
are based on experiences I have gained as, 6 we have worked with
many diverse groups and a variety of programs that involved
both the public and private sectors.

As AFEI Director of Community Programs, I have coordinated
energy education programs with business, labor, and other citi-
zen groups in local communities across the country; directed
an AFEI three-year community energy conservation and education
program in Pittsburgh, Pennsylvania, including fund-raising
efforts, and managed two DOE conservation grants. In addition,
I served on the DOE Consumer Affairs Advisory Committee for two
years and chaired a task force that evaluated DOE public infor-
mation programse.

It is from this perspective that I wish to address how the
"adequacy of attention to conservation can be assured given
the new direction of Federal energy policy.” I will confine
my remarks to the impact of changes on public energy infor-
mation programs and residential conservation efforts, particu-
larly those for low and fixed-income persons.

I would like to comment on two of your suggested topics
for general discussion that are derived from the Public Energy
Discussion Package for the Third Year National Energy Plan (NEP
I11), and on the general questions you raise, regarding the
role of private firms and organizations and Federal, state and
local governments in the new Federal energy policy.

The DOE assumption in the NEP III discussion package that
"public spending should not be used to subsidize domestic
energy production and conservation since this buys us little
additional security and diverts capital, workers and initiative
from more productive uses elsewhere 1in the economy” is not
shared by AFEI.

AFEI believes that conservation will continue to play a
vital national role in directing the country to a more secure
energy future. Conservation, in the broadest sense, means
using our resources wisely, efficiently and productively. In
that respect, it becomes a vast domestic energy resource help-
ing to lessen our dependence on imported oil and saving sub-
stantial sums of money. The role that conservation will play
as an important energy source 1is acknowledged by so many
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respected sources that its importance to the national interest
cannot bhe questioned. Just a few of many diverse sources that
confirm the vital role that conservation can play includes:
Resources for the Future (Energy: The Next Twenty Years);
Consumer Energy Council of America (Analysis of the Costs and
Benefits of Low~Income Weatherization); Mellon Institute Pro-
ductivity Center (Least Cost Energy Strategy); U. S. League of
Savings Associations (Fnergy Saving Ideas in Home BRuilding);
DOE Assistant Secretary for Policy and Control (Reducing 0il
Vulnerability—-1980 Report); various studies by Edison Electric
Institute, American Petroleum Institute, Gas Research Institute,
Solar Energy Research Institute.

The important question that remains is whether it will be
the public or private sector that will ensure the continuation
of conservation efforts. Throughout the recent budget cutting
process, Administration spokesmen have said that they expect
private volunteers and the marketplace to replace many curtailed
government programs. This philosophy also appears in the NEP
III discussion package. It states that "individuals and firms
in the private sector have incentives to produce and conserve
energy efficiently."

It may be that the commercial sector will find there is
no need for incentives or other government-sponsored programs
to bring about massive conservation efforts. I leave that to
others who are more knowledgeable in that area. However,
residential consumers, and particularly fixed-income residen-
tial consumers, do not have sufficient incentives, financial
resources or information to make meaningful 1investments of
time or money. Not only do they not have incentives, but our
experience in working with the public has shown us that people
still are not even aware of the full range of options open to
them to save energy and money. For the most part, people do
not know of help available to them from utilities, existing
governmental programs, social service agencies and other pri-
vate sources.

Half of our 67 million homes are without attic insulation
or storm windows. Reports from the Energy Forum in New England
show that impressive dinroads have been made in New England,
where in Connecticut alone 37,000 energy audits were requested
and 23,000 were completed in a program supported by private
and public efforts. But audits are just the first step. There
are many roadblocks from start to finish in the process of
weatherizing homes. People don’t know where to get the best
materials, whom to hire, how to perform the work, or where to
get the money to do the work necessary. Despite the success
of the audit program, the New England Forum tells us that many
citizens will not receive these services or others. Tenants,
elderly and low—income persons are now installing weatherization
measures at a rate of 5% annually, only half as fast as the
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national average. Moderate and upper—income homeowners reques-—
ted the audit, while poorer and older homeowners did not. Ad-
ditional help 1is necessary to encourage these persons to use
the services offered.

Who will take on this responsibility? As mentioned, a num-
ber of utilities have good programs. Others have programs in
the planning stages. We hope that they will continue even
though they are no longer required to do so. Some major energy
companies support programs of public interest groups. But can
utilities, energy companies, the labor community, nonprofit
groups, or local governments take on this much needed role
without public funds or incentives?

I would like to bring to your attention one government
program that has been able to bring together all segments of
the community. It is the Community Energy Project of ACTION,
Although seed money is provided through government funds, the
project involves community volunteers and private investment.
Because of this, it is an extremely cost—-effective program.
The CEP project is designed to launch a community on a '"self-
help" program that uses all of its resources to provide conser-—
vation help to everyone. However, it places special emphasis
on low to moderate-income persons. Not only do these persons
receive kits of low-cost,no—cost materials and training to go
with them, but volunteers are trained to do the work for those
who are unable to help themselves.

CEP programs have been demonstrably successful. During a
nine-week program, one small Massachusetts community mobilized
and 1,728 households saved 147 on their energy bills. ACTION
extended the CEP program to more than 18 communities in the
State of Massachusetts in 1980 and expanded to 30 in other
parts of the country during 1981-1982. However, the program’s
base funding came to ACTION from DOE. That funding will no
doubt be cut. Who will pick it up? Will communities '"self
start?" Our experience shows that they do not.

Our own community involvement project is an example of
how a private program can work. AFEI’s Pittsburgh energy
education program was privately funded by the corporate and
labor communities. It organized all sectors of the community
to work together to help the Allegheny County area become
energy efficient. The program was highly successful in involv-
ing hundreds of organizations and through them, thousands of
individuals. However, at the end of three years, funding was
dropped due to the press of other commitments and new interests.
To date, we have been unsuccessful in locating funding for
more programs of this sort in other cities.

As a nonprofit organization dependent upon contributions
for survival, we understand how much time, effort — and very
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hard work - is necessary to persuade contributors to support
the activities of such an organization. Fund raising bhecomes
a major time—consuming element of staff operations. I do not
believe it will be possible for many nonprofit organizations
to mount the necessary effort that will enable them to carry
out programs that can substitute fully for the Federal programs
that will be cut. Not only will they not have the ability to
staff an ongoing fund-raising effort for conservation programs,
the money isn’t even there.

A recent New York Times article quotes an Urban Institute
study estimating Federal budget reductions of $128.2 bhillion
for social welfare, health, arts, housing and food programs.
Currently corporate contributions to nonprofit groups only
total $2.55 billion. This is a gap that is impossible to fill,
even though some corporations are increasing their level of
giving. In fact, many corporate leaders are chagrined at hear-
ing continued statements that the private sector can close the
funding gap.

AFEI does not believe that the private sector or the mar-
ketplace can currently provide sufficient help or incentives
to enable enough residential consumers to participate fully in
much needed conservation programs.

We do not believe that state and local governments will be
able to take up the slack because their funding and progranm
delivery systems are also undergoing radical change. In effect,
we do not know, nor do we believe that anyone knows just what is
going to happen to many of our residential consumers who have to
choose, in many cases, between heat, food, clothing and shelter.

We believe the Federal government must carefully weigh the
decisions to cut programs that have shown they are helping peo-
ple to help themselves conserve energy and money when there
does not seem to be a chance they can be replaced.

AFEI has long been critical of excessive government regula-
tion and involvement in energy affairs. We agree that too much
public money has been spent on programs that were not properly
conceived and administered. However, we do helieve there are
some roles the government must play where it 1is unlikely that
the private sector will step in.

We would like to suggest that the Administration and Con-
gress monitor the effects of their current budget decisions in
terms of the social and financial impact on the residential
consumer. To help in the evaluation process and to plan for
the future, we suggest a partnership of government, private
and public interest sectors, to help residential consumers con-
serve energy, which is consistent with the national interest.
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RIEGEL:

Thank you. I will open the floor for discussion now.

PFEIFFER: Mr. Cooper, I was curious as to what activities you expect

COOPER:

your member organizations to he concentrating on in this envir-
onment of reduced funding at the Federal level, for conserva-
tion programs?

Well, two activities. One 1s to continue to do research,
such as this report, and to monitor conservation activity. This
was done almost entirely from internal resources and since
we’ve released the report I’ve gotten another 500 or 600 houses
from a number of states.

The second activity which we’re actively engaged in now is
developing a nonprofit public interest energy service company,
which will try and go into local communities and see if it can
raise resources to fill the gaps we have identified in deliver-
ing weatherization to low—income households. We will certainly
do the best we can in responding to the reduction in Federal
funding.

GLASSBERG: 1I°d like to ask the witnesses what evidence they have seen

SUTTON:

that would attribute conservation on the part of consumers or
businesses in the market directly to Federal involvement., In
the case of the weatherization program you can say that materi-
als were put into a house and you compare the cost—-— energy
consumed before and after the weatherization took place. But
how about for other state and local conservation programs. Can
you draw that causal relationship?

I can’t quote -- give you figures right now. But I can say
that in the Pittsburgh area when we were involved in a program,
we worked with school districts. The school districts became
aware and involved, not only because of our program, but of
other kinds of things that were happening. There are numerous
school districts in the Pennsylvania area and all over the
country, as there are hospitals and other public institutions
that can quote you exact figures of savings that have been
realized through programs that they have been involved in. A
number of those were programs that were done with some Federal,
some DOE monies. ' These schools, hospitals programs—— and if
they ‘re not available or you don’t have them, I’d be glad to
gather some of those and provide them for you.

That ‘s one sector. Of course the industrial community also
has some marvelous stories to tell of energy savings that they
have experienced. These are programs that have been done for
the most part with their own finances, however, they too are
interested in incentives and programs to help them but as far
as schools and hospitals, there are some very good figures
available in connection with that.
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GLASSBERG: Well, that is also sort of a construction program similar
to the weatherization program?

SUTTON: A construction program?

GLASSBERG: Yes, in other words you put building materials or conserva-
tion measures into a building and can measure energy consump-
tion before and afterward.

SUTTON: That's correct.
GLASSBERG: Okay. Do you have any other--

COOPER: I think that you've certainly hit a difficult point in
terms of how you do cost benefit analysis on information pro-
grams or education programs, and it would probably only be a
decade or two from now when we go back and reconstruct aggre-
gates and sort of take apart every piece of information that
was generated in the interim.

Some historian will make some kind of factual historical
economic argument and say: "Well, yup, that's where the turning
point was.” I think a similar problem exists in every program
where the benefit is not easily calculable. I mean, what is the
benefit of the next battleship? Do we measure it? Would we
have peace without it and so forth? What happens in these kinds
of situations is that you proceed with a general concept and a
general thrust, you observe general results and then much later
on you can go back and say: "My God, if we hadn't had that bat-
tleship or that fleet or that conservation program things would
have been much worse.”

You reach conclusions, but to demand precision from infor-
mation programs and other types of general programs is very
difficult,

The other point should also be stated. Where you can get
precision, you should demand it. In weatherization programs, in
schools and hospitals programs, when you clearly and certainly
can identify a shift in policy, and measure its impact, you
should be on-ground today monitoring things. Within a year or
two or three you can know very precisely whether or not the cost
and benefits have turned, whether benefits have been increased
or not.

GLASSBERG: But you agree that cost-benefit analysis cannot be applied
across the board for conservation programs with any precision.

COOPER: Certainly not in the short term. In the slightly 1longer
term I think you start to construct the possibility of doing so.
For instance, suppose next year we institute a building labeling
program, which is a remote possibility; but suppose it were to
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happen. You might well look at the behavior of the building
industry over a decade or observe that within a short time lag
there was an increase in the energy efficiency of buildings.
You will have to have constructed a five-vear data base before-
hand and a couple years after so that this type of precise cost
benefit, profit and loss calculation can be conducted. It still
can be difficult for non-specific objectives.

I hate to promise anything; but partly in response to en-
couragement from last year’s review we have increased efforts
to evaluate our programs and we’ve also instituted an effort to
strengthen the measurement of what we’re calling conservation
indicators. And so hopefully within the next several months we
will have much more refined insights into what is actually going
on in the marketplace and I hope that that will be a helpful
piece of information.

Have you any thoughts about possible tradeoffs within the
low-income energy assistance payments program that is run by the
Health and Human Services Department?

Well, in the study we spent a lot of time developing a
theoretical model for how to make the tradeoff, and I do so with
a certain trepidation, because I don’t think you simply throw
the thing into a block grant and let decisions work out. There
must be a careful process of fabricating the program. However,
there is no doubt that Federal dollars are better spent bhuying
weatherization than paying fuel bills. There may be some who
will say that if you don‘t pay fuel bills, then energy suppli-
ers will be hurt and there is a recyeling on that production
side. However, I think it’s clear enough that the benefits are
there.

Second, I think it 1s possible to manage the program so
that you do not have to stop delivering energy services in the
short term while you start increasing weatherizatlon services.
We point out that a series of sequential purchases of smaller
packages of weatherization services is one way to sort of bal-
ance cost and benefits for the low-income population.

One of the problems, and I frankly admit it, is that this
could be an administrative nightmare. We’re talking about three
or four trips back to households and program administrators tell
me that that’s impossible. You may run the administrative
costs out of sight. In that case, what you need to do is to
have a bigger base to spread the management of assistance in
weatherization around. What that argues for is less of a narrow
local approach and more of a broader approach, where you can
balance off more weatherization with more assistance.

MR. GLASSBERG: I have one question for Alan Miller. In your testimony,

you ran through a number of market forces that will not induce
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MILLER:

conservation to the proper level, such as past and continuing
subsidies and state control of electricity prices, etc., and
you address these comments primarily focused as a justification
not to cut the budget for the next year's program.

How do your comments fit in with the present program, with
the past program? Have past conservation programs addressed
these needs adequately and if you had your way, how could we
reconfigure those programs in a greater or lesser budget situ-
ation?

That would probably be another set of testimony. I wouldn't
-— I'd certainly be the last to claim that the programs as
they've evolved have been the best way of doing things. I
think I just don't have a real crisp answer to that in a few
sentences.

GLASSBERG: Is it okay if he could provide information for the record

RIEGEL:

MILLER:

on that?
Yes.

I'd be happy to do that.

¥ k% % % k % % % % % % %

SUPPLEMENTAL INFORMATION SUPPLIED BY MR. ALAN MILLER

At the July 1l4th hearing, Mr. Glassberg asked for comment
on the extent to which existing programs were responsive to
NRDC's concerns and how we would reconfigure programs within
the reduced funding levels. NRDC prepared an alternative
budget for the environment in conjunction with several other
conservation groups. (See attachment). Our budget would have
achieved the President's fiscal objectives but would have
allocated funds in a substantially different fashion. Specif-
ically, by cutting the Department of Energy nuclear and synthe-
tic fuels programs, we would save sufficient funds to reduce
the necessary cuts 1in solar and conservation. Details are
provided in the excerpt attached to these comments.

Given the cutbacks that have been made, we believe more
emphasis is necessary on assisting with the development of
state and local energy conservation programs. Both technical
and financial assistance 1is needed. The elimination of the
Presidential Clearinghouse on Community Energy Efficiency will
save very little money and was a serious mistake. Low—income
assistance, including the Conservation and Solar Bank, is
also a high priority. Regulatory programs, particularly the
RCS and appliance standards, will return substantial energy
savings for a small Federal expenditure. Research programs,
by contrast, offer some opportunity for cuts because many of
the firms being funded do not need financial assistance.
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ALTERNATIVE BUDGET PROPOSALS FOR THE ENVIRONMENT
FISCAL YEARS 1981 & 1982

Proposed by: Environmental Defense Fund, Environmental Policy Center,
Friends of the Earth, National Audubon Society, National
Parks and Conservation Association, National Wildlife
Federation, Natural Resources Defense Council, Sierra
Club, Wilderness Society —— March 18,1981

Solar Energy Research & Development

The DOE solar program is comprised of a variety of compo-
nent research and demonstration projects. Included in the
original $800 million funding were programs to promote wind,
photovoltaics, biomass, and active and passive solar systems.
These programs have suffered a cumulative reduction of some
77 percent, to $193 million for FY 82,

DOE Nuclear Programs

The DOE nuclear budget contains funds for a variety of
programs, ranging from cost-sharing reserach with the nuclear
industry to the development of third-generation technology of
only speculative impact on national energy security. Many of
these programs should be cut in line with the Administration's
stated desire to end unnecessary Federal involvement in the
energy marketplace. Despite the overriding need to restrain
Federal spending, DOE's civilian nuclear programs (fission and
fusion budgets) have received substantial increases in the
latest budget revisions.

Based on a program—by-program analysis of the nuclear
budget, we recommend significant cuts which include: zero-
budgeting the Advanced Nuclear Systems program and elimination
of the Clinch River Breeder and water cooled breeder programs,
neither of which will have any significant impact on the devel-
opment of world breeder technology, even if they were unsuc-
cessfully completed.

Additionally, an equitable program of budget cuts within
the DOE budget requires additional cuts in Magnetic Fusion
R&D. Even with full funding of magnetic fusion, no assessment
of the technology's potential impact on commercial electric
generation is expected to be available prior to 1995.

Although we have not included recommendations for DOE's
Defense Activities and Uranium Enrichment programs, significant
savings are also obtainable in these areas. For example,
stretching out the design and construction of the Portsmouth
Gaseous Centrifuge Enrichment facility by one third would save
$200+ million. Such a stretch-out is justified by the fact
that the construction schedule for the plant calls for instal-
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lation of centrifuge equipment which DOE itself claims will be
made obsolete on Portsmouth’s projected opening day (1988),
by an ongoing Oak Ridge project which is intended to demon-
strate a process which is 50% more efficient.

Additionally, the enrichment capacity of Portsmouth GCEF, pro-
jected to cover over $8 billion, will not be needed until well

after the scheduled completion date.

DOE Synthetic Fuels Program

There are two primary sources of Federal funding which
are supporting the development of a synthetic fuels industry.
The "Energy Security Reserve" makes available $17.522 billion
for the development of a commercial synthetic fuels industry.
This money is to be administered by the Synthetic Fuels Corpor-—
ation. However, until a chairman and board of directors are
selected for the Corporation, part of this money ($5 billion)
is being administered by the Department of Fnergv’s "Alternative
Fuels Program." The Reagan Administration has recommended
that $.3 billion, originally designated for feasibility stu-
dies and cooperative agreements, be rescinded, and that the
remaining $5.3 billion be transferred to the Synthetic Fuels
Corporation, leaving it with a sum of $17.212 billion.

In addition, the Department of Fnergy’s Fossil Energy
Program is subsidizing five large-scale synfuel demonstration
programs: Solvent Refined Coal I (SRC I) in Newman, KY; SRC
IT in Morgantown, WV; a Medium Btu Gasification plant in Noble
County OH, and Perry County, Il.

The Administration now plans to rescind FY 81 funds for
all of the DOE line-item synfuels demonstration projects except
SRC II which will continue to be funded for FY 81 because of
existing "international agreements.'" The Administration has
also proposed that no money be appropriated for any of the
projects in FY 82, The Carter Administration had requested
$802 million for FY 82. We support the Administration’s re-—
quests for these cuts. Additionally, we encourage the rescis-
sion of FY 81 funds for the SRC II project. If accepted, the
SRC II cut could yield savings of $162 million in FY 81 outlays.

Fnergy Conservation Programs

The Administration’s proposed budget recommendations for
DOE’s energy conservation programs represent a 777 reduction
from levels appropriated for FY 81. Such reductions would
effectively cancel major portions of the national energy stra-
tegy enacted by Congress over the last four years.

The proposed cuts 1in programs which are vital to the na-
tion’s energy security future are not cost—effective. These
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programs, unlike many of DOE’s long-term R&D efforts, offer an
immediate return in terms of energy saved, and of millions of
barrels of oil freed for other uses in the economy. Promoting
such efficiencies need not, and does not, involve curtailing
the end uses to which energy is put, but it does require a
constructive Federal role in iuncreasing the efficiency of
energy use throughout American society.

The conservation budget of $700 million which we now pro-
pose would trim 20% from the Carter Administration’s request
for FY82., This would allow for the continuation of essential
and highly successful federal energy conservation efforts,such
as the low-income weatherization program,schools and hospitals
program, state conservation planning grants, appliance effi-
ciency standards, and industrial, building and community sys-
tems, and transportation research and development.

Solar and Energy Conservation Bank

This program, authorized by Congress only last year, has
been eliminated in the Administration’s revised budget, and
regulations will not be issued. FY 81 funding of $121 million
for the Bank is proposed for rescission as well. Intended to
promote residential, commercial, and agricultural energy con-
servation and solar energy investments, the Bank would have
subsidized loans for such installations to people who could
not take advantage of energy tax credits on their income tax
because of insufficient income. Only 8% of the nation’s bome-
owners with annual incomes under $21,000 have taken tax cred-
its, according to IRS figures. The bank is thus an essential
complement to the energy tax credits if energy conservation
and solar development are to be pursued in a comprehensive
national effort.
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Energy Budget Comparison
(in millions)

Carter President’s Environmental
Budget Revision Alternative

Solar Energy Research & Development

FY 81 Budget Authority 585 507 583
Outlay 589 510 510
FY 82 Budget Authority 583 193 435
Outlay 589 224 435

DOE Nuclear Programs

FY 81 Budget Authority 1,396 1,549 1,347
Outlay 1,529 1,679 1,479
FY 82 Budget Authority 1,465 1,767 1,227
Outlay 1,847 1,875 1,335

Energy Conservation Programs

FY 81 Budget Authority 817 558 700
Outlay 735 663 700
FY 82 Budget Authority 922 195 740
Outlay 990 489 789

Solar and Energy Conservation Bank

FY 81 Budget Authority 121 0 100
Outlay 47 0 40
FY 82 Budget Authority 132 0 100
Outlay 149 0 125

% kA k % % & k % % % %
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Before asking Ned Helme and Martin Klepper to come forward
I’d like to ask you a question, Alan, as well. It’s irresistible
to use your example of $19 million saving in the District of
Columbia Energy Office operation to ask this: If that operation
is, in fact, providing so large and so tangible and so valuable
a return, how could such an operation be discontinued ?

I think the answer to that is the same answer that the Ad-
ministration is giving in many hearings on the Hill right now
and that is that there are other economic objectives to which
city and state governments are responsive and political object=-
ives that are often overriding, even when programs appear to be
cost—effective and publicly desirable.

My point for the purposes of this hearing is that in the
short term those pressures are going to make it very difficult
to replace, program by program, all of the services which would
be eliminated if all of these people are let go, and I've par-
ticipated in some of those hearings at the local level. And the
situation is that there are many, many programs that are being
explained and defended and justified in the same way, much as
there are at the Federal level. These are different times at
the state and local level just as the Administration is saying
at the Federal level and therefore there are going to be some
short-term dislocations and disruptions that the city is going
to endure.

I think over the long term that they’re going to realize
that these programs ought to be picked up. But in the short
term, there’s just no means of suddenly increasing local bud-
gets without major changes in tax policies. The case of the
the District of Columbia, as we all know, 1s unfortunately
complicated by the need to obtain congressional approval. So
it’s not that simple to say just because a rational analytical
cost-benefit analysis proves that the program is justified that
politically the program is going to be retained.

It doesn’t work that way at the local level any more than
it does at the Federal level.

Thank you. Now I’d like to ask Ned Helme and Martin Klepper
to step forward, please. Ned Helme represents the National Gov-—
ernors’ Association and Martin Klepper is from lane and Edson.
Mr. Helme, would you begin?

Thank you very much. I think what I°11 do rather than read
my formal testimony, which will be in the record, I assume to
be kept with the permanent file and so forth, I’11 just sum-
marize the major points I was going to make and have a little
more time for interchange in the time you’ve got.
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I'd start by saying that, as you know, the Governors have
been very supportive of the Administration's budget cuts. At
the winter meeting in February here in Washington, that was
the main source of discussion, the main subject. We came out
strongly in favor of the budget cuts and in favor of block
grants, but we indicated several areas, and not very many, I
think less than five areas in the entire Federal budget, where
we felt that the Administration's proposals were not proper and
reflective of the needs that we see for the country.

And the only one within the energy-environment area where
we indicated that was a problem was the state energy conserva-
tion grant programs. We came out strongly feeling that those
programs should not be eliminated. We would support some
cuts. We favor a cut; we were willing to support up to one-
third budget reduction for the weatherization, schools and
hospitals and the core programs, with the understanding that
we'd move toward a flexible block grant that would give the
states a great deal more flexibility to implement measures
that were appropriate to that particular state's needs and
resources and climate and so forth.

Given that, we've been testifying regularly on the Hill on
both appropriations and on the block grant legislation, pushing
very hard for the continuation of these programs in the short
run and their consolidation phasing into a block grant proposal
in the longer term.

There's basically four reasons why I think the Governors
identify these programs as so critical and singled them out as
a program they'd push for, in contrast to many other programs.

First, I think there's a feeling that as your previous
speakers indicated, there are a number of areas that the market
simply does not encourage conservation and our feeling is that
the state programs in providing technical assistance and in
providing information on the various types of measures and so
on and the savings that can be achieved with various measures,
those kinds of things were a real necessity out there. It
wasn't enough to simply say; "Well, energy prices are rising.
So therefore we can count on that to take care of conservation
and we don't need these programs anymore."”
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There's a strong feeling on the Governors' part that there
were definite sectors of the economy that did not respond in
terms of conservation to market incentives.

Secondly, we felt that these programs are significantly
cost effective. I know Andy asked some questions of the earli-
er witnesses about whether you can show any real results. Sure,
the brick and mortar programs can show results, but what about
the other programs and I think the fact is that they can. There
are certainly some programs that you cannot measure effectively
in a cost benefit sense. But by the same token there are numbers
such as the audits for industrial boilers, small industrial
boiler operators, where we can show a significant result and
we've got, you know, the Price, Waterhouse. I'm sure John's
familiar with these. They're studies that show up to $5 per
$1 invested at the governmental level. So we think there's a
significant cost effectiveness to these programs. They're not
just paper pushing kind of programs as some people have charac-
terized them.

Thirdly, it's our feeling that they're programs that deal
with the low income groups and that was addressed very effect-
ively by your earlier panel. Our feeling is that that sector
or that group of the economy faces the most severe impacts
from fast rising energy prices and decontrol.

The Governors have always been in favor of decontrol, but
with the understanding that you take care of the needs of the
low income and our feeling is that the state energy conserva-
tion programs have moved in the direction of coupling the
audits that are done under RCS and they're done under individu-
al state programs with the delivery of weatherization and
things like that so that we see a real connection there and a
need for the energy office to carry out that sort of function.

Finally, though we're not faced currently with any kind
of 01l shortage because of the o0il glut that we're all aware
of, our feeling is that the states have the capacity and that's
been demonstrated in a number of GAO studies that have shown
that the states have been the key force when it comes to dealing
with the natural gas shortage, with the earlier coal strike in
'77, and with the '79 gasoline lines and so forth. And we think
it's critical that you maintain that basic capacity at the state
level to deal with those shortages. The Administration's pro-
posal to wipe out these programs would in essence, wipe out
many of the state emergency efforts and I think that's a criti-
cal need that while we may not need it this year or next,
we'll need it down the road and we shouldn't throw it away now
in a rush of budget cutting kind of frenzy.

Beyond that I'd like to give you a little background on
the survey we did. 1It's alluded to in your background paper.
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This winter we surveyed all 50 energy offices to get an idea
of what effect the proposed cutbacks would have on those energy
offices. Twenty-nine of the states are 80 percent or more
Federally funded. So you can see right off the bat we're talk-
ing about two-thirds -- or 60 percent of the states roughly,
would be close to being shut down by the proposed budget cut-—
backs.,

Twelve of the states fall in the category of from 50 to 80
percent Federally funded. The affect there would be not as
great but again fairly significant. Only nine states have up
to 50 percent of the money provided by the state government
itself. So it gives you an idea of these programs that have
been heavily Federally reliant. Now, I'm talking strictly
about the money that supports energy office staffing and the
SECP and EES. I'm not talking about brick and mortar money
for bond programs and weatherizing buildings and that sort of
thing. There are a number of states that have programs of
that sort, but it's a lot easier as you know, from political
prospective, to get support in the state legislature for brick
and mortar programs. Much more difficult to get something
that deals with information, and staffing and so forth.

In addition, it's sort of the picture of how states will
fare with this cutoff in Federal funds. 1I'd have to be direct
and say that states are trying to find ways to bring out, you
know, to get a little more support from their state legisla-
tures. However, given the timing of these budget cuts, it's
very tough to see any real -—- I really can't see any real
prospect of any significant number of states being able to
replace these funds in any timely fashion. We're sure to see
a major hiatus in terms of lost capacity, lost staff, if we
were to go ahead with the budget reductions in '82 as are
proposed.

There are several reasons for this. First, there are 21
states that have biennial budgets. That means they've already
put together budget for a two-year period. Unless you can get
a special 1legislative session to go back in and make some
changes, it's very difficult to change that and usually that
follows the revenue estimates so that you don't have an extra
surplus in the second year that you can draw on if you're in
the second year of a biennium.

The problem with special sessions I've alluded to is that
it can be difficult to get the states to go back in special
session. Most legislatures have completed their '82 budget
considerations.
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Thirdly, to understand the effect of these budget cuts on
the states, you've got to look at this within the context of
the whole Federal budget. We're talking NGA's estimate is that
across the whole range of domestic assistance the Federal budget
cuts will reduce Federal aid to states by 37 percent. So when
we say well, yes, the states can take over the energy conserva-
tion program, we've got to remember that there are many other
programs competing at the state level for the same scarce state
resources, and while you do have some energy rich states who
may well be able to pick up some things, the bulk of the states
are in fiscal difficulty at the moment, particularly Northeast
and Midwest. They are in very severe economic difficulties.
So you're seeing significant cuts even without the Federal
cuts. So that to think that well, yeah, the state should take
it over and it will happen, I think that's a real fallacy and
we can't really expect to see that.

The final part of our survey that I want to allude to is
we did ask the states what their priorities were. If they face
these kind of cuts, which areas within their programs would
they emphasize and interestingly there's a tremendous variation
across the board. You couldn't pick one single program and
say, everybody wants to do this. It was —-- it really varied
with the climate, with the situation, the particular resources
those states had.

Personally, we felt was a real strong argument for the
block grant because it points up the fact that in the Northeast
the weatherization program is clearly the key issue because
you've got heavy dependence on oil, high and low income popu-
lation, rough winters.

In the Southeast and the Southwest you've got a position
where they're looking more at the agricultural sectors as being
the place where they can make tremendous savings in conserva-
tion, more cost effective. They probably put more money into
that area. So we did not find any single area that you could
pencil in and say all right, this is the one thing the Federal
government should continue to support because that will cut
across all the states.

Our clear finding was that, in fact, making the money more
flexible and letting states target it made much more sense.

I guess the final point I'd like to make to you is that
these programs have been around roughly I guess six years now.
The states have done a lot of planning under the programs and
a lot of assessment of where the needs are for conservation,
that sort of thing. 1It's our feeling that this would be the
wrong time to be cutting off these programs, that we're now at
the point where we don't need to do as much planning. We know
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where the sectors are that we can make the real savings and it
would be a shame to cut it off at this point when you're really
getting down to implementation, getting involved in the local
governments and the program, that sort of thing. So I guess
that concludes my presentation -- I didn't mean to be quite so
long-winded, but that summarizes my remarks.

¥ % % % *x % *x % % % % % %

FOLLOWING IS MR. HELME'S FORMAL STATEMENT:

My Name is Ned Helme and I am Director of the National
Governors' Association Energy and Environment Program. I appre-
clate the opportunity to testify before you this morning on
behalf of the National Governmors' Association.

Before addressing the specific questions posed in the
Issue Paper issued in June for this hearing, I would like to
present the general position of the Governors regarding the
proposed changes to the state conservation grant programs.

The Governors met in Washington in late February for
their winter meeting. The focus of this year's meeting was on
the Administration's proposed budget cuts. In a major resolu-
tion, the Governors supported budget reductions and block
grants.

At the same time, they set forth certain priority budget
items where they differed with the Administration's proposals.
In energy and environmental programs, the Governors identified
the state conservation grant programs as the only area where
they opposed Administration proposals to eliminate most of
these programs. NGA has suggested instead consolidation of
the existing programs into an energy block grant with 1/3 less
funding then was available in FY 81. An energy block grant
would allow states to direct dollars to the measures which
would be most cost-effective in that specific area.

The Continued Need for the State Conservation Program

The Governors have selected the continued funding of the
state energy conservation grant programs as our top priority
for the following reasons:

o First, in a world of rapidly rising energy prices, state and
local governments have served as the primary delivery mechanism
for information and technical assistance necessary to consumers
in taking energy savings actions. Although rising energy
prices have increasingly motivated companies and individuals
to seek energy conserving methods, many consumers do not have
either the front-end funds or accurate information necessary
to undertake cost-effective energy savings actions. States,
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through the State FEnergy Conservation Program (SECP) and the
Energy Extension Service (EES) have been responding to these
needs. Over time, these same programs have been drawn upon to
provide support for additional federal initiatives such as the
Residential Conservation Service Program and the Energy Emer-
gency Conservation Program.

o Second, these programs have proven themselves cost—effective.
Numerous studies have shown five fold or greater returns for
every governmental dollar invested in the state programs.

o Third, state-administered programs have targeted assistance
to low—~income individuals who feel more intensely the burden
of rapidly rising energy costs. States are now moving to
couple home energy audits under the Residential Conservation
Service Program with the delivery of low-income weatherization.

o Fourth, the states have acted as the first line of defense
in responding to fuel shortages. It is crucial to the health
and safety of the people of this nation that the capacity at
the state level to deal with major oil supply disruptions be
further developed and maintained.

A further description of the state grant programs and
examples of state efforts are included in the fact sheet at-

tached to my testimony.

Impact on the States

I would now 1like to describe to vyou the results of a
recent NGA survey on the impact of the proposed energy budget
cuts on the states. NGA conducted a survey this winter of the
impact of proposed federal budget cuts on state energy programs.
The survey results indicate that the total withdrawal of feder-—
al support for FY 82 as proposed in the Administration’s budget
will severely impact the states’ abhility to carry out conserva-
tion and emergency programs.

As noted in the FEPA Issue Paper, the majority of states
indicated that their energy offices were 807 or more federally
funded, with the bulk of federal funding coming from the SECP
and EES programs. Twelve state offices were between 507 and
80% federally supported, and nine states indicated the energy
office was 50% or more state supported. As these figures
indicate, there is a strong likelihood that many state energy
offices could be closed if federal funds are eliminated in FY
82. Functions may, in some cases, be picked up by other state
agencies. In many cases the functions will be eliminated
altogether.

In response to potential cuts, many states are attempting
to rally support for state funding for continuation of priority
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conservation activities. It appears unlikely that many states
will be able to provide any significant support in FY 82 to
replace federal dollars for the state energy office activities.
In our survey, states cited major problems with the timing of
the withdrawal of federal funds. Most state legislatures have
already completed consideration of FY 82 budgets. Even if a
state had sufficient revenue to take over financing of the
programs, it would be unable to do so unless a special legis-
lative session were called. In addition, twenty-one states
have biennial budgets. These states would have even greater
difficulty in obtaining state support to replace federal funds.
States are constitutionally required to maintain a bhalanced
budget and a number face limitations on annual increases in
spending. Finally, states are being asked to ahsorb signifi-
cant federal cuts across the board (estimated to total 37% of
FY 81 federal appropriations to states) including major cuts
in social services and transportation and, in some cases, face
their own severe fiscal difficulties.

State Priorities

The NGA survey questioned the states on their priorities
given the proposed federal cuts. Most states indicated that
they are currently assessing their priorities and reevaluating
the programs. Final decisions on priorities will depend upon
the final level of federal support. Responses also showed
that when these priorities are finally chosen they will vary
a great deal among states. Priorities mentioned included low-
income weatherization, general conservation activities, resi-
dential conservation programs, transportation conservation,
schools and hospitals, renewable resources activities, emergen-
cy preparedness, and assistance to local government.

Current State Conservation Efforts

The EPA Issue Paper requested additional information on
state and local conservation activities. In the past the NGA
has published a number of reports on state conservation activi-
ties. Our most recent published report is "Ensuring our Energy
Future: State Initiatives for the 807s" which I am submitting
with my testimony. (This report was reviewed but not included
in the Transcript due to its length). In January of this year,
we began to assemble an information bank on state energy pro-
grams collecting summaries prepared by states of their activi-
ties and other relevant reports and documents. We are currently
working on compiling this information into a useful fashion.
Examples of these state measures are included in the attached
fact sheet on "Energy Conservation in the States."

Once again, I want to thank you for the opportunity to
testify this morning. I will he happy to respond to any ques-
tions you might have.
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All right. Thank you. Mr. Klepper.

Thank you very much, Dr. Riegel. My name is Martin Klepper.
I appreciate the opportunity to testify today.

I am an attorney with the Washington, D. C. law firm of
Lane & Edson, and have been working for the last four years in
the field of energy conservation. 1I've been working on behalf
of both public and private sector clients.

We've been working with some major national underwriters in
developing tax exempt bond programs to finance energy conserva-
tion. We've been working with leasing companies and companies
that are called equity syndicators that are interested in
raising capital for energy conservation purposes.

We've been working with a variety of state and local govern-
ments in the public sector. We recently completed a study for
HUD in cooperation with the New York City Energy Office, look-
ing at financing opportunities for small and medium sized
industry in New York City that wanted to undertake energy
conservation measures.

We've done work with the State of Massachusetts, with the
National Association of Counties, the National Association of
State Legislatures, primarily in the area of assisting them in
identifying financing mechanisms for energy conservation pro-
gram.

I've had a wunique opportunity as well, by serving as
chairman of an Energy Law Committee of the American Bar Associ-
ation in the Section of Real Property, Probate and trust law,
to talk with attorneys throughout the country who are dealing
with the same issues, and while I'm appearing here today in my
personal capacity and not as a representative of any client,
the comments that I'm going to make and the suggestions are
the kinds of suggestions that I think would be of extreme help
and assistance to the variety of both public and private sector
groups that we've been working with.

I've tried to give these clients a message and that's the
message that private sector financing can work. I'm going to
be talking today only about the financing of energy conserva-
tion.

It can work, but there's a lot of assistance that's needed
and it's a long road to go before we're going to have very
active involvement of the private sector in financing energy
conservation,

I'm going to suggest for your consideration six very
specific types of legislative changes that I think would make

57



it an awful lot easier and that would facilitate private sector
financing for energy conservation.

These deal with leasing, tax exempt financing, the estab-
lishment of energy service companies, assistance in utility
involvement in financing energy conservation.

There's a willingness that we found on the part of local
government to solve the energy conservation problem. I think
that state and local government is probably far ahead of the
public, both private and business sectors, within the country
in terms of recognizing the savings potential, recognizing the
benefit to their community from energy conservation. 1It's a
little bit of government pull rather than demand push in terms
of government willing to take some steps to encourage the
private sector activity in energy conservation.

We found that local government generally doesn't have the
expertise in the financing area. Those individuals who are
responsible for energy planning at the city, county or state
level often are not well versed and well schooled in the mecha-
nics of tax exempt financing or government municipal finance.
They don't have the resources to retain the kinds of financial
consultants that they might be able to afford if they were
financing a $100 million nuclear facility. They don't have
the support either from Federal funds or from state funds.
Finally, there's really no direct working relationship that's
been established between the energy offices, between the people
who are responsible for energy planning at the local level,
and the financial institutions in the community, the banks,
the insurance companies, the underwriters, even the utilities.

In some communities, they're starting to develop those
relationships. The energy offices are going out and trying to
talk with the financial community, but that is a very long,
slow process.

Business, for its part, is really not interested now on a
relative basis in involving themselves in energy conservation
on the local level., When I say local, I'm talking about loans
or providing financing for $2,000 or $2,500 worth of retrofit
for thousands of single family homes in the city or for dealing
with the problems of multi-family buildings or a large number
of nonprofit buildings within a community. If they have an
alternative, private financing firms will use their time, ef-
fort and resources to finance a $50 million gasohol facility or
a $30 million hydroelectric plants.

In terms of the return on investment, on their investment
in those projects, private firms are much more interested in
the larger projects than the smaller ones. So that even though
on an economic basis you can look at any energy conservation

58



investment and determine that it's extremely cost effective,
that it has a very high rate of return, that it's a rational
economic investment, it's unlikely that that alone is going to
be enough to entice the financial community to actively and
aggressively pursue the energy conservation market.

In working with some of these companies, we've come across
problems, if you will, in Federal 1legislation that make it
very difficult even for those companies that are interested
and willing to take fairly significant risk in trying to devel-
op financing in the energy conservation area. The suggestions
that I'm going to make - I think are all consistent with the
Reagan Administration's approach, which is to let the private
sector provide the financing. But I think there's a need to
assist local and state governments, loosen some of the tax law
provisions, for example, so that local and state government
have the tools where they show the interest and the initiative
to act on their own to create financing opportunities.

For example, in the leasing area there are a number of
restrictions on the use of leasing that prevent a company that
wants to lease energy conservation equipment for a building
from obtaining the tax credits that would otherwise be availa-
ble. There's a limitation, for example, that the lease term
cannot be more than one-half of the useful life of the equip-
ment. Well, it is very difficult for a company that's buying
a boiler with a 15 year life to lease that boiler on an econo-
mic basis to a property owner if the lease cannot exceed seven
and one-half years., If the lease is for more than seven and
one—~half years, the owner loses the tax credit and the tax
credit will probably be an important inducement to that type
of activity in the first place.

So that even though the tax credit exists, because of
the restrictions on leasing, those tax credits cannot be used
by private financial institutions to provide the capital that
the property owner might not have.

For a property owner who doesn't have the capital, the
tax credit is meaningless. He cannot obtain the credit if he
doesn't have the capital to buy the equipment.

There's a provision called the at risk limitation that
the Administration is proposing to impose on leasing. That, I
think would further delay, if not prevent, the implementation
of leasing for energy conservation because it would make it
that much more difficult to raise capital from the private
sector to be used for leasing energy conservation equipment.

With regard to tax credits, one area that our firm has

spent a lot of time looking at is the area of multi-family
housing. There 1is virtually no Federal incentive available
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for energy’ conservation in the multi-family housing sector.
A bill has recently been introduced in the House by Represen-
tative Schneider from Rhode Island that would provide a 20
percent tax credit for multi-family property owners. I think
that would be a very important incentive in giving them the
first step, the step that they need to encourage energy conser-
vation investment.

I think it's important that the existing tax credits have
their termination dates extended. That's probably not high on
anybody's agenda right now. But in terms of business planning,
in terms of enticing private financial institutions into ener-
gy conservation, if they look at tax credits that expire in
1982 or 1985, and that's an important incentive for their in-
vestment, and they expect it to take a year or a year and a
half before their program is established and on its feet, it's
unlikely they're going to want to make that investment if the
tax credit is going to terminate in another two years and if
they don't have some assurance it will continue.

Tax exempt bonds are one of the most attractive means of
financing energy conservation because they can provide much
lower interest rate loans to property owners over a much longer
term than is available from bank financing or from any other
alternative source.

In trying to structure tax exempt bond programs I'm talking
now about a revenue bond, not a general obligation bond, a
bond program that would not rely on the full faith and credit
of the city but would rely solely on the security that would
be behind the bonds. There are a number of problems that
have been raised primarily by the Mortgage Subsidy Bond Act,
also known as the Ullman Bill. That law, among other things,
permits energy conservation bonds to be issued for loans to
single family homeowners for energy purposes, but it restricts
those bonds in a number of respects. The restrictions were
really intended to be restrictions on single family mortgage
revenue bonds not on energy conservation bonds. But energy
conservation bonds are included under the definition of a home
improvement loan. Therefore, the Mortgage Subsidy Bond Act
limits the amount of bonds that a city, that a state or that a
county can issue. On policy grounds, even at the time the
legislation was enacted, I don't think that it was the intent
of Congress to restrict a city's ability to use tax exempt
bonds for energy purposes.

The limits in the Mortgage Subsidy Bond Act that ought to
be changed include the overall state limit on the amount of
bonds that can be issued. It seems to me that any bonds that
are issued for energy conservation purposes are in the public
interest, particularly if they are saving energy, or if they
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are conservation measures that result from recommended RCS
measures.

There's a limit on the issuance of multi-family bonds that
requires that the bond proceeds only be used for apartment
buildings that have 20 percent low income tenants. Well, that
might be a rational limitation when you're dealing with a
mortgage revenue, bond, but when you're dealing with energy
conservation, if it's in the national interest to save energy
in a low income building, it's also in our interest to save
energy in an upper income building.

Finally, there's a prohibition on taking tax credits if
you use the proceeds of revenue bonds. That might again have
made sense in connection with certain types of energy invest-
ments, but I don't think it makes sense in connection with the
energy conservation investments.

And in the industrial sector, industrial development reve-
nue bonds can be used to finance energy conservation for indus-
try, but the problem is that there's a limit -- called the
small issue exemption —-- which makes it very hard to structure
a bond issue with a lot of $50,000 or $100,000 energy conserva—
tion items. The size of the bond issue is too small to warrant
or justify the interest of the financial institutions. If the
law were simply changed to permit an aggregation of 20 or 30
specific projects in one bond issue, then you would have under-
writers interested in providing the capital, raising the funds
for these types of loans.

In the multi-family sector, Congress required HUD to adopt
an insurance program, a loan insurance program. HUD came out
with regulations called the Section 241 program last August,
but they have not issued guidelines to their regional offices
so that that Federal insurance program for multi-family build-
ings is not effective and cannot be used.

We have a couple of clients who are interested in setting
up energy service companies. One of the problems that they
face is the possibility of being regulated as a utility. If
they go into the business of providing the heat, light and
electricity in a building and they're willing to pay all the
costs of installing energy conservation measures and they're
willing to take the risk that their measures will be effective,
they still may not be able to do that in some states because
they'd be deemed to be utilities and they'd be regulated as a
utility.

I think that the Federal government can help support some
of what I call long term research and development in developing
some of these financing techniques. We now have all the tech-
nological answers that we need for energy conservation. We
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already acknowledge that energy conservation is a relatively
riskless investment, that the technology exists and yet the
infra-structure, the technical advice, the models for financing
some of these investments do not exist and that ought to be
just as much within the category of research and development
in terms of use of DOE funds as designing the answer to energy
conservation in buildings 10 years down the road when no one
has the mechanism, the means of paying for those measures that
were designed or invented 10 years ago.

Finally, in terms of a broader Federal role, I'd like to
suggest that there's a need for a corporation like the National
Corporation for Houslng Partnerships which was created by
Congress back in 1970 to provide a mechanism, a model, for
financing low income housing production. That same model can
be used to create a national corporation for energy conserva-
tion, a separate nonprofit corporation. It would only need
Federal funding to get on its feet and to get started. That
corporation would have the flexibility and the ability to
raise private capital through a stock fssue, or through an
issue of limited partnership interests. It would go about
creating the mechanism, creating the models and demonstrating
to the financial community that energy conservation is a viable
valid investment of their time and resources.

The National Corporation for Housing Partnerships is now
a completely independent, very successful corporation. There
are literally hundreds, if not thousands of real estate limited
partnerships that are used to finance low income housing in
the country, all modeled on work initiated by NHP.

The second alternative for a broader Federal role is to
create a regional corporation for energy conservation, some-
thing like TVA or BPA, in those areas of the country where
they don't necessarily have the same need for the supply of
energy or the control of energy that TVA and BPA Hhave, but
where they have similar needs in terms of wutilizing their
resources to save energy, to upgrade the efficiency of their
plant, of their equipment and of their buildings.

New England is a prime example of an area that I think
needs that kind of regional cooperation and support that could
involve both public and private sector financial assistance.

Thank you.

Thank you very much. Questions and discussion?

Just to comment and ask a question of Martin Klepper. We
have been working on the financial implications of conservation

more in recent years. We've I think finally gotten some recog-
nition that the size of investment, if you will, is much great-
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er in energy conservation that it 1is in energy production in
the U. S. If you consider items, such as consumer durable
goods which produce a stream of services like an automobile or
refrigerator, as an investment -— and I think this is a new
look, a new way of approaching conservation -- it gives a dif-
ferent perspective and I think that your comments are very well
received. 1'd really enjoy a chance to chat more about that.
I think that the question being how we can examine some of
these specific changes and DOE is 1looking at some of these.

I think in the context of current Administration philosophy,
we are looking at ways, new institutional ideas. So specific
suggestions would be very, very much appreciated.

I think that in terms of where we go, we're trying to
create specific investment calculations in our procedures so
that decision makers will have a better idea of what can be
achieved by conservation. From your experience, do you have
any specifics as to why some of the conservation measures that
look so good in terms of the engineering analysis or the
financial analysis, aren't undertaken by the private sector?
I assume that you're saying it's not just the fact that the
investments need to look better, it's —- there's also something
beyond that that's holding things up.

MR. KLEPPER: There are a range of reasons that people don't install
energy conservation measures, and it depends, I mean there are
different reasons for different sectors. I will be happy to
submit for the record the report that we did for HUD in which
we identified the barriers to energy conservation in the indus-
trial sector and they ranged from little things 1like the fact
that the plant manager who's responsible for energy conserva-
tion, looks bad if he can recommend a million dollar savings
because the question is why didn't he recommend it last year
or, why is there that much waste in the plant. Yet he's the
person with the technical knowledge who's probably going to be
approached by the person selling the equipment and he's the
one who understands the potential savings. (This report was
reviewed, but not included in the Transcript due to its length).

There's a lack of incentive in the industrial area on the
part of the corporation because there are competing demands
for capital. The employee who wants to expand his shoe sales
department by adding three new people or by building a new
wing to the office building to support his expansion doesn't
have any greater empire if there's energy conservation, even
if conservation produces dollar savings which drop immediately
to the bottom line profit.

There are a whole range of similar reasons that apply to

the multi-family area and the single family area. If you talk
to the people in Oregon where they have the zero interest loan
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program they tell you that they only had 60 percent -- or
something like a 60 percent -- response rate. They went out
and performed 100 audits and said: "Here's the energy savings
that we recommend. We'll install this basically for free.
We'll only ask you to repay the principal at the time you sell
the house, no interest.” And only 60 out of 100 people signed
up. They couldn't believe it. It reminds me of the statement
that if you stand on 42nd Street and 5th Avenue, and hand out
81 bills, a lot of people are going to walk by and not take
one. There are a lot of hassles involved in applying for a
loan, finding the right person to give you the loan, meeting
the different credit requirements of different institutions.
The loan is only one part of it. Letting somebody you don't
know come into your house and spend two days drilling holes in
your walls or up in your attic, et cetera, is another hassle.
We need to overcome a lot of those barriers and economic incen-
tives is one way to do it without forcing people to do it,
without mandating conservation by the Portland approach.

I have a question for Ned Helme about the provision for
emergency response or crisis management events that we have
had to contend with in the past and that I think all of us
realize could recur if conditions were right.

Many of the states, of course, did go through very severe
energy emergencies. Is it your feeling that this experience
is somehow insufficient to motivate the states to act unilater-
ally to provide for contingency arrangements?

I think the problem is a problem of timing in terms of the
funding and that's why I alluded to the difficulties in the
phasing of this decision. I think, in fact, that many states
would rate the emergency preparedness part of their operation
high on the list of something they'd want to preserve. But as
a good example, when the Administration in March repealed the
existing allocation rules and repealed the state set aside
program which gave the states five percent of the fuel to
allocate and so on, a number of states lost their allocation
officers, immediately lost the authority and people left.
There was a real morale problem for the states in a number of
programs, not just this program. Where there's a perception
that this is all going to go away and nobody thinks it's impor-
tant anymore, you start to lose the top people and something
like that, dealing with emergencies is a function of a small
group of people who really know the business, know the industry
contracts, can get the fuel where they need to get it in an
emergency, understand the coal industry in the case of a coal
strike, that sort of thing. So it's really staff, it's people
that you're talking about and there's a problem in keeping
them when the money dries up essentially.

64



DR.

MR.

DR.

MR.

MR.

DR.

RIEGEL:

It's not a great cost, I'm not going to say it's $100
million to do that job but it is difficult to maintain that
funding and just as you know how complex it is here in terms
of the Federal budget, when once the cuts go through, it's
very hard to turn that around. It's the same situation at the
state level or the state legislature. Once they act on the
budget it's very hard to turn it around, if they assume that
they're going to have Federal money to pay for those people
and in many cases they do.

Thank you very much.

GLASSBERG: Just a minute, I want to ask another question.

RIEGEL:

Oh, yes. Go ahead.

GLASSBERG This is for Ned again. You mentioned that the state grant

HELME:

RIEGEL:

programs have been around for about six years now. Originally
they were intended to serve very specific purposes. It seems
that those purposes have either been served or there's been a
move away from those directions. Could you comment on how the
directions in which the program has moved in —- have they been
good directions, do they need to move in other directions that
they haven't moved in, could they --

I think they have been good directions and you're right,
they have moved. There are some programs that added things
like procurement and right turn on red, all those things that
have been done essentially. As I said earlier, it laid the
groundwork, the planning. They went out and they looked at
all the sectors where they could make conservation improve-
ments and I think what you find now is that states are focusing
their attention on pieces of that that have the bhest payoff,
the most cost-effective payoff.

Beyond that I think the renewables area is one that has
only been addressed by a small number of states. 1It's not
really part of SECP and EES currently and that's an area that
I think there's a lot of potential. And if we saw a shift from
the more stringent mandatory requirements to a broader mandate,
I think you'd see a lot more initiative in that area than you
have to date. So I think there are some new areas that haven't
been touched and it would help if Ilegislation allowed that
sort of activity to be pursued.

Okay. Thank you. David Moulton and Lewis Perelman are next
up.

These will be the final two morning witnesses. The agenda

calls for us to recess at noon for lunch and we will reconvene
again at 1:00 o'clock.

65



MR. MOULTON:

David Moulton is from the Energy Conservation Coalition.
Lewis Perelman from the Jet Propulsion Laboratory and we will
begin with Mr. Moulton.

Thank you. I am a Policy Director of the Energy Conserva-
tion Coalition which is an wumbrella nonpartisan, nonprofit
alliance of public interest organizations, formed to publicize
and promote energy conservation. The organizations serving on
its Board represent over six million members, making the coali-
tion the nation's largest organization dedicated solely to
increasing energy efficiency.

The members include the Federation of American Scientists,
the Environmental Policy Institute, the National Consumers
League, the National Wildlife Federation, the Union of Concerned
Scientists, the Environmental Defense Fund and National Con-
sumer Law Center and Natural Resources Defense Council, National
Audubon Society, Friends of the Earth, Solar Lobby, Conservation
Foundation, League of Women Voters, Conservation Foundation of
New England and the Sierra Club.

The Energy Conservation Coalition (ECC) appreciates this op~
portunity to address this nation's "adequacy of attention to en-
ergy conservation methods"” in accordance with Section 11 of the
Federal Nonnuclear Energy Research and Development Act of 1974.
The Coalition believes that this subject is critical not only to
our energy future, but also to the economic well-being and na-
tional security of our country. Few issues rival energy in its
fundamental relevance to the success or failure of both domestic
and foreign policy. And few solutions to our current energy
problem are as promising as energy conservation.

Since the Arab oil embargo of 1973, great strides have been
made toward recognizing the special role that efficient energy
use can play in our society. A series of comprehensive analy-
ses of national energy demand has been made, which almost uni-
formly emphasize that reducing energy waste offers the best
near~term option for achieving a reduction in oil imports at a
reasonable cost, a reasonable speed, and with reasonable cer-
tainty in this decade.l/ Moreover, energy conservation will
remain a critical energy "source for the foreseeable future.

For purposes of this hearing, we have assumed that the
value of energy conservation is undisputed. We are asking whe-
ther we as a nation are taking adequate steps to achieve energy
conservation.

lile Energy Conservation Coalition believes that current at-
tention to energy conservation methods is woefully inadequate.

The Administration has severely reduced federal energy con-
servation programs on the premise that rising energy costs will
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encourage all the conservation we need. This reflects a danger-
ous and unjustified complacency with the status quo.

Our foreign oil imports averaged around six million barrels
per day for the first five months of 198l. It is true that this
is the lowest level of imports since 1975, and represents a con-—
siderable achievement relative to the most recent past. But more
importantly,it is the same level that we were importing in 1973
when the Arab oil embargo hit our economy like a shock-wave,
causing double—-digit inflation and the worst recession since
World War II. A recent report of the Senate Energy Committee on
world oil politics concluded that "(a) major oil supply inter-

ruption appears to be inevitable within the next decade. "2

This fact alone dictates a strong federal interest in the
pace of energy conservation in this country.

Instead, the Administration rejects any responsibility for
the level of o0il imports or the pace of energy conservation.
It appears to be sleeping on the so-called "glut” —- the tempo-
rary condition of oversupply that has prevented rapid energy
inflation during the Iran-Iraq war. This "glut” is due in part
to the strong national commitment to energy conservation that
previous administrations have espoused. But it can be wiped out
in a matter of weeks by a single member of OPEC -- Saudi Arabia.

The Energy Conservation Coalition believes that at least
three steps must be taken before the federal energy conserva-

tion program can be considered "adequate™.

RECOMMENDATION #1: SET MEANINGFUL GOALS AND PRIORITIES

First, the Administration must develop meaningful goals and
priorities for energy conservation before decisions can be made
on a rational and consistent basis.

Even the previous Administration failed to take that step.
Last year, for example, the Office of Technology Assessment
harshly criticized the conservation program for lacking any
meaningful goals or priorities.é. Similar criticisms have been
voiced repeatedly by the General Accounting Office. Most re-
cently, in a June 17 letter to the energy committees of Congress,
GAO wrote that "major decisions on the Federal Government's role
in fostering energy conservation continue to be made without a
clear understanding of energy conservation's contribution in
resolving national energy problems in a timely manner. "%

The basis of these criticisms is fundamental: unless the
government sets meaningful goals and priorities, it has no means
for determining the relative value of alternative energy con-
servation methods. Programs will be stopped, started and sty-
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mied haphazardly, without regard to need. Tax dollars will be
misallocated and wasted for lack of focus and direction.

To its c¢redit, the previous Administration responded to
the past criticism by initiating a hbroad analysis of the poten-—
tial for energy conservation by the year 2000. Begun in July
1979, under the direction of DOE and the Solar Energy Research
Institute (SERI), this 18-month study reviewed each sector of
energy end use and attempted to quantify the amount of energy
that could be saved by the year 2000 using strict economic prin-
ciples and assuming a strong growth-oriented full-employment
economy .

The SERI report concluded that we could actually reduce
current energy consumption by over 20 percent by the year 2000
without sacrificing other national goals. Fnd use demand in
that year would be 33 percent less than under current policy.
The potential for each sector is shown on the Table 1 on the
following page.

As the report 1indicates, these are goals, not forecasts.
But as 1indicators of the potential for energy conservation
that is realistically achievable, these goals can serve as a
benchmark against which to measure progress in energy conserva-
tion. When one considers that renewable energy sources, accord-
ing to the report, could contribute another 12 to 22 quads by
the year 2000, it is clear that an enormous opportunity exists
to gain control over our energy future.

The Reagan Administration took office as this study was
completed. Unfortunately, the new Administration has failed to
adopt meaningful goals and priorities. This is true not only
of its energy conservation program, but of 1its entire energy
program. Officially, 1its policy is to shun setting any goals
or targets, and to reject any federal involvement 1in leading
the nation towards more efficient energy use.z Moreover, it
suggests that decisions about energy conservation will be made
outside a comprehensive framework and without serious analysis.

The goals laid out in the SERI report were not accepted,
and no attempt has been made to replace them. This reaction
to the most thorough review of energy conservation potential
to date does not augur well for energy conservation.

RECOMMENDATION #2: ADDRESS MARKET BARRIERS

Second, the Administration must devote attention to identi-
fying the limits of market forces to encourage energy conserva-
tion. Without a thorough understanding of the barriers to ener-
gy conservation, the Administration is not in a position to de-
cide whether existing programs are properly focussed to address
real problems.
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Residential Buildings
Commercial Buildings
Industry

Agriculture

Personal Transportation

Freight Transportation
TOTAL

l/without 50¢ gas tax

END-USE ENERGY DEMAND POTENTIALS

Year 2000
Economic Potential v,
1977 Baseline Potential Baseline
{QUADS) {QUADS) (QUADS) {PERCENT)
16.2 21.95 11.06 -50
10.4 13.30 7.26 -45
29.1 39.70 29.40 -26
1.6 2.18 1.7 -22
15.1 13.26 7.6 ~-11.4Y -14 - -42
4.3 7.2 - 8.7 5.7 - 6.0 -17 ~ =34
76.7 97.59-99.09 61.91 —-66.01 -32 ~ -38

Source: Repoxt on Building A Sustainable Future, prepared by the Solar Enexgy Research

Institute, reprinted by Committee on Energy and Commerce, U.S. House of Representatives,
Committee Print 97-K, April, 1981, pp. xxvii, 3, 81, 124,

Table 1



Consumers and businesses require extremely high rates of
return on energy efficiency investments -— much higher than
seems rational to an economist. In a recent review done by
Robert Williams of Princetoné/ the evidence revealed:

—-In an analysis done by the National Association of Home-
builders, homeowners applied discount rates from 20 per-
cent to 150 percent on energy efficiency investments.

-=In an analysis done by Oak Ridge National Lahoratory,
median households applied a 47 percent discount rate on
energy efficiency investments.

--In an analysis done on room air conditioners, the dis-
count rate averaged from 15 to 25 percent, and rose to
89 percent for poor households.

—Volkswagen will only make fuel efficiency investments
for new cars that correspond to a 52 percent discount
rate for the owner.

—-Data from the SERI report indicates that commercial build-
ing owners apply a discount rate of 65 percent or more to
energy efficiency investments.

——Industrial investment standards imply discount rates of
40-110 percent.

If the market were working 'properly", these discount rates
would be much lower and economic waste would he avoided. If we
pursue policies that do not address this problem, we are miss-—
ing enormous cost-effective opportunities to bring our energy
future under control.

Other evidence of the degree to which the real world falls
short of the perfect market can be gleaned from tax data on the
residential energy credit. Despite sharply rising oil and gas
prices from 1977-1979, the data shows a decline of 8 percent in
investment in energy conservation per capita.’l

Similarly, recent data prepared by the Carrier Corporation
indicates that from 1979-1980, despite rapidly rising electri-
city prices, the efficiency of central air-conditioners actu-
ally declined naticnally after eliminating data on California
sales (where mandatory state standards have been adopted).
Central air-conditioners are purchased with little regard with
little regard for the preference of individual consumers be-
cause they are usually "contractor—installed" before the con-
sumer buys a house. The dominating factor 1is the contractor’s
desire to minimize first cost, not to minimize the life-cycle
cost.
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A useful summary of these 1imperfections with respect to
appliances was given in 1977 by former Congressman David Stock-
man (now Director of the Office of Management and Budget) in
his additional views to the House report on the National Energy
Act:

There is some reason to doubt that market forces alone will
bring about the needed shift to more efficient appliances.
Numerous witnesses appearing before the subcommittee testi-
fied that the average consumer looks for a payback from
higher purchase prices within 3 years. In the case of an
appliance with a useful life of 10 years, this short pay-
back horizon severely limits the amount of higher purchase
price the consumer will accept in choosing a more efficient
product over a cheaper, less efficient product. A second
reason to doubt the efficacy of higher electric prices in
changing consumer appliance buying habits is the lack of
information that would enable consumers to judge the rela-
tive efficiency of competing products, as well as a wide-
spread lack of understanding of the 1little information
that is available. A third reason that would support a
regulatory approach is that the appliances in many new re-—
sidential units are not purchased by the user, but are pur-
chased by the builder, who will continue to seek appliances
with the lowest initial cost without regard to increasing
electric rates.

In the face of these factors inhibiting the operatiom
of market forces in the consumer appliance sector, a regu-
latory program designed to impose life-cycle cost purchas-
ing on the consumer appears justifiedh§

Some of these imperfections are institutional, some are
informational, and some are economic. The Energy Conservation
Coalition believes that all these imperfections are part of the
energy market, and result in significantly less investment in
energy efficiency than economic theory would predict. A recent
DOE report calculated that the American economy is $100 billion
behind what economic models predict should have occurred in
energy efficiency investment in buildings through 1979.9/  pro-
fessor Arthur Rosenfeld of Lawrence Berkeley Laboratory has
translated this sluggish conservation of 6 to 17 years in gas-—
heated houses and 14 to 25 years in electrically heated houses.
(See following pages, Tables 2 and 3) Paul MacAvoy made the
same point on a broader scale in a recent New York Times article
when he wrote:

"The demand side of the world oil market is dominated by
conditions that stubbornly refuse to surrender to the
conservation ethic, or to the urgings for new energy-effi-
cient technology. Increases in price reduce demand, but
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only with a five-to-ten-year lag, and only by 30 percent
as much as any percentage price increase.’'

In addition to these market imperfections, an adequate en-
ergy conservation policy must explicitly address two other
problems which bear on the ability of the market to realize our
conservation potential -- socfal equity and basic research.

Equity: Energy is a necessity. Its use can be curtailed only
so far before cuthacks threaten the health of consumers and
businesses. Much of the potentfal for energy conservation will
never be captured unless consumers possess the means and knowl-
edge to invest in additional efficiency once outright waste has
been curtailed. This requires capital and reliable information
which individuals and small businesses often lack. Low—income
families are particularly incapable of responding to higher
prices by investing in energy efficiency. Their only choice
is to reduce their standard of living unless programs are avail-
able to make energy efficiency investment financially practical.
I think Marty Klepper very adequately addressed the issue of the
kinds of barriers that prevent what appear to be very economic
investments from actually occurring 1in the marketplace.

Research: Basic research in the field of energy conservation is
a particularly peculiar problem, especially in buildings. The
building industry is highly decentralized and fragmented and has
little ability to support research and development. It is un-—
likely that Federally sponsored research aimed at understanding
the flow of energy through a building or quantifying and miti-
gating problems of indoor air pollution will ever be undertaken
by private companies when funds are cut by this Administration.
Yet, unless we have a thorough understanding of those prohlems,
much investment in energy conservation will be wasted.

The Energy Conservation Coalition believes that to be ade-
quate, the energy conservation program must recognize that the
free market contains these imperfections and that decisions to
eliminate or expand existing programs should he made, in part,
according to whether they increase or reduce these imperfec-
tions.

RECOMMENDATION #3: ACKNOWLEDGE NATIONAL INTEREST IN ACHIEVING
CONSERVATION BEYOND MARKET LEVEL

Third, the Administration’s energy conservation program in-
adequately accounts for the value to the nation of reducing oil
imports.

The impact of embargos, or threats of embargos, on our
national security justifies national energy conservation goals
that exceed what 1is economically justifiable for the indivi-
dual consumer. This Issue was explored in last year’s Section
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11 hearings and report. The concept 1is as valid today as it
was a year ago. Implicit in this recommendation is the premise
that despite the o0il import reductions we have experienced in
1980~81, 6.0 million barrels of oil per day (over a third of it
from the Middle East) is a dangerous and undesirable level of
imports and should not be tolerated.

The recommendations above are offered as the necessary pre-
requisites of rational decision-making in energy conservation.
To summarize, they include:

1) setting meaningful goals and priorities;

2) ddentifying market imperfections and 1inequities;

3) recognizing the value of oil import reductions beyond
what the market can accomplish alone.

Current energy conservation policy has been made without
reference to this fundamental framework. The President’s bud-
get eliminates, almost without comment:

—--Residential Conservation Service

~-Commercial and Apartment Conservation Service

~-Building Energy Performance Standards (both mandatory and
voluntary)

~--Residential Energy Efficiency Program (demonstration of
innovative delivery systems)

~—Appliance Efficiency Standards

--Small Business program

-—Consumer Products program

--Analysis and Technical Transfer

~-Emergency Building Temperature Restrictions
—-Industrial Efficiency Program
~-Transportation Systems Utilization
——Appropriate Technology

—--State and Local Programs, iacluding

*Schools and Hospitals (originally cut by 50 percent,
later in Reconciliation, by 100 percent)
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*State energy offices
*Weatherization
*Emergency planning
*Fnergy Extension Service
--The Solar and Energy Conservation Bank

The federal energy conservation budget would be cut hy the
Administration from $999 million to $199 million--80 percent.ll

Other then to assert generally that tax credits and higher
energy prices will pick up where these programs are eliminated,
the Administration has not offered even the most rudimentary
cost-benefit analysis of these radical cuts.

With regard to the residnetial tax credit, the Energy Con-
servation Coalition helieves that this is an important but in-
sufficient stimulus to increased energy conservation. It is
insufficient because as a practical matter, the credit is use-
ful to too narrow a segment of the American public. Recent
tax data show that the wealthiest 25 percent of America’s in-
dividual taxpayers claimed over 65 percent of the total claimed
in both 1978 and 1979.12/ Eighty million owners and tenants
are eligible and yet only 4.9 million taxpavers used the cre-
dit last year. It is not an attractive program unless the tax-—
payer 1) is a homeowner, not a renter; 2) can afford the en-
tire up~front capital investment; 3) can afford to wait for a
period of months to claim the benefit of the credit; 4) is in
an income bracket high enough to create tax 1liability; and
5) has information on the availahility of the credit.

An adequate energy conservation progran must make energy
efficiency investment a realistic opportunity for all Ameri-
cans. Programs designed to supplement the tax credit include
the low-income weatherization program at DOE and the Solar
Energy and Energy Conservation Bank at HUD. These programs
have been specifically designed to reach the majority of Amer-
icans who have not been able to take advantage of the tax cre-
dit. The weatherization program appears to be particularly
cost-effective, saving an average of 26 percent of the energy
in each weatherized house at a cost far below the cost of
heating fuelulgi I believe Mark Cooper earlier today addressed
the findings of his study from which my data was taken. Yet,
the Administration has proposed eliminating funding for both
programs.

Internal DOE documents provide evidence that many other pro-
grams slated for elimination may be cost-effective. In a March
3, 1981 DOE memorandum assessing the cost—effectiveness of pro-
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grams within the jurisdiction of Buildings and Community Systems
at DOE, it was estimated that the cost per barrel of energy
saved from 1980-2000 was as follows:

Voluntary BEPS

Buildings Conservation (RCS)
Appliance Standards
Consumer Products

Analysis & Tech Transfer
Community Systems

Small Business

Ly U A
AP W W NWm

If these programs were maintained, cumulative energy savings
would reach 53 quads by the year 2000, at an average cost of
less than $10 per barrel. (See on the following page, the DOE
memorandum dated March 3, 1981, "Effects of Rescission and Bud-
get Cuts on the BCS Portfolio.")

Similarly, careful analysis of DOE's industrial conserva-
tion program shows that eliminating that program would eliminate
an estimated annual savings of 9 quads. (See Tables 4, 5 and 6)

There is no evidence that decision—-makers at DOE have made
any attempt to refute these documents, or to incorporate them
into their decisions.

These documents are exactly the kind of analysis that the
Energy Conservation Coalition would expect to be undertaken in
a rational decision process. But they apparently are not being
used. Nowhere has this Administration explained why achieving
these savings at such bargain prices is undesirable for the
nation.

Finally, the Administration has made no attempt to target
its energy budget cuts on those programs which the market could
conceivably absorb. For example, one of the healthiest, most
prosperous sectors of today's economy is the oil and gas sector.
In an era of fiscal austerity, subsidies and incentives to that
industry could be eliminated with the least adverse impact on
national goals. Yet the Administration has left virtually un-—
touched an estimated $5 billion in o0il and gas tax subsidies
which alone account for half the $10 billion in energy supply
expenditures in the federal budget. (See Table 7). In con-
trast, the Administration is cutting energy conservation pro-
grams which were designed specifically to address the problems
that the market does not adequately address.
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UNITED STATES DEPARTMENT OF ENERGY

DATE: March 3, 1981
SUBJECT: Effects of Rescission and Budget Cuts on the BCS Portfolio

Energy savings estimates and the cost of saving one barrel of oil equiv-
alent have been estimated for BCS program elements. These estimates have
been made under the assumption of 1007 funding, 50% reduction in funding,
and 1007 reduction of funding. These estimates were derived using the
ORNL and Threshold Models and divisional {fnputs on project priorities
under budget reduction scenarios.

Compared with the ORNL’s models used last year, the models have been im-
proved by 1) modifying the manner in which the efficiency of new build-
ings is calculated, 2) the appliances are retired, and 3) by updating
most cost efficiency curves. The model still assumes, however, that if
a level of efficient products/structures are demanded, industrv will sup-
ply what is demanded. Last year, no models were used directly to esti-
nate the energy demand reduction resulting from Community Systems acti-
vities. This year the potential for savings was identified through the
BNL Reference FEnergy Systems model and the Systems Analysis Branch case
analysis. BNL District Heating model inputs and Community Systems per-
sonnel inputs were also used this year to estimate energy savings for the
division. Of course, a new and higher set of energy price projections
were used in all model runs. '

The results show significant differences between the 1980 and 1981 esti-
mates of energy savings and associated costs per barrel of savings.
Cumulative energy savings are lower for three programs, while they are
augmented in the remaining four. In general, the cost per barrel of
energy savings 1s substantially lower than indicated by last year’s es-—
timates.

The reduction In the dollars per barrel reflects the improvements in the
models. These improvements, coupled with the higher energy price streams,
have resulted in lower energy demand in the base case. This has made the
change in energy demand smaller and at the same time has made the change
in private investment proportionately smaller.

The table below shows last year’s estimates in savings and $/BRL compared
with the full funding case of this year.
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United States Department of Energy
March 3, 1981 Memorandum (continued)

1980 1981
ESTIMATES ESTIMATES

PROGRAM ELEMENTS Quads $/BBL Quads $/BBL

Building Systems 41.6 7.40 14.8 3.75

Buildings Conservation 7.8 24,25 10.2 17.20
Services

Appliance Standards 16.2 9.62 10.9 2.67

Technology and Consumer 7.4 1.88 4.3 3.78
Products

Analysis and Technology 12.6 6.09 15.0 3.06
Transfer

Community Systems 6.3 7.48 10.0 15.93

Small Business 1.4 10.38 5.5 5.50

Attached are Tables 4, 5 and 6 showing levels of funding and the energy
saving estimates (based on normalized Threshold Runs) for the projects
deleted for a 50% reduction. Note also that some energy savings will
occur due to past and current BCS activities even if BCS is "zeroed"” out.

SPECIFIC 1IMPACTS OF FY 1981 RESCISSION AND ZERO BUDGET IN FY 1982
Industrial Energy Conservation

The Reagan budget of $43 million in FY 1981 and $0 in FY 1982 prompted a
recent detailed analysis and replanning of the Industrial Program in both
years. The analysis was based strictly on the assumption that $43.0 mil-
lion is the only future funding for the program with FY 1982 and subse-
quent years without additional authority.

As required by prudency, some efforts previously planned for FY 1981 were
not begun in order to fund efforts through completion. Costs were esti-
mated for close out of projects also. These costs would be within the
$43.0 million of FY 1981 funding.

The specific project impacts have been listed in two categories: those
which will be closed out after significant investment but prior to com-
pletion of all objectives, and those identified opportunities which will
not be started. The following tables summarize the projects in these two
categories.
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ENERUY SAVING3 PROJECTIONS FOR BUILDINGS AND COHMUNITY BYSTEWS
BY PROGRAM ELEMENT; BAJIC BUDGET

cost

(Bi12jons of 1980 §

Y01

(1 1] PARY  EXPEN

1963

Q HHE  WNBOE

1990

Q hHa  HHOOL

1995

Q B WHBOE

2000

qQ HH8  HHBOE

CUMULATIVE TOTAL
1980 -~ 2000 /8
TOT  ACTUAL OIL
QuUADS OIL EQulY
L]

Building Systems
(RDEPS)

0.23) 9.3 9.56

0.1 N.12 25.8

0.31 7.92 63.6

0.85 1D.AN 77.0

0.57 11.8% 98.08

18,8 100.6 2545.6 13.7%

Dullding Systems
(Yoluntary BEPY)

.23} 7.3 1.1

.09 2.57 15,3

0.23 2.57 3.6

0.27 3.8 A6.8

0.35 .07 60.2

9.0 87.0 15%8.0 35.00

Motiding Conser-

vation 3ervices

0.326 29.0 30.1)

0.35 9.5% 60,2

0.5 18,3 B6.0

0.5 W5 86.0

0.5 1.5 86.0

10.2 368.3 17548 17.2

Applisnce
Standesrds

0.050 N.96 5.01

0.0} V.0 5.2

0.3 6.3 SLué

0.83 8.82 7N0

0.A7 0.9% §0.8

10.9 1019 18708 2,87

Teohnology end

Consumer Products

0.200 2.60 2.80

0.2 5.83 20.6

0.12 3.85 20.¢6

0.1 s5.81 17.2

0.4 5.80 17.2

8.3 173.7 739.6 1.8

Analysls and

Jechnology Tranaler

0.089 7.85 1.9

0.12 8.6  20.6

0.3 10.2 516

0.8 186 75.7

0.56 19.1 96.3

19.0 4218 2580.0 3.06

Community Systems

093 1.2 1.0

0.0 0.0 0.0

33 11,35 56,76

<33 11.35 56.7

<33 11,35 56.7

10,00 255.0 1720.0 15.9)}

Smsll Buainess

009 5.48 35.19

0.28 2.6 M2

0.28 2.6 8.2

0.28 2.6 8.2

0.20 2.6 8.2

5.5 1088 988.0 5.5

TOTAL BC3

0.96 86.92 a7.A8

0.87 20.16 149.7

1.88 85,59 316,48

2.08 50.21 350.96

2,20 52,18 378.90

53.5 1133.0 9210.6 9.5V

v

Table 4



PROJECTS ~ZLOSED CUI FRIOR TO COMPLETION

($000)
. ESTIMATED
INVESDENT COST TO ANNUAL
WASTE EINTRGY PIDUCTION TO DATE COMPLETE SAVINGS (CUADS)
Reradiant Recuperator § 2,322 $ 700 .15
r Fuel Ratio Coutrollexr 766 300 .12
Oxygen Enrichment 845 100 .20
Large Passage Ceranic Recuperator 835 1,400 .12
water-To=-Water HEeat Pump 400 3,000 .10
HiCOP Jeat Pup 3,325 340 .30
Wasts 0il Urilizatviem 3,500 1,000 .16
Waste Tired 3rick Kiln 797 1,000 .50
Liquid Fuel Prom Waste Reasearch 671 500 .50
Inergy 7rom Waste Water 461 1,500 .07
SUSTO0TAL - WASTE ENZRGY REDUCTION $13,832 $ 9,840 2.22
INDUSTRIAL PROCZSS =FTiCIENCY
Coal In Alumimm Remelt $ 3,740 $ 3,000 .03
Glass Pellet Preheat 600 2,750 .06
Direct Reduction Of Alumimm 4,155 7,500 .70
Inertc Anode 820 4,000 .20
Alemigum Cathode o 2,400 1,500 .20
Bot Inspection/Steel 2,568 1,072 .30
Freeze Concentration 876 5,000 .05
Toam Processing €58 860 .05
Chemical Separatiom - Crirsical Fluid 981 3,000 .40
Seasor Developzent 6758 1,025 .15
Znergy Recovery - Dryers 270 736 .06
Cutting Tool Coatings 31 a3 .01
SUBTOTAL -~ INDUSTRIAL PROCESS EISTICIENCY $17,574 $30,526 2.2
COGENZRATION
Simgle Stage QRC $ 2,038 $ 300 —
Coal Fired Brayton Cycle 1,775 8,000 .25
Steam Diesel 588 30,000 .60
Subatmospheric Zrayton 3,117 2,000 ——
SUBTOTAL - CCGEXFRATION $ 7,522 $40,300° .85
TOTAL - PROJECTS STOPPEID 3ETORE COMELEITION §39,028 $80,666 5.28
Table 5
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PROJECTS WHICH WILL NOT BE STARTED

WASTE TNERGY RIDUCTION

Fluidie Temperature Semsor
Discrict Beating Recuperator
BiPhase Copcentrator
Slagging Burmer

Chenical Beat 2ump

Wood Fired Lunmber Dryer
Mobile Tire Pyrolysis
Comzinution And Blastirg
Liquid Tuel Trom Waste Pilot

Tluidized 3ed Waste Eeat Beiler (1 Projecr)
Zigh Texmperature Burner Duct Recuperator (1 Project)

SUBTOTAL - WASTZ EINZRGY REDUCTION

INDUSTRIAL PROCESS EFTICIENCY

ESTIMATED
POTZNTL
ANNTAL
SAVINGS (QUADS)

Cement Particle Size Control

Coka Pellst Process

Formeoke Process

Advanced Copper Smelring
Bydropyrolysis - Chemical 3urning
Efficient Motor Development
Computer Controls = Manufacturing
Advanced Catalytic Reactor
Methane Trazsport

Dessicant Lupber Drying

New Pulp Process .

EInergy Incegrated Far=s (3 Projects)
Citrus Process Developmen:t
Mechanical Vapor Recompression
Energy Comservation Meat And Dairy
Crop Drying System Demcmstratiom
Vegetable Oil Contimuous Process

SUBTOTAL - INDUSTRIAL PRCCZISS EFTICTENCT

COGENERATION

Brayton Topping System (2 Projects)
large 3cttoming Cycle
Theraionic Topping

SUBTOTAL - COGENERATION

IMPLEMENTATION AND DEPLONMENT

EADC (10 Universities)
Industrial Workshops
Technology Izplementation Programs

SUBTOTAL - DMPLIMENTATION AND DEFPLOTMGENT

TOTAL ~ PROJECTS WEICE WILL NCT BE STARTED

Table 6
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COMPARATIVE TABLE OF
TAX EXPENDITURES AND BUDGET OUTLAYS
IN THE
FEDERAL ENERGY BUDGET

Focal yexr
1580 1981 i 1982
Energy: - - -
Conservation:
Tax expenditures (outlay equivaient) 720 828 89§
Qutiays 570 750 1.063
Tatal 1,290 1,575 1,960
Tax expenditures as a percent of otal .. 559 523 45.7
Suopty:
Tax expenditures (cutiay equrvaient) oo 1718 9,520 10,873
Outiays. 4,575 5,725 6,235
Totat 12.290 18.245 17,110
Tax expenditures 25 a percent of tota 62.3 §2.4 83.6
Totat:
Tax expencitures (outlay equvalent) oo — | 8,435 10,345 11,770
Outlays. 5,140 §.480 | 7,300
Total 13,575 16,825 | 13.070
Tax expenditures as 3 percent of tomal ... f21 8l.5 1.7

S aeiicn or exs Al esaies Xawe desm ramoed D D newrest $S moeon
Mot Detas sy st Xd © IO G '3 rOEOeE.

Source: Special Analysis, Budget of the United States
Government, Piscal Year 1982, Uffice of Management
and Budget, Table G-3, p. 236.

Table 7
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The severe market distortions condoned by our government reflect a deeply-—
rooted system of subsidies and tax advantages that contine to work against
energy conservation.

Similarly, the Administration's budget favors nuclear power, an energy

source which has only a marginal impact on our basic problem -- liquid
fuels. The Administration has proposed increasing the nuclear fission
budget by $337 million in FY 82 -- 40 percent higher than the Carter

budget. Clearly, as long as the Administration continues to protect
supply options from the marketplace, it cannot cut the conservation
budget on the grounds that the marketplace should control demand.
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DR. RIEGEL: All right. Thank you very much. Lewis Perelman, from the
Jet Propulsion Laboratory will speak now and then we'll go to
questions.

DR. PERELMAN: Thank you. Let me begin with a disclaimer that my comments
here today are purely personal and do not represent official
views of either the Jet Propulsion Laboratory, Cal Tech, NASA,
DOE or anybody else that I'm aware of.,

Last year, in its Section 11 review, the EPA paid particu-
lar attention to the problem of the evaluation of conservation
and solar energy programs carried out by the Department of
Energy. I was one of the people who participated in that
review; 1 thought it would be useful to follow up on that
investigation and report some of the things that have happened
in the year since and what's going on now.

By way of background, I should mention that EPA's interest
in evaluation of these programs was consistent with the concern
expressed by other Federal agencies such as the Office of
Technology Assessment, the General Accounting Office and Office
of Management and Budget, that a number of programs in the
Department of Energy, including conservation and solar programs,
had not been producing information sufficlent to evaluate or
judge the performance and productivity of those programs.

Also, of course, part of the law which established the
Department of Energy included a title, Title X, the so-called
"sunset"” provision which required a comprehensive review of
all Department of Energy programs to be performed, leading to
a report from the President to the Congress on January 15th of
1982. Therefore, this year the process of developing that
report has been implemented.

My own involvement in this area was initiated approximately
three and a half years ago when I was on the staff of the
Solar Energy Research Institute, where I had responsibilities
in the Program Evaluation Branch for developing methods to
evaluate solar energy programs for the Federal Government.

Later, I went to the Jet Propulsion Laboratory where I've
been working on several solar energy and conservation programs
for the Department of Energy. Last year 1 was asked to parti-
cipate in the EPA review as an expert of sorts on evaluation.
Partly as a result of that review, Mike Power's office at DOE
initiated some efforts to plan more systematic evaluations of
these programs. I was asked as a representative of JPL to
work for the Office of what was then called Solar Applications
for Buildings, within the Conservataion and Solar Division of
DOE, to help them in cooperation with Mike's office to develop
specific plans for an evaluation process.
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I've been working in DOE headquarters since January of
this year on this problem. Along the line in the last several
months, our efforts in planning overall evaluation rather
quickly turned to the immediate problem of develolping a re-
sponse for the sunset provision of the DOE Act, and this has
occupied most of our attention for the last several months.

I want to talk today -- evidently rather briefly -- both
about what has been going on in the development of the sunset
response, and more generally about what we've been doing on pro-
gram evaluation, based on my personal view of those processes.

The sunset provisions were added as Title X of the DOE
Organization Act almost as an afterthought. A bill to estab-
lish a Federal government-wide sunset review process was pend-
ing in the Congress at the same time that the DOE Act was
passed. The provisions of that sunset bill -- which was called
S-2 in the 95th Congress —-- were taken essentially intact and
added to the DOE Act.

The key to the sunset concept, as it was developed ini-
tially in the State of Colorado (where I worked in the state
governments) and later in other state governments, was to make
major government departments, regulatory agencies, etc., sub-
ject to a periodic legislative review, to see whether they
needed to continue to exist. The concept of doing a sunset
review was that it should lead to a "go or no-go" decision by
the legislature: whether to reauthorize the existence of the
agency, or to abolish it, or to change its mission or level of
funding in some dramatic way. That decisive provision was
included originally in Title X of the DOE Act, but in the
conference committee it was removed. The procedures for carry-
ing out the sunset assessment work were retained, but the
ultimate decision -- the go no-go decision -- was removed.
So there's no contingency that anything has to happen as a
result of this sunset study being performed.

That's where this sunset task came from. It's significant,
perhaps, that the Senate ultimately decided not to pass 5-2 -—-
perhaps to some extent because expert witnesses who testified
indicated that the procedures called for could not really be
implemented in an effective way. Nevertheless, the Department
of Energy has this requirement to meet and we've been working
on satisfying it.

There are numerous problems in doing this. Overall, there's
a confused mandate from the Congress about exactly what it is
they want us to do. As I've mentioned, there is no specific
decision or outcome which is contingent upon the performance
of this sunset report.
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The ordering of the questions in the law itself is very
confusing and arbitrary. Specific questions are very ambiguous
and difficult to interpret. There's no request for environmen-
tal impact assessment though we assume that that was intended
and we're doing it anyway. One of the questions asks for the
impact for increases, decreases, or termination of funding of
major programs, and yet, with the reorientation of budget
priorities of the new Administration, it's been virtually
impossible to answer that question in any concrete way without
further guidance from the Congress about what they really want
to know.

And several questions ask for assessment of the economic,
health and other kinds of program impacts, but it's not clear
whether they want to know impacts that have happened in the
past or impacts that would happen in the future if programs
were continued under different scenarios.

So it's very difficult to answer these questions even with
information which already exists.

Also, I should note that there's no requirement in the
law for public participation in this sunset review process.
It seems kind of strange that the Congress should not want to
know how the Department of Energy, which has spent tens of
billions of dollars, has affected the public.

The implied 1intent of Title X was to evaluate the overall
performance of the Department of Energy over the 1last four
years, yet the law never required any actual evaluation process
to be implemented during that time which would have produced
the information to be reported in this review. It's virtually
impossible at this stage to go back and retrospectively create
that evaluation.

Also, as I've indicated but will emphasize again, there
is no real demand for the results of this study. The key
decisions about the future direction of the Department of
Energy are now being made, to some extent by OMB through its
budget planning processes, and to some extent by the Congress
itself through its response to the President's budget request
and its own deliberations on the budget. Significant changes
in the direction, character, levels of effort, and so forth
of the Department of Energy are now being made without any
information provided by the so-called sunset review.

It seems =2vident that by the time the sunset report is
available, many of the critical energy program decisions will

have become history. Also, the President —- or at least the
Administration through the Department of Energy's office in
charge of this study =- has made it clear that the sunset

report will not be used as an input to the President's deci-
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sions on either the abolition of the Department or any reor-
ganization that he may choose to implement. So again, there’s
no contingency to which this study is important.

The prospects for where this sunset review 1is 1likely to
lead don‘t seem to be terribly exciting. I think the Admini-
stration has been honest in attempting to meet the requirements
of the law. The staff that I've worked within the Department
of Energy have been making, I think, a quite earnest effort to
try to provide accurate and informative answers to the questions
that have been posed, given the great confusion about what we
really are supposed to do.

But the Administration does not seem to look at this
sunset review as an urgent input to any of its own decisions;
rather, it is simply trying to carry out a legal mandate.

Congress, on the other hand, also does not seem to have
any great requirements that they’re expecting to be met by
this assessment. As I said before, it’s not likely that there’s
going to be much real evaluation of DOE’s performance as a
result of this study, because in the past there hasn’t been
much evaluation performed that would provide that information.
So most of the information in this report is likely to be,
more or less, off-the-shelf information that has been reported
through hearings, program plans, and other documents, and that
has been seen before.

To a large exteunt, therefore, the sunset document will,
if anything, rationalize decisions which have already been
made, and simply describe what those decisions were, without
providing the sense of real alternatives that the Congress
presumably was looking for.

On the plus side, I think there has heen some conscious-
ness-raising as a result of this process. I think many DOE
program managers have become aware of the paucity of evaluation
that has existed over the last several years, and have been
confronted with their own inabildity at this point to document
what they have really accomplished, or what the problems of
their programs have been, in any thorough way.

Yet, on the other hand, the very vacuousness of the sunset
exercise, and the confusing aspects of it, to a large extent
have reduced morale and undermined enthusiasm for doing evalua-
tion in the future.

Overall, I would say this constitutes a lost opportunity
both for the executive branch and for the Congress. A large
number of person-years of effort and a large amount of money
are being invested in producing this sunset document. Tt
could be used to inform the decisions that the Congress is
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making, it could be used to help the President in his delibera-
tions about what the future of the Department should be, and
yet it isn't being applied in that manner.

In regard to program evaluation 1in general, our efforts
on evaluation planning have been curtailed by the intense
effort that's had to go into the sunset review. Starting with
last year's EPA review, the most significant progress in the
four years that I've been involved in the DOE solar program
has been made, under the direction of Mike Power's office, to
begin planning actual evaluation of DOE programs.

In my testimony that I submitted to EPA in writing 1last
year, I listed a number of barriers to making evaluation happen.
I'1]l simply say that all those barriers still exist. Some of
them have been intensified by the change in Administration.
Among the current barriers to any future development of evalua-
tion of energy programs is the fact that the budget process
has taken on a very different character from the way it has
been practiced in the past. This has made the real appli-
cation of evaluation information even less 1likely to occur
than in the past, when it was virtually unknown.

Second, as I've said the Title X process to some extent
has discouraged program managers from thinking that anybody
really wants to see evaluative information. And third, the
ultimate and most important observation is that the Congress
itself is not showing a genuine commitment to having programs
evaluated in an objective way, and to using that information
in its own decision making.

Also, for evaluation to take place, the same requirements
that I indicated last year still exist, and they are three.
One is that somebody at a high level, meaning on the executive
side or the Congressional side or both, has to make an explicit
commitment that evaluation not only will be done but will be
used by decision makers in making decisions. Second, there
has to be organizational responsibility assigned to somebody
to carry out evaluation on a full-time continuing basis. And
third, the resources necessary to do evaluation thoroughly
have to be provided. None of those requirements yet have been
or now are being satisfied.

Some recommendations I would make are, first of all and
perhaps primarily, that the Congress needs to take the lead in
this situation. Evaluation can be a valuable tool. It can be
a valuable part of creating a more coherent, effective, and
efficient national energy program, if the Congress will actually
use the information that is produced. So far the Congress has
not shown a real interest in doing that.
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Second, the Title X sunset review process is not irre-
trievably lost at this point. I think it still could be sal~
vaged as a useful activity if certain things were done. One
of these 1is that it would probably be necessary to defer the
reporting date of January 15, 1982 to some later time. There's
not enough time now to do the kind of thorough or trenchant
job that would contribute interesting information to decisions
that the Congress and the President want to make about the
Department of Energy.

The Congress is going to have to clarify its guidance, to
indicate exactly how this review is to be carried out. What
do the questions really mean? What does the Congress want to
know? There's too much ambiguity and uncertainty in the exist-—
ing guidance, and that really can't be resolved on the executive
side because we don't know what the Congress wants to hear.

Also, if there's going to be more than simply off-the-shelf
information provided, there's going to have to be funding
allocated to perform some fairly thorough analysis and evalua-
tion of both future options and past performance. Some re-
sources beyond what have already been allocated will have to
be invested to carry out those studies.

And finally, it will have to be demonstrated that some-
thing is contingent on the performance of the sunset review,
that some decision will rest on the outcome of the information
which is provided, if the review is not going to be simply a
hollow paper exercise.

I want to add a conclusion to respond to the overall
function of the EPA hearing. The more decentralized approach
to energy programs which the hearing document describes and
which the current Administration foresees not only in the
conservation area but perhaps also in renewable and other
energy programs, is demonstrated, for example, in the call for
a block-grant approach to funding. I personally think that in
many ways this is a promising alternative and a potentially
useful way to proceed. But evaluation would be the key to
making that strategy a successful one. If one is going to
have a large number of state and local programs carrying out
what in the past has been more highly centralized and more
focused at the Federal 1level, it's critical to have good,
reliable evaluation of those activities, for two reasons.

One is that, if there's Federal funding involved, the
Federal government has a right to know what is being done and
what's being accomplished with the money that it is dispensing.
Evaluation will be necessary to produce that information.

Second, and perhaps even more important, a large number
of diversified state and 1local programs -- 50, 100, 1000,
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DR. RIEGEL:

MR. POWER:

MR. MOULTON:

whatever —- are in effect 50 or 100 or 1000 program experiments
on how to achieve certain kinds of national energy objectives.
The value of that diversity is best captured by measuring and
documenting the experience of those programs, so that state
and local agencies can learn from each other's experience, and
so that the Federal government can understand how different
program strategies actually can be used to achieve the most
cost—effective results.

Evaluation is the key to making that kind of stragegy
successful, and for the reasons I've indicated earlier, we
are not now making any substantial progress toward establishing
a real energy program evaluation capacity.

Thank you. Questions and discussion?

Maybe I could ask David to elaborate a little bit on the
image that you have of a national conservation plan. Could
you elaborate on what that would look like if you had one,
what elements would it contain and to what level of depth and
specificity it would go?

Well, the criticism that T have voiced in the testimony
is based not so much on any particular plan that we have in
mind but on our concern that some effort be undertaken to
decide where we want to go.

Many of the decisions that are currently being made appear
to have no relationship to the overall effort that in the past
has been a national commitment to energy conservation. I
don't think the Administration's position is that energy conser-—
vation is no longer important. Secretary Edwards has frequently
said that he thinks it is important.

But we're trying to get some kind of a handle on what that
means in terms of where the Department thinks our nation should
be heading, whether there's some relationship between that
concern and our energy imports, whether there is some relation-
ship between that concern and the overall effort to hold down
energy inflation. The purpose of goal setting is not to set
up some sort of national energy plan but simply to have some
idea of where we're going so that as time goes by and evalua-
tions take place, we have some sense of whether we're making
progress. If we don't know where we want to go, we don't know
whether we're getting any closer from day to day. I know
there is evaluation going on at the Department of Energy. But
in public statements there is no relationship between the
results of those evaluations and what actually is decided in
national policy. The National Energy Plan, NEP 3 that is
about to be released by the Administration is an example.
What I've seen of it so far in draft form appears to be written
in a closed room somewhere without making any attempt to tie
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DR. RIEGEL:

in all the evidence that is available and that could make the
decision appear more rational.

As it is, it kind of floats free and everyone questions
whether it has any relationship to any kind of goals. That's
the problem. There's just a perception that there is no direc-
tion,

We are overtime, unfortunately, so I think we will conclude
with our thanks. We will reconvene again at 1:00 for the after-

noon session.

(Whereupon, at 12:13 p.m., the hearing adjourned for the noon
recess).
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DR. RIEGEL:

MR. PAULS:

I'd 1like to welcome the next three witnesses here this
afternoon. Randi Triant, from the New York Community Action
Program; Kim Boas from the City of Dayton in Ohio; and Robert
Pauls, the City of Carbondale in Tllinois.

We have a very long witness 1list this afternoon and 1'd
like to ask the participants to keep their remarks short. I
will remind you again that prepared statements will be looked
at very carefully as a part of the record in compiling our
report. To the extent that you can simply summarize the
prepared statement, it might expedite the discussion to follow.

So let's start with Robert Pauls from the City of Carbon-
dale.

Hi. My name is Robert Pauls., I am the Energy Coordinator
for the City of Carbondale, Illinois. It's nice to see some
of you again, back again this year. When T decided to come
here, I debated several strategies for a presentation to make
to this group. My initial tendency was to, at the risk of
offending my born—again solar/ conservation advocate friends,
toe the company line and preach the heavenly glory of the in-
surmountable opportunities of the Reagan Administration's
supply side economics.

You know what I mean by supply side economics: "Strength
through exhaustion, burn America first, no one ever conserved
their way to greatness, and you can't waste energy you can't
afford.”

Well, I decided I just couldn't do that. I couldn't preach
what I've come to call punk energy policy which rewrites his-
tory's great one liners to be amended now to read, "What's
that you say, the poor have no hread, well, let them eat block
grants -—-- the low regulation brand with 25 percent fewer
kilocalories.”

In foregoing the first strategy, I thought that maybe I
could go to Washington D. C., this time instead of cup in
hand, begging for administrative mercy, for fiscal reprieve,
bare my solar soul and confess to others' past mismanagement,
fraud and abuse of taxpayer dollars for hackneyed, Federal
energy conservation programs and solar demonstration programs,
L.I.E.A.P. largesse in income transfer payments to the util-
ities in the guise of welfare for the truly needy, and the
near invisible, like the so-called stealth bomber, emergency
energy contingency plans.
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After much thought and procrastination, I decided that
come hellish war over Mideast oil or high prices at home, I
just couldn't do that. I must in all conscience fight back
what I consider to be, in agreement with Dennis Hayes, "the
open war on solar energy” and conservation by the Secretary of
Energy — Edwards and the President. I cannot stand by and see
America's best energy hopes methodically destroyed by fission
and fusion fussbudgets and o0il oligarchies.

The Administration's attack on communities, their social
and economic fabric, will be fought on the homefront, in the
homes, businesses, cities and counties, and the fourth estate
of this country to counteract this new trend.

The war will be won in municipalities, such as my own,
Carbondale, where from one perspective we seem to be playing
right into the hands of the new Administration by doing our
own thing, doing what the feds couldn't do, make a transition
to a conservation and renewables based economy -- one based on
our design, our own money, and our own vision of a safe and
sane future.

In Carbondale, we are preparing quite possibly in Ayatollah
style, to sever the hand that has quite frankly fed us in the
past, that has given us lots of money, the hand that has given
us the so-called Federal free lunch.

A feasibility report on the creation of what we believe to
be a truly comprehensive municipal solar utility (or MSU) for
Carbondale has just been completed, some 280 pages of an energy
menu, and we are about to partake of it. It is presently
undergoing a fast - track internal review. (This report was
reviewed, but not included in the Transcript due to its length).

Our MSU model was created by the Shawnee Solar Project,
which is a non-for-profit corporation in the City of Carbondale
and with it, we are proposing a Community Energy Development
Fund comprising an innovative energy consumption tax, of all
things, and direct but not necessarily essential, contributions
from the local investor-owned utility (IOU). They will be
likely the prime sources in the short run, but we are anticipa-
ting a complex merging of other creative financing mechanisms
to meet the marketing needs of our community.
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With this capital pool, our MSU proposes to provide four
intertwined program measures: 1) an energy audit and quality
assurance program, not so new; 2) an expanded energy education
program, something we’ve been doing for five, six years; 3)
an MSU conservation loan fund; and 4) a renewahle energy pro-
duction capacity characterized by dispersed solar, hydro, and
cogeneration facilities.

If the federal menu of possible energy funds makes it out
of the Reagan kitchen, Carbondale will cautiously approach
these new greenbacks, this lunch, knowing full well that they
have more of a similarity to hors d‘ceuvres than a full lunch
—- finger sandwiches, if you will, that tend to reach out and
grasp communities and specify their destiny which may be in
conflict with what is really needed in that community.

The separate program measures we have for the MSU are not
all that unique in America. The different elements are in
existence in different communities in different forms. We
think ours is going to be a little bit different. Our skilled
energy auditors and combination '"loan-a-ranger" will prescribe
like a house doctor and sell conservation like a new car
salesman. Other staff will make loans like your Uncle Ray and
educate you like Mr. Wizard. Others will make this all possi-
ble, but mostly our own citizens.

We propose to do this all in a municipality of some 27,000
people situated in the heart of high sulfur coal country and
what I term nuclear madness. We shall force our own future.

It has been said that if the only tool you have is a hammer,
you perceive all of your problems as nails. Well, that was
maybe the occasion in Carbondale. We drove our first nail on
our city vehicle fleet gasoline allocations back in ‘74, and
things have changed considerably since then. We’ve used Feder-
al monies, state monies, where we can, hut we’ve done an awful
lot on our own too. Our new tool chest has swollen to where
we are no longer referred to as the Davis, California of the
Midwest. The recent comment, this week, in fact, was that
we’re becoming the Wall Street in conservation and solar crea-
tivity. We now wield hammers, pliers, wrenches, levers and an
array of acronyms: HUD, CDBG, IRGP, SECP, FES, RCS, INR,
cIPS, ICC, SIUC, STC, SFRI, DOE, FEPA, MASFC, GERPDC, NACT,
SRAP SCATGP, NSHCIC and others too numerous to nention. Least
of all we use DOE and most of all we use S.F.L.F..

The Carbondale Fnergy Division which has heen in existence
about a yvear and a half was created without outside funds in
mid-fiscal year, response which is absolutely unique for our
town. We did it in to unmitigated problems that either the
Federal or the state government could not handle or the market
place wouldn’t approach.
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As T said, energy initiatives began in ‘74. Since that
time, I could characterize energy in Carbondale as one long
evolutionary energy education project interspersed, interrupted
by 300 brief public pauses to catch our breath.

There have been that many workshops in Carbondale, 300 in
the last four years., Other communities are now considering
entry into the energy conservation and survival game are going
to have a much harder time at it than we have. They have some
of us to look for examples, but they are also faced with some
rather large problems.

In Carbondale, we’ve got things sort of, you know, gentle
and nice already. We have an Appropriate Technology Resource
Center run by that same not-for-profit group. We’ve done the
whole array of projects that everybody talks about: from
infrared thermography to promoting bicycling, recycling, gar-
dening, solar greenhousing, energy auditing, alcohol fuels,
solar this, solar that, low cost/no cost conservation, wind
power, cogeneration and energy impact assessments, the works.

Carbondale has adopted a comprehensive energy plan, gone
out and really tried to make right the concept of public parti-
pation and make sure that what we do is truly our mandate and
not something falsely touted by others, such as occurs in
this town.

Many groups in Carbondale and especially the government,
now educate on energy, cajole, plead, beg, borrow, and as a
measure of last resort, mandate. Carbondale now has an energy
efficiency building code in a state without one. City govern-
ment enters the court to argue for utility reform, to assist
other local units of government to ask at no charge to answer
the myriad of phone calls from cold, freezing widows and out-
raged students, a whole list of things.

Carbondale is really where it’s at now because of the
interest by its citizens as early as ‘74, some federal money
and unfailing support by its City Council on every single
energy measure that we have brought before it, and probably
it’s been most assisted by the non-existent or inconsistent
state and Federal energy policy.

My intent in all this rambling has not been to act as a
head of tourism for Carbondale and say, come on out there,
it’s all great. I‘ve just been trying to say that we’ve come
a long way because we’ve had a long time to do it. Other
communities are not in the same boat. The demise of conserva-
tion and solar funds on the Federal scene, I think, are disas~
trous.
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RIEGEL:

Other communities cannot do what we have done, even if
they wanted to. We can't progress that much farther if we're
continuously facing increasing escalating fuel prices, and
accelerated natural gas deregulation. On that subject alone,
we're expecting, if deregulation is accelerated, our current
$25 million capital export that we currently lose now for
energy payments is going to, quadruple, $100 million a year
from a town of 27,000. Removal of the alleged regulatory
burden referred to in the National Energy Plan, and this
possible four fold increase in gas costs are going to devastate
our economy.

It's going to do more than that. 1It's going to cloud a
myriad of social issues, stifle freedom, threaten our internal
security and make reality the essential question —-- shall I
heat or eat?

President Reagan's war policy on conservation and solar
really must crease. We must stop driving petropigs and living
in sieves. Price signals will work so poorly and make much
greater problems than exist under the threat of overregulation.
Coordinated efforts by all levels (and even we admitting that,
yes, we sometimes need the Feds,) will be necessary.

Without being too over dramatic and this may sound so, I
say given the choice, having made the most of my energy career
and the resources we have available to us, I choose as my last
lament, which I hope fervently the President shares, to not be
that from Anthony and Cleopatra, where Anthony utters upon
assessing his own bloody incompetence, "Not dead?” We don't
need that alternative.

The energy future is of our own making. The death throes
need not begin now. We have the potential in the hinterlands
to make the changes with or without the Federal government,
but it would sure help if we had them with us.

I have tried to make my remarks brief. T could go on for
six hours on municipal solar utility. I don't think that's
necessary unless you have questions.

Thank you very much. Before turning to Kim Boas, I'd like
to take advantage of a note I wrote myself this morning. The
first point is that at the morning session many of the witnes-
ses and panelists were very effective in making arguments
respecting conservation and its value and desirability now
and for the future.
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MR.

BOAS:

To the extent that it’s possible to step beyond points
relating to conservation alone to the appropriate Federal role
and actions in pursuing the wisest course, we would certainly
appreciate those kinds of suggestions during these hearings.

The second point, mostly for the benefit of the future
speakers this afternoon, is that my arithmetic tells me that
we have an average of seven minutes per speaker, and with that,
we’ll move on to Kim Boas from Dayton.

Although I am employed by the City of Dayton, I cannot
officially represent the City Government. My opinions are my
own and do not reflect the City of Dayton’s position in regard
to Federal conservation programs. I can speak only of my
experiences in working with the City of Dayton.

For the past four years I have been employed as Energy
Analyst for the City of Dayton, Ohio. I like to say that I am
the City’s Energy Program for I have worked with community
energy planning, community involvement and internal energy
management. My testimony concerns these three areas and the
Federal government’s role in these efforts.

Since 1978 the City of Dayton has been involved in the
Comprehensive Community Energy Management Program, a Department
of Energy program to provide local governments with the means
to develop energy plans to deal with local energy concerns.
It was this program which brought the City to hire me from its
General Fund - not the grant. So it can be said that without
a Federal involvement in local energy conservation that a
position such as mine with the City of Dayton would not have
been created.

This would have been a detriment to the City’s internal
energy effort, which through implementation of energy audit
recomnendations will save over $100,000 this year in five of
the City’s major facilities. Three of these buildings’ energy
audits are currently being considered for Federal matching
grants under the Title III program. Although Title IIT does
not offer much incentive for local government involvement, I
felt that recouping any amount of Federal grant money, no
matter how small, will help induce more interest on the part
of Department Directors and Division Superintendents to have
their facilities audited.

One concern I have with Title III, besides the lack of
Federal funds for local government energy conservation measures
implementation, is the poor timing in the notification of parti-
pants. Notice of impending deadlines always seems to appear
at the last minute, which constrains participation on my part.
Most local energy offices have small staffs and have other job
commitments in addition to filing grant applications and in
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many local energy offices the staff consists of, as in my posi-
tion, one person. Other people involved in Title III are main-
tenance staff and also have little time to deal with short dead-
lines. A consistently timed Title III Program would be valuahle
to all participants.

In addition to Title III and the CCEM Program, for the past
yvear, I have been assisting in the development of a community
involvement weatherization program with the local Community Ac-
tion Agency. This program, known as Project CASE or Community
Action Saves Energy, was created through the Department of
and developed in the ACTION Agency. It is a small-scale pro-
gram in Federal terms, but the local impact promises to be very
significant. Initial funding 1is from ACTION with additional
funds available through the Department of Energy’s Weatheriza-
tion Assistance Program. These Federal dollars will not only
launch the program but purchase weatherization kits for the
low-income and elderly participants. Because of the community
involvement aspect of this program, not only will volunteers
provide staffing and training, but the local business community
will be involved by supplying training materials and materials
for additional weatherization kits.

It is probably true that the small amount of money this
program needed from the Federal government might have been
raised locally, but again I believe it was the commitment of
the Federal government to its conservation program which made
the very concept possible. A great disservice will be done if
that visible commitment is removed.

I have addressed by viewpoint from the local level with
Federal conservation programs I have been involved with di-
rectly. I would like to combine my comments on the other con-
servation programs with the general questions addressed in the
Section 11 issue paper.

The Ohio state government’s Department of Fnergy is depen-—
dent upon Federal funds in addition to state monies for its
operation. The new austerity budget at the state level has no
funds for the Ohio Department of Energy and it is expected that
ODOE will be dismantled within a year. So in addressing the
first question on assuming new responsibilities, it can be seen
that the state is not interested in this new burden. Nor can
local governments such as the City of Dayton assume a role
even approximating the Federal or state role in conservation.
The activities of private and public organizations getting
priority pertain to increasing revenue. As a consequence, all
energy using sectors will be at a disadvantage simply because
increasing revenue will not equal the rise of operating costs
due to rising energy prices.
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DR. RIEGEL:

MS. TRIANT:

The situation (the Federal shift in conservation policy)
has not really congealed adequately for new initfatives and
opportunities to be noticed in the marketplace. It might be
that the Federal government’s role in this transition period
should be to act as an information source on potential oppor-
tunities opening in the marketplace for conservation-related
businesses to develop.

In the evaluation of the Federal government’s new energy
policies and programs, it might be wise to prove its point of
conservation as a function of the marketplace. This might be
done by comparing past programs, the level of conservation
achieved and program costs with the new programs and their
conservation and cost levels.

I would like to thank the FEnvironmental Protection Agency
for its invitation to participate in the Section 11 Public
Hearings. I appreciate their interest in my efforts and my
opinions on energy conservation.

Thank you. Our last witness before turning to questions
and discussion is Randi Triant.

Good afternoon, my name is Randi Triant. I am the para-
legal for the New York State Alliance of Community Action Agen-
cies. We are the statewide communicating and coordinating arm
of the 49 local CAA’s throughout New York State. I welcome
this opportunity to provide recommendations on the adequacy of
the Federal conservation program.

The anti-poverty mandate of CAA’s, and our years of experi-
ence in energy conservation establishes a record of advocacy
on behalf of some three million low—income energy consumers in
New York State. I would therefore like to very briefly present
two policy areas which must be addressed if our conservation
endeavors are to continue to be successful in the coming years
of budgetary austerity and energy scarcity. These two policy
areas are the New York State Weatherization Assistance Program
and the New York State Home Insulation Energy Conservation
Program.

Though the beginning yvears of the Weatherization Assistance
Program were riddled with problems of CETA labor allocation and
strict administrative regulations, the 80’s began a new
efficient management plan designed to result in an increase in
completed projects and a more productive overall program. This
management plan has proved successful. During 1980, the Divi-
sion of Economic Opportunity began to monitor production and
vouchering very closely. Monthly training sessions for new
subgrantee weatherization and fiscal staff members in addition
to other regular training sessions held for subgrantee staff
were practiced. These sessions were developed to provide
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training of all uniform statewide weatherization procedures.
In addition, DEO began to require on-site audits of each com-
pleted project by local agency personnel who were not involved
in the work performed at that site. Thus, workmanship and allo-
cation of weatherization materials were to be checked thorough-
ly. Finally, DEO recommended placement of fiscal staff in the
field offices to provide bookkeeping services and answer any
question regarding the financial aspect of the weatherization
project.

We realize that the present Administration's budget cuts
will severely impact the availability of CETA labor. We recog-
nize that we will be forced to look to private industry to pro-
vide the labor needed to continue the program. However, our
relationship with private construction firms has been success-
full in the past and it will continue to be so in the future.

The involvement DEO and CAA's have had in weatherization
has insured a steady expenditure of program funds to meet the
clearly identified need of elderly people. Originally funded
for 2 million dollars in FY 77, FY 81 appropriations increased
to 18 million dollars with an additional 9 million dollars to
be appropriated if funds are available and production is
maintained.

The program has shown marked improvement in the number of
units completed. While in 1978 only 4,000 homes were weathe-
rized in New York State, 17,054 units were completed in FY 79,
and 22,000 in FY 1980. Clearly, the program is highly produc~
tive in helping the poor and the elderly cope with the energy
crisis, In fact, New York was the top producer in weatheriza-
tion in the country through August 1980, However, the program
can only continue this production rate as long as the funds
are provided.

According to the Division of Economic Opportunity's
Weatherization Assistance Program Management Plan, which was
submitted to the U. S. Department of Energy in December 1980,
2,748,222, or 15.5% of the total New York State population,
live at or below the standard 125% of poverty Ilevel. The
elderly comprise approximately 1/5 of this figure. Without
adequate resources, this population is unable to pay for rising
fuel bills or improvements designed to 1increase energy effi-
ciency, insure lower bills in the future and thus, lower energy
assistance expenditures by government in the future. To simply
receive case assistance is not enough. The homes of the poor
must be weatherized in order to insure optimum warmth., A full
01l tank cannot keep the house warm if there is little or no
insulation, no storm windows and drafty doorways.

Despite the success of the program and continued need for
it, the Administration has proposed transferring the current
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Federal Weatherization Program into the Community -Development
Block Grant with no additional funding of its own. As a result,
it will be forced to compete with sewer and highway projects,
projects which have long been a community priority. Secretary
Schweiker’s Energy and Emergency Block Grant Program has no
provision that would limit administrative costs. No follow-up
report would be required on population served or benefits
paid. No deadline for processing applications would be stipu-
lated. No priority for the would-be handicapped would be
given, And 107 of the funds could be transferred to another
Health and Human Services block grant at the discretion of the
state. The quintessence of this proposal is the repeal provi-
sion, which would allow the legislation authorizing all the
different categorical programs to be eliminated in the event
the block grant approach does not work. Not only would the
Weatherization Assistance Program have to first compete with
other Human Services programs, but should the proposed block
grants fail, we will be forced to go back and introduce new
legislation authorizing this much needed program.

The Weatherization Assistance Program was intended to enable
low—income families to save money on home heating costs through
adding improvements to their houses such as insulation, weather-
stripping and storm windows. That such improvements decrease
heating costs is indisputable. CAA’s can and will continue to
weatherize thousands of homes a year only as long as the pro-
gram is supported administratively and financially. Most indi-
vidual states are not able to appropriate enough funds to main-
tain the program as it is today.

We have finally started to solve the problems which bindered
weatherization programs throughout New York State. We cannot
now in the face of considerable success begin an entirelv new
program and believe that success will continue.

A second issue of importance in consideration is the acces-
sibility of energy audits and improvements to the aging housing
stock of the Northeast. The Federal program charged with this
responsibility is the Residential Conservation Service (RCS)
and within New York State, it operates in conjunction with
the Home Insulation and Energy Conservation Act in HIECA. I
would like to talk about the status of HIECA and improvements
in this area for improved home conservation.

HIECA includes three types of audits; the "A" audit on
which a utility inspects a home and provides a pay-back analy-
sis for $10; a "B" audit in which a utility provides a text of
instructions for site inspection by the homeowner and a pay-
back analysis for $3; and a "C" audit in which a utility pro-
vides audit workbooks for a customer to do both site inspection
and the payback analysis. This last class of audit is free.
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Once the audit 1is conducted, the wutility provides the
customer with a list of contractors in the area who can install
the energy conservation measures. In addition, each utility
has made arrangements with at least two banks in its area to
offer loans for these improvenments. The interest rate is
generally between 9% and 117%.

The minimum allowable amount that can be loaned is $200.
The maximum amount loaned is $2,500 for a one-family house;
$3,500 for a two-family house; $4,000 for a three-family house;
$4,500 for a four-family house. These loans can be extended
up to seven years.

Solar and wind construction loans have a maximun of $1,500
higher than the above scale and can bhe extended up to fifteen
years.

In practice, this sensible framework has bheen inadequate.
After more than two years, less than 2% of eligibhle 1-3 family
households have received audits. Less than one tenth of one
percent of eligible households have received HIFCA loans. 1In
fact, only 6% of households that completed audits have also
completed suggested improvments with HIECA financing.

There are generally four areas conspicuouslv denmanding
improvement in the NYS HIECA program; improvements which apply
equallv to RCS and future Federal initiatives in conservation:

1) Utilities have been inactive and ineffective in perfor-
ming community outreach and publicity for energy audits
and improvement loans. Community bhased organizations
or state energy offices should be given this responsi-
bility if we expect it to reach the truly low-income
homeowner or energy consumer.

2) The fee of $10 or even $3 prohibits otherwise curious
and interested consumers from availing themselves of
the program. Fnergy audits should be free.

3) Low estimates of potential saving from improvements
are provided by utilities to HIECA participants. Cal-
culations are not updated frequently enough to keep up
with the ever-rising cost of home fuel supplies. State
energyv offices should be charged with the responsibili-
ty for monitoring payhack analysis.

4) Current procedures for HIFCA loans result in a large
number of defaults, which has disillusioned many utili-
ty companies and prevented their optimum cooperation.
Homeowners taking advantage of HIECA should ideally
be able to pay for conservation improvements out of
the savings of fuel interest free loans with lower
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DR.

monthly payments would be a more sensible alternative
to the present 10% interest charge.

Rather than decreasing interest on loans, the utilities are
encouraging increasingly strict terms for HIECA loans; Roches-
ter Electric & Gas wants credit checks on each HIECA partici-
pant. Needless to say, this would negate the very intention
of insulating low-income, older homes and diminish the rate of
participation even further.

This is not the time to make HIECA more restrictive.
Amid the many HIECA amendments in NYS recently, one bill passed
which extended energy audits (but not utility loans) to multiple
dwellings. The same bill requires utilities to provide train-
ing for employees in conducting audits and offers free post
inspection.

The NYS alliance of CAP's encourages the EPA to consider
our recommendations on HIECA and the sense of momentum and
support for the program in the 1981 session of the NYS Legis-
lature. Federal and state initiatives in RCS and HIECA should
be compatible. Federal RCS regulations can be improved to
ensure a better HIECA program in NYS and a greater uniformity
in energy audit/conservation programs throughout the country.

As non-profit, private organizations, CAA's are willing to
extend their role 1in Weatherization and HIECA. Continued
participation of CAA's will only be possible through continued
financial support and compatible regulatory guidelines from
the Federal government, assuring that the programs operate
in the best interest of low-income consumers.

I might also add as a post note that since the writing of
this testimony, the $10 fee is no longer allowable, and the
audits are now completely free. That was recently passed in
the legislature.

RIEGEL: Thank you. Questions and discussion?
GLASSBERG: Yeah, I have a question for Mr. Pauls. Have you found

that your activities in Carbondale have ebbed and flowed
with the ebb and flow of Federal funds. In other words --

PAULS: Not at all, not one bit.
GLASSBERG: In other words, the local initiative has carried your
program through almost independently of how the Federal funds

have flowed to your community?

PAULS: It's like the less money there is sometimes, the more crea-
tive and innovative you can become. You find the sources,
being the financial or human resources, in different sectors.
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We've tried to wutilize, and when I say we, I'm talking
about many different groups in town, tried to utilize a whole
range of services, and it's worked. 1It's pretty tight some-
times. Staffs of one agency, for example, swell and shrink
between 50 and 5, and that doesn't make for great job security,
but it gets the job done.

MR. GLASSBERG: If I could follow up on that for a second, would you feel

MR.

MR.

MR.

M.R.

PAULS:

POWER:

PAULS:

POWER:

that if money were to flow to local governments to allow
innovative projects, such as those in Carbondale, do you think
it would force good programs, if those monies were to be on a
competitive basis so that there would have to be sufficient
intiative at the local level in order to get Federal funding?

Well,whenever you're talking competitive program,it depends
on who's doing the evaluation and what your criteria are. I
think there will be a great tendency to have some innovation,
but there will also be a tendency for more homogeneity from
the evaluators.,

In some sense, the block grant principle is nice in that
it says the community can decide its own solutions according
to its own problems. It just depends on how you structure it.

Just a question about this Municipal Solar Utility. Do you
have a write-up on that, and what was the plan around which
that was confronted? Did you create your own institutional
framework? You might describe some of the basic principles.

A quick summary. The program was a research study. It was
was co—funded by the city for $5000, and the state kicked in 45.

It was a one-year project. It went through three different
phases. It was looking at the free lunch from the Feds at
first and looking into the conservation bank in the second
phase, and all those things just fell aside, and we were
sort of glad, because it ended up bringing us all back home
and looking at what was possible there,

The format was that we subcontracted it to a non-profit
group in our community, and they did a hell of a good job
researching what is available, what the legal issues are,
what's possible within the statutory constitutional 1limits
within our state for both home rule and non-home rule cities.

I don't know if I've answered your question properly.
I guess any comment you might have about reaction of
existing entities, 1like wutilities and banks and community

authorities, how they've reacted to the creation of this entity,
if it's occurred yet.
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MR. PAULS:

DR. RIEGEL:

MS. TRIANT:

I'11l give you the reaction of four different groups. The
utilities when they were approached with this initially, infor-
mally, the first question was after understanding the concept,
have you talked to any other communities about this, like oh,
boy, we're not ready for this.

As for the community, we talked to the citizen utility
reform kind of groups, which we have a big one in our area, and
they seemed to be very supportive of it. The homeowners
association is supportive of it. We think we have our Chamber of
Commerce to back it, and the reaction of the city administ-
ration, which is different than City Council, is, hey, the
model may not be exactly what we're going to do, but it sure
makes sense., It's within the purview of local government to
help public welfare and something we ought to look at, even
though maybe not in the final form that the model talks about.

As for the City Council, they have not acted on it formally
ordinance wise, but they're gung ho. They want to go with it.

One quick comment on Randi's testimony. I think she is
outlining the problems of energy audits that we have tried to
overcome in our structuring of this. The success of a program
is very much on how you market it and how you define your
clientele. The problem there seems to be, I don't know, you've
got a lot of them there, but we're hoping that you can sell
the program, not simply put it out there and say, come get me.

You have to educate so that people want it.

I wonder, Randi, if you've run across any perception in
the public that the audit is in any sense perceived as unreli-
able or does not provide information beyond that which most
homeowners already have available to them before the audit is
conducted. Is that a part of the marketing problem aside
from the $10 charge that you mentioned as a barrier before?

Yes, very much so, especially throughout New York State I
think we're being confronted with the problem that when the
utilities are given the go-ahead on an audit, somebody does
sign up for it, for a large part, they are not doing an ade-
quate job in the audit, and, as a result, simply by word of
mouth, people are telling other people that the audit really
isn't worth their time and effort.

What's happening is that the utility representative will
come in and do a five-minute audit and won't thoroughly check
the insulation, won't get into the attic, won't get into the
basement and check the 0il tank or whatever needs to be checked.
As a result, the Alliance is going to be conducting a survey
because recent legislation has a provision, and this has passed

109



DR. RIEGEL:

MS. KAHL:

also this session, which will enable CAP's to be an entity that
will be able to do audits.

Something like a subcontracting system will be set up with
the utilities and the CAP's. The CAP's are doing a much better
job, especially when it comes in terms of low-income people.
They're more likely to turn to a CAP and say, well, we know
them, for other services, and they know them personally, and
the CAP's have the time to go in and thoroughly check the
houses.

As a result, it's kind of changing more or less toward the
CAP dominated kind of procedure.

The next three scheduled speakers are Betty Kahl, Paul
Danels, and Mart Kask, if they are all present. Mr, Kask is
with the Puget Sound Council of Governments; Betty Kahl is
from Rhode Island Jobs and Energy organization, and Paul Danels
is with the New York City Energy Office.

Let's start with Betty Kahl.

Good afternoon. My name is Betty Kahl. I am a VISTA
Volunteer and a community organizer for a national community
based organization: Congress for a Working America. Congress
for a Working America has organizations in Rhode Island and in
Milwaukee, Wisconsin. I work for the Rhode Island group,
Rhode Island Jobs in Energy.

Rhode Island Jobs in Energy has been designated a Community
Energy Project by ACTION. We have also just been appointed to
coordinate Rhode Island's participation in the International
Energy Days Competition. Our organization's basic goal is to
make ongoing human needs and dignity the United States' first
priority through actions rooted in citizen participation, and
focused on those most in need, by creating and perpetuating a
full employment program that:

o continually creates employment for those who are or
potentially will be unemployed and for those who are

underemployed

o produces goods and services that will meet human needs,
improve the quality of life,and respect the environment

o} and builds economic security for all within a stable
peacetime economy

We are focusing on energy because of the job creation potential
in the fields of energy conservation and weatherization,
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Last January, the Rhode Island Jobs in Energy Project, in
conjunction with a local Senior agency and the City of Pawtuc-—
ket, Rhode Island, ran a low cost/no cost weatherization program
for seniors. The money for the materials came originally fron
the Department of Energy as part of the Low Income Energy As-—
sistance Program to the State of Rhode Island’s Department of
Community Affairs. The state then purchased low cost/no cost
weatherization kits and distributed them to the Department of
Flderly Affairs and the state Community Action Programs. In
trying to track down these kits, we found that not very many
people knew ahout them, and even fewer could tell us where
they were or how to gain access to them. But persistence pre-
vailed and we were authorized to distribute 500 weatheriza-
tion kits. Through the Pawtucket Public Service CETA program
we hired and trained eight previously unemployed people to
install the kits in senior households. In February, we con-
vinced the Blackstone Valley of Rhode Island.

In addition, we conducted informational low cost/no cost
weatherization seminars in which we demonstrated and explained
to hundreds of Rhode Islanders weatherization techniques to
keep them warmer and reduce their fuel bills.

In talking with people we find they are uninformed or
have wrong ideas about energy conservation. Rising fuel bills
alone are not enough to make most people take steps to save
energy; this 1s especially true of renters. Reasons for
failure to weatherize are many:

o people receive their fuel bills only after they have
consumed the energy, so they are 1less likely to take
preventative steps to conserve

o folks cannot see energy escaping and most weatheriza-
tion materials are not clearly visible

o manyv, many people are not aware of low cost/no cost
weatherization techniques and feel they must spend
thousands of dollars on insulation to see any reduction
of their fuel bills

o many of the seniors we worked with were unable to
install even the low cost weatherization materials
themselves

o renters generally assume that they need the landlord’s
permission for any type of weatherization measure

o those who do try to weatherize are often confused about

what their homes need as well as what kinds of energy-
saving materials to buy
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o] those people who are able to purchase materials need to
know the proper ways to install them

Getting information across to people is extremely effective
when done in a small meeting approach, preferably in someone's
home. Large group presentations are generally boring, more
cumbersome, and it is much more difficult to demonstrate the
proper installation of weatherization materials than simply
have an oral presentation; and better yet to have the house-
meeting participants practice caulking or weatherstripping win-
dows and doors.

The Residential Conservation Service Program, known locally
as RISE, Rhode Islanders' Saving Energy, provides an energy
audit that identifies what is needed, makes recommendations
about materials and contractors, and perhaps most importantly,
gets people actively involved in learning about the weatheriza-
tion needs of their own homes. We have found door-to-door
canvassing a very good way to convince people to have an energy
audit done of their home. Another method we are going to do
this fall is to have people get an infrared photograph (which
are provided free from RISE as well) of the heat loss from
their homes. The photos demonstrate very graphically (thus
actually allowing folks to see heat escaping from windows and
doors) the process of infiltration.

Many more major weatherization measures would be undertaken
by homeowners if affordable financing were readily available.
Currently with interest rates at approximately 187% financing
is an enormous problem. If we could offer people loans at
anywhere from 3-10%, much of the weatherization problems for
middle-class homeowners would solve themselves.

As we see it, two possibilities currently exist for middle-
class people. The Rhode Island Mortgage and Finance Corporation
may be able to offer loans for energy conservation at from
12-15% interest. In addition, some monies from Community
Development Block Grants may be funneled into Ilow-interest
weatherization loans. However, as you know, block grants are
to be cut approximately 25% overall in the coming years.
Also, those monies have traditionally gone to support housing
code enforcement and the 312 Rehabilitation Loan Program. So
redirecting any money for low-interest weatherization loans
will be very difficult.

Working class people need no-interest loans to be able to
do major home weatherization. And even poorer people must
depend on subsidies to insure manageable fuel bills this winter.

Utility companies, banks, private industry, and/or local,

state, and Federal governments must provide the necessary
financing mentioned above. If they do not, the middle-class
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DR, RIEGEL:

MR. DANELS:

will become even nore discontented, poorer people will face
harder choices with fewer and fewer resources, and this country
will continue to deplete its economy by spending $100 billion
dollars a year on foreign oil.

In conclusion, I feel that our country has a choice of
economic priorities. We can either continue to subsidize big
business (and big 0il) or we can make a commitment to stimulate
the economy by putting people back to work. I am fearful that
most of the work we and others have done this year and others
have done this year is going to go down the drain in light of
the budget cuts. But I am even more outraged that in this
country many people are going to face next winter having to
choose between heating their homes or feeding their families,
and in the end when all the testimony is read and your report
has been written, a lot of people will have frozen to death.

A1l right, thank you. Next is Paul Danels.

My name is Paul Danels, and I am Legislative Counsel and
Director of the Utility Analysis Unit for the New York City
Energy Office. The Energy Office is responsible for the formu-
lation and coordination of the City’s Energy Policy. On be-
half of Mayor Koch and Robert M, Herzog, Director of the New
York City FEnergy Office, I°d like to thank you for the opportu-
nity to present the Citv’s views on Federal energy conservation
efforts for the Fnvironmental Protection Agency’s Section 11
Program Review.

The Reagan Administration has embarked upon a new course
for the nation’s energy policy, one which places the primary
responsibility for energy, and particularly the areas of con-
servation and renewables squarely in the marketplace. The
thrust of this new approach is that a free market functioning
in the absence of distortions and imperfections is the best
framework for the allocation of our energy resources.

To spearhead this policy, the President decontrolled the
price of domestic o0il as one of his first acts of office.
Beyond this first step, however, little else has been done.

If the energy marketplace could be made free of distortions
by simply decontrolling oil prices, this policy would be both
acceptable and effective. Yet decontrol alone does not consti-
tute an effective energy policy. Decontrol is not sufficient
to correct marketplace imperfections which have persisted and
have become virtually institutionalized over several decades.

On the contrary, it 1is necessary to insure that all the
components of a free market are in place before we begin to
rely solely on its ability to foster economically and socially
rational decisions on energy.
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A key element of a fully functioning free market 1is the
availability of, and access to, accurate and credible informa-
tion about various energy options. Currently, the information
about these energy options, especially about conservation and
renewable options is in disarray.

Energy consumers often have no idea as to what opportunities
are available to improve the efficiency of their energy use
or to utilize less expensive fuel sources. For example, 1in
New York City, we have found that many homeowners and land-
lords are wunaware of even simple, low-cost ways to improve
their energy efficiency and a result, reduce their energv
costs, even though the price of heating oil has risen astrono-
mically during the past few years.

In those areas where information is available, there are
oftentimes no established criteria by which it can be evaluated.
Thus, consumers are faced with good and bad products, but
without any means to distinguish among them.

This produces an enormous uncertainty among energy users
about available energy efficiency opportunities, often result-
ing in a total lack of consumer action.

This inactivity, in turn, impedes the timely development
of the role of energy conservation in the marketplace.

Although it would bhe inappropriate for any governmental
agency to endorse one product over another, it is reasonable
and appropriate for government to educate the public regarding
energy alternatives. By providing information which fosters
rational decision-making in the energy marketplace, the availa-
bility of credible information about how energy is used and
the opportunities which exist to use it more efficiently need
to be improved, prior to an optimal marketplace allocation of
energy resources.

However, providing better quality information addresses
only one of the problems which unbalance the energy marketplace.
Currently, different energy alternatives have unequal access
to financing mechanisms.

Thus, access to capital rather than energy efficiency is
often the determining factor 1in energy decision-making. For
example, the decision of an electric utility to expand genera-
ting capacity cannot be compared with that of a homeowner’s
decision to purchase more efficient air conditioners. Finan-
cing conditions, such as interest rates and terms of repayment,
are hardly comparable for these two options, and are often
skewed favorably towards the utility, despite the fact that in
many cases a more rapid turnover of appliances such as air
conditioners is actually the better energy and economic deci-
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sion, providing a more economically favorable result at a lower
cost and at a shorter time.

It is necessary that we as energy planners at all levels
of government take the necessary actions to insure equal access
to capital and equal financing conditions for all energy op-
tions. Only with these measures in place can we have confi~
dence that the market will operate most efficiently.

Thus, rather than allowing us to operate in a perfect
world as the Administration had hoped, decontrol has provided
only one piece of a larger mosaic of actions which are necessary
to promote greater energy efficiency. In fact, in absence of
all the necessary conditions for the marketplace to operate
efficiently, the decontrol of oil will only exacerbate the sys-
temic problems which impede progress towards a more efficient
economy .

By raising the cost of energy even higher, decontrol bhas
forced energy users to commit more of their alreadv limited
budgets to direct energy purchases, making it increasingly
difficult for them to invest in energy conserving measures,
We must address the inequities of decontrol to insure that its
benefit and burdens are distributed fairly.

An aggressive program aimed at improving energy efficiency
is clearly the best approach. We agree with the Administra-
tion’s view that energy conservation activities are best car-
ried out on a decentralized level through programs run by state
and local governments, as well as by private organizations.

This is particularly true of cities, since hy their very
nature, they lend themselves well to efficient site-specific
applications of technologies such as district heating and
cogeneration.

Thus, a shift in responsibility for these activities to
the local level can, in fact, produce a more efficient imple-
mentation of energy conservation programs by removing a layer
of Federal bureaucracy. However, without the financial resour-
ces to carry out these programs, the new Federal initiatives
to restore local control will have no effect at all.

Simply stated, without funding, local energy conservation
programs will be severely limited and possibly curtailed alto-
gether.

For some time now, New York City has been preparing to
assume a greater role in controlling its energy future. The
City’s Energy Office has completed a detailed end-use analysis
of local energy demand as well as a comparative economic analy-
sis of local electric generation and conservation options.
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We have instituted a far-reaching educational program to
better inform city energy users abhout ways to achieve greater
levels of efficiency. We have also moved ahead with major
projects to utilize garbage as an energy source, to study the
feasibility of district heating in the City, and to improve
the efficiency of energy use in city—-owned buildings, to name
just a few.

The city will try to carry out these and other programs in
light of the new budget cuts, but, frankly, our efforts will
be hampered if the Federal government does indeed choose to
abdicate their present responsibility to insure program funding.

If Federal funding for energy conservation is severely cut,
it is likely that many current activities will be reduced in
scope or eliminated altogether. Unfortunately, it 1is often
the big ticket or sexy technologies which get priority, while
the neighborhood and household scale opportunities go unnoticed.
Yet in many cases, these decentralized programs such as weather-
ization provide the greatest amount of energy savings for the
least cost.

Furthermore, these programs often have immediate and posi-
tive impacts for thousands of individual households. Their
elimination will result in a large negative impact on mniddle
and lower income households nationwide.

The Federal government can go a long way towards promoting
increased energy efficiency without burdening states and cities
with excessive regulation. Energy block grants should be pro-
vided to cities affording them the opportunity to create locally
appropriate programs without imposing unnecessary controls.
In addition, research and development efforts should be ex-
panded in the area of energy conservation, relieving state
and local governments of this costly, and risky, burden.

Demonstration projects which clearly show the energy and
economic benefits of conservation activity should be established
in all areas of the country, each being geared to meet local
needs and problems.

The Federal government should work with state and local
officials to estabhlish neighborhood energy centers. These
centers could be used to distribute information to local resi-
dents and businesses abhout energy conservation opportunities
while also serving as a neighborhood energy monitoring center.

Data on local energy use could then be collected along with
information about local firms which provide energy-related
services. This information could then be disseminated to those
seeking to use these services, providing a degree of quality
control which does not currently exist in this market.
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Over the past several years, we have all learned two very
important lessons about energy. The first is that uncertainty
is pervasive in the planning process. Our perspectives on the
past have given us 1little knowledge about what to expect in
the future.

Second, there 1is no single solution to our energy needs.
Different areas of the country face dissimilar problems and
opportunities. Thus, it is impossible to embark upon a single
narrowly defined national energy policy. It is necessary,
however, that energy planners recognize this uncertainty and
the diversity of options and provide programs which are suffi-
ciently flexible to achieve those goals which are consistent
with local needs as well as national interests.

A set of successful government and private sector initia-
tives aimed at improving energy efficiency use can do this at
a lower cost than any other alternative. Furthermore, the
available evidence indicates that not only is an energy con-
servation strategy the least cost, most environmentally benign
approach, but that it is economically productive in terms of
creating new employment opportunities.

Given these benefits, it would seem that the Federal gov-
ernment should be fostering the development of thousands of
local energy conservation programs rather than insuring their
demise through short-sighted budget cutting. A more efficient
energy system is a national priority, and the Federal government
has an important role to play if it is to become a reality.

It must be remembered that energy is not just a national
or international issue. Based on their knowledge of 1local
institutions, business and residents, cities are best equipped
to develop energy programs which are feasible and realistic to
implement at the local level.

Cities need the support of a reasonable and consistent
national framework for energy policy and access to the resources
necessary to achieve locally appropriate goals. The Federal
government must recognize these needs and take actions which
will insure that cities can make their contribution. Thank
you.

Thank you. Mart Kask is the Executive Director of the Puget
Sound Council of Governments in Seattle.

Thank you. I have given out my testimony. I will underline
a couple of points in very short form.

The Council of Governments is an association of cities and

counties around the Puget Sound Area, the central city being
the City of Seattle. Our organization was formed in 1957 to
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deal with area wide problems, such as water quality, air
quality, transportation, housing and now energy.

I flew over yesterday, and it rained in Seattle, Rain in
Seattle and the Puget Sound area is energy. We collect the
water behind dams during the summertime and melt the snow
back in the spring, we generate hydropower.

The dams built on the Columbia and its tributaries have
reached saturation. We no longer have dam sites and, therefore,
we have run out of hydropower, but nevertheless, the population
in the State of Washington keeps growing. Our current 1980
population is about 4 1/2 million and expected to grow to about
6 million by the year 2000. We need more electricity.

Then we need to resort to thermal power, such as coal
fired plants and nuclear plants. We know that the cost of
thermal power is considerably more than hydropower. To give
you an example, the current hydropower at the retail end is
about 17 to 22 mils, and we are talking about 40 to 60 mil
nuclear power, and also up to 80 mils in some coal fired plant
situations.

It became a question to us in the Northwest: Who's entitled
to the cheap hydropower, and. who must pay the high price of
thermal power? And we tried to solve that at the local level.
However, since our hydropower contributes to the power supply
in four states, it became a Federal issue,

Congress in the last session enacted the Northwest Power
Bill which, in essence, does three things. It melts the low-
cost hydropower with the higher cost of nuclear power. It
calls for guarantee of purchase of power by the Bonneville
Power Administration of any new power plants, and also calls
for a substantial conservation effort on the part of local
government, states, the Federal government, prior to commitment
to construction of nuclear or thermal power,

This act was enacted by Congress, and we are now implement-
ing this act. But prior to the passage of the act, the Bonne-
ville Power Administration began to outline some of the things
that it can do with local governments.

They contracted with the Puget Sound Council of Governments
to develop a local government workbook. The workbook is
designed to enable local governments to identify what can be
done in the area of conservation. What can be done by whomn,
and not all actions are necessarily actions of local government.

Some can be done by utilities, some by local governments,
some by individuals, and many are obviously joint efforts.
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The workbook is in a simple form. It identifies 20 ques-
tions that can be answered yes or no, and if the answer is
ves, we have, for instance, in the city a zoning and subdivi-
sion code that takes into consideration energy conservation.
Then you go to the next question, and it sort of gradually
builds up to some pretty high-powered questions leading to
questions of garbage burning projects among cities, counties,
and also many of our water supply systems, our gravity systems
coming from the hills, and we have discovered that many of
them are available to install a low-head hydro projects in there
and generate some electricity.

So the workbook goes through this array of 20 questions
starting with very simple questions and leading to very inten-
sive kinds of projects. If the answer 1is yes, then it
points out in the book what is the next step that can be taken
and what are the specifics one has to follow in order to bring
this project on line.

There is incentive for doing that because the Bonneville
Power Administration provides some capital for the construction
of these projects and also buys the power generated as a
result of these projects or the conservation generated by
these projects.

The second effort we are carrying out is the application
of this workbook. We have received a grant from BPA to apply
this in one of our counties. What we will do and have done is
we go and sit down with each City Council and their administra-
tive people and go through the workbook and identify what they
have and what are their potentials for energy conservation.
Once these are identified, that’s where we leave the city or
county on their own to take the next step and prepare a speci-
fic program for action and work with the utility and the BPA
for the implementation of the project.

The net result is conservation, which is a supply of energy.
This is what we’re doing. I appreciate the opportunity to
discuss this with you. We are very excited about it, and I
think that the results that we have achieved will be even
greater when we complete these projects and lead to imple-
mentation. Thank you.

* k kX % %k %k k X %k Kk % X

FOLLOWING IS MR. KASK’S WRITTEN STATEMENT

The Puget Sound Council of Governments is an association
of local governments with the primary purpose of policy devel-
opment and regional coordination in the planning of programs,
projects and activities in the local government sector. The
Puget Sound Council of Governments has 56 local government
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members including four counties and four Indian tribes. The
constituency of the elected officials representing the 56
local government members comprises over 50 percent of the
population of the State of Washington.

The local government members of the Puget Sound Council
are working, together with private firms, the state government
and other local agencies, to prepare to assume their new energy
management responsibilities. A program to take a hands-on
approach to solving energy management problems at the local
level has evolved over the past two years. A year ago the
Puget Sound Council completed a workbook for use by 1local
general purpose governments as a guide to preparing local
energy management plans. The content and format of the three-
volume manual was shaped by the results of a PSCOG survey of
1000 local governments 1in the four-state Pacific Northwest
Region.

The workbook recommends a planning process built around
a simple but comprehensive exercise —-- one in which the local
staff gives yes and no answers to twenty questions. The answers
help them select local energy management actions tailored to
the needs of their particular community. A favorable response
to the workbook and its unique approach has led to the funding
by the U.S. Department of Energy of an energy management plan-
ning implementation pilot project.

During the first phase of the pilot project, each of the
study area’s local general purpose governments will be guided
through the workbook’s 20-question exercise in two-to-three
bour meetings with key local staff and elected officials.
During this same period an orientation meeting for local energy
advocacy and economic interest groups within the study area
will be hosted. Attendees will he briefed on the scope and
expectations of the project and asked if and how they might
like to participate in the formulation of the energy management
plan. Opportunities for participation in the project will be
offered by a special citizen’s advisory group made up of ap-
pointed local representatives and other citizens.

The Subregional Councils of the Puget Sound Council will
become the coordinating bodies for development of the energy
management plan. Technical advisory committees to the Subre-
gional Councils will be asked to expand to include local elec-
trical utilities’ staff and other 1local experts to advise
other local experts to advise the councils on technical issues
to be addressed in the course of the project.

After all eligible 1local governments in the study area
have completed the 20-question workbook exercise, a report on
the findings will be prepared and circulated as a first step
toward formulating a regional energy management plan. The
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contents and scope of the final plan will depend on the results
of the workshops and local plans, which will form the basis of
the final document. Some common themes are already emerging:
updated building, zoning and subdivision codes; a program to
audit local local government buildings; and contingency plans
for emergency energy curtailment.

It is hoped that when specific conservation and renewable
resource projects are identified, these projects will receive
priority from the utilities and the private sector as well as
the local governments., The whole intent of the program is
that by working through this process together, public and
private agencies can agree on what energy management actions
must be done, how to to get them done, and then proceed to
implement the actions cooperatively.

The Pacific Northwest Power Act has provided great incen-—
tives for implementing cost-effective electrical management ac-—
tions. Through this Act BPA can fund planning activities such
as our program, that lead to cost—effective energy projects.
It also overcomes economic inhibitors inherent in large scale
energy supply systems. The economic inhibitors primarily con-
sist of the retail cost of conservation and renewable resource
actions being greater than large scale systems’ retail costs,
even though the marginal costs for new large scale systems
exceed the marginal costs for conservation and direct applica-
tion renewable resource activities. The result is that it
costs more for the consumer to implement the most cost—effec~
tive projects because the burden of financing conservation
and direct source renewable resource activities must be bhorne
directly and totally by the consumer. The Pacific Northwest
Power Act allows the marginal costs of the more cost-effec-
tive consumer oriented activities to be melded into the rates
of the large regional system, thereby allowing the more cost-—
effective energy to be made available to the region without
a penalty to consumers.

The federal government can greatly assist local governments,
other energy consumers and energy suppliers by implementing
similar legislation to the Pacific Northwest Power Act for
other energy forms. One bill that helps to do this is the
state and 1local government energy block grant bill. This
bill, providing approximately $60 million for 1local energy
strategies and implementation, would be of great henefit to
local governments. An additional incentive that should be
included in this bill, however, is an incentive that encourages
local governments to work through councils of governments and
other associations of local governments to plan for and imple-
ment energy management actions. The economies of scale for
coordinated programs are great, especially 1in the planning
period. Our pilot project has demonstrated this to the extent
that our other local government members have asked us to imple-
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ment similar activities for them. One of the main reasons for
their request is the cost-—effectiveness of working through the
PSCOG.

I very much appreciate this opportunity to share with you
what we are doing and heartily recommend similar programs for
implementation throughout the nation for all energy forms.
Because of the Pacific Northwest Power Act, the greatest need
in the Pacific Northwest is for legislation to implement for
0il and natural gas programs similar to those authorized by
the Power Act for electrical energy.

Thank you. We are now ready for questions and discussion.

Mr. Danels, I was curious as to why the City of Carbondale
has a thriving conservation program with almost no Federal
resources, and the City of New York asserts that in the absence
of Federal resources, it would have no Federal conservation
program at all.

Well, for example, one problem we have is with the weather-
ization program. In its attempt to cut Federal bureaucracy,
the Department of Energy insists on different tests for eligi-
bility for Federal program monies for weatherization than
every other Federal agency, that 1is, using census tracts for
certification for eligibles.

By using individual apartment dweller eligibility, that
is, going into the ghetto and certifying families in each
dwelling unit, when there are maybe 18, 20, 25, 50, 150 dwel-
ling units that have to be certified all together before a
building can be done, it makes 1t wvirtually impossible for
the program to operate.

That's one example of how if DOE were to come around with
HUD and all the other Federal agencies to certify eligibility
for programs, it would make the implementation of the program
much better.

Now our conservation efforts also hinge on a different set
of circumstances energy-wise in New York City. I really don't
know the energy situation in Carbondale. In New York City,
we don't heat with electricity. We heat with heating oil,
delivered by trucks to homes and apartments, and mainly multi-
family dwellings.

Teaching an electrical utility about insulation of hones
when they're not going to save a kilowatt, and in any case,
have a 50 percent over capacity in the system as well and a
shrinking demand in the system or a very small growth in demand,
makes it very difficult to get utilities in the area, particu-
larly our major utility, Con Edison, to aggressively pursue
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conservation in New York City when the demand is very flat in
the first place.

So we have to look for alternatives other than the market-
place to stimulate conservation if we're going to reduce our
0il dependence. It's very difficult to convince a utility
that sells electricity to get homeowners and apartment dwellers
to conserve oil, which is not their thing. They don't heat
homes. Con Edison doesn't heat our homes. We don't have
electrical heat.

They had it upstate where it's a half cent a kilowatt
hour, but we're now paying 17 cents a kilowatt hour for elec-
tricity.

I had two questions for Betty Kahl. One was a remark in
your presentation where you said you felt that if you could
offer people low interest loans that that would be very attrac-
tive, and the other, I guess, issue was where you said you'd
like to provide no interest support for lower income households.

Have you done any analysis looking at the LIEAP program
just to see what kind of trade-offs exist in terms of providing
—— it seems to imply that you would suggest that people just
have to depend upon the assistance payments, but have you
looked at any economic trade-offs between weatherizing and
just paying lump sum payments?

Well, I guess I would not recommend reducing the LIEAP pro-
gram and giving that payment to people to weatherize their
homes, because I don't think they would do it, because at that
level, I don't think people generally are aware enough about
what to do, how to do it, and I'm afraid the resources would
not be readily available for them to do so.

Plus, their main concern at that point when that money
comes through is paying last month's o0il bill. It's not like
they have money that's just saved away so that they can get
some weatherization. The money 1is going to pay last month's
oil bill, and the contractor, the oil man is calling them up
right then and saying, hey, we're going to cut your oil off,
or the gas company is going to cut the gas off unless last
month's bill is paid.

People are continually behind in their payments because it
is so expensive, and because they live in substandard housing
in which the energy efficiency is very, very low.

I can see requiring some low interest weatherization pro-
grams be tied into the LIEAP program, but only 1if you're not
going to take away money from the LIEAP program to pay for the
low interest weatherization, because when you do that, there's
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going to be a time lag, I think , in the time it's going to
take to get people's homes weatherized, and in that difference
of time, people are going to have some real problems heating
their houses.

Do you attempt to identify weatherization candidates based
on the LIEAP program?

That's what our program was. All the weatherization candi-
dates were LIEAP recipients.

A number of witnesses today have pointed out the rationale
for continued Federal involvement in conservation activities.
They cite market imperfections, the inability of the market
to reflect certain forces in pricing and investment decisions,
and others. Paul, you were one of those witnesses, and you
pointed out that information plays a critical role in assisting
a consumer or investor who may have a chance to come out better
for an investment than by foregoing it.

Are there any particular Federal information activities
that you see as being meritorious and that the Department of
Energy ought to keep in mind as it looks toward the future and
its changed priorities?

Well, first in the area of information, to give you a good
example that we've encountered, we encouraged the Public Devel-
opment Corporation, which is an industrial development corpora-
tion to develop industrial parks in the city, to embark upon
an audit program. They could not give away free audits to
firms in the city when they first started until we became
involved with them.

We began to just knock on doors, and then we got the con-
tractors to offer a guarantee, along with their audit, that if
they were to institute these measures, they would have certain
energy savings. Otherwise, the firm would make up the differ-
ence., That the businessmen understood.

So it's that information. I mean these are businessmen
who we were talking to, not homeowners. These are people who
are looking at their bottom line. But then again, when energy
is maybe 3 to 5 percent of a business' operating cost, and
you're reducing it to 2 1/2 percent, you'd have a lot of talking
to do. And these are business people with sound business
experience, and they're interested not just in net, but in net
net. The auditing firm could go in and demonstrate on a cost
basis, less than a five-year payback. Often under the Type A
audits we offered, there was less than a one-year payback on
some of the measures.
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They still couldn’t sell it until they got in there and
did a hard sell on the companies. These are not just the engi-
neers, but the mechanical people.

Now in the other area, there’s a terrific opportunitv for
what I think is a very low cost program, and that is the loan
guarantee program for looking into the new urban technologies
for resource recovery, district heating, cogeneration on de-
centralized systems, and energy cells. These are things that
every city in the country can take advantage of.

We see terrific potential for cogenerating district heat-
ing. But these resource recovery plants are extremely specu-
lative, if you think of what Monsanto tried to do in Baltimore
a few years ago and the colossal failure of their effort. It
was tried again up in New England with some more success, but
to ask a municipality, which has its back up against the wall
because of the Federal laws against landfills, and no more
ocean dumping and with good reason, because of the leachate
problems and other environmental problems, we understand. We’d
love to burn garbage, but nobody really knows how to do it,
and the European experience isn’t necessarily transferable
given the mixture of the garbage we have to deal with. These
are problems that the cities across the country are facing.

We think it’s an appropriate role for the Federal govern-
ment to provide loan guarantees, if mnot the direct Iloans.
Give the loan guarantees so that we can go to the private
sector and have access to the market, because these are consi-
dered by bankers to be exotic technologies in the same way as
the conservation technologies.

Talk to the bankers. We go and we talk to our banks all
the time. We’re part of the Office of Fconomic Development.
When you talk to them about conservation, it’s still exotic.
It still has not yet reached the levels of the man who gives
the loan to even Helmsley Speer to do work in their apartment
buildings, and to say the least, the owners of 19 unit build-
ings built in 1895 that are 1leaking like hell, and we can’t
get them fixed up, because they can’t get a loan at less than
21 percent interest, and that shoots the payback period when
you hit that kind of interest rate. So we must get to the
banking community and get them to understand that there is a
reasonable payback, that we’re not talking about exotic tech-
nologies. We’re beginning to do that through our office, bhut
it would help a lot if we had some sound information coming.
Instead of negative information about conservation, positive
information about the value of conservation and its cost-effec-
tiveness and the value of it as a tool for economic efficiency
in our system.
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Then I think in the financial community, as well as the
business community, things would improve.

Thanks very much. We'll go on now to the next three wit-
nesses: Floyd Ciruli, Betty Desper, and Charles Lawrence.
Floyd Ciruli is from the Colorado Energy Conservation Office.
Betty Desper is from the Total Action Against Poverty organi-
zation, and Charles Lawrence is from the New Jersey Energy
Research Institute.

Thank you, gentlemen. It's a pleasure to be here today
and discuss with you the new direction of energy policy and
the potential impacts of the significant Federal budget cuts.

I represent the State Office of Energy Conservation in
Colorado. We were formed in 1977 on the basis of an executive
order from our Governor. The Office is still authorized by
executive order, not as a reflection of the type or quality
of work that's done, because we do, in fact, administer many
successful programs, but rather as a reflection of the ongoing
lack of a concensus as to how long energy conservation is a
vital need in the State of Colorado, even though the evidence
points out that conservation is the best way to go in terms of
our import and fuel pricing problems.

The Office is active in five major areas of energy conser-
vation: The Office plans, monitors and evaluates energy acti-
vities for the state and local governments, this including
developing the State Energy Conservation Planj; the Office
informs state and local government and the public on energy
conservation problems and activities; the Office prepares for
energy emergencies; the Office coordinates all state and
local government energy conservation problems and activities;
and the Office manages energy programs such as the Energy
Extension Service, the Residential Conservation Service and
the Institutional Building Grants Program.

Energy emergency planning is one of my jobs, and Colorado
will continue to be active on that even though there have been
rescissions of much of the Federal budget in emergency planning.

Our Office is mandated to coordinate state and local energy
conservation programs, including LIEAP, Weatherization, and
EES. I'm here today to discuss with you our Office's efforts
at coordination. Because we realized that conservation and
assistance programs were probably in some trouble in terms of
Federal support last January, OEC began a study to see how we
could best survive and keep some of these programs alive; how
to pick those that are best and most needed, how to coordinate
them between state agencies and how to fund them. That study
is being introduced into the testimony today. (This report was
reviewed,but not included in the Transcript due to its length.)
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I would also like to introduce a statement from Governor
Lamm and from Mr. Joe Zettell, the Acting Director of the
Colorado Office of Energy Conservation. Both statements point
out that conservation in Colorado has worked, that the programs
have by and large met their objectives and that Colorado is on
the forefront in terms of solar and other conservation activi-
ties.

We have a large weatherization program. It allocated about
$5 million. We have a LIFAP program under our Department of
Social Services that distributed about $25 million this winter.

It was a very, very mild winter. That was the main reason
we were able to meet the identified public assistance needs.
Our program directors feel there will be probably substantially
less funds next year, even in the face of increased prices.

The "Management and Coordination'" study outlines in some
detail potential options for improving the delivery systems in
Weatherization, LIEAP and energy conservation.

The study has 35 overall recommendations largely discussing
the way current programs are operating and can be improved.
For example, the idea of one-stop shopping is introduced where
an individual who is on LIEAP can get weatherization, can get
an audit, can move right through the assistance-conservation
systens.

One clear problem the study identifies is that LIEAP has a
tendency to fund chronic energy assistance households in need,
but never get them off that continuum. It is not able to re-
duce their vulnerability by getting them some weatherization,
by getting their home audited, because by and large the programs
are fragmented in different departments.

They are delivered by different systems and any coordination
that went on was going on out in the field and was largely hit
and miss.

The study concludes that the new fiscal environment requires
the Governor, state planners and program administrators prepare
for two possible eventualities:

(1) unless state and local money make up the difference, FY82
funds for energy assistance/conservation programs will bhe
substantially reduced from the recent past —-- over §1
million less in conservation funds, and potentially $8
million less in energy assistance;
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(2) if block grants are adopted, the states will rapidly become
the focal point for a massive battle between programs and
their support groups: administrators, legislators, consul-
tants, and clients. Unless that struggle is anticipated
by state government and accommodated by some structure,
final program decisions could be the outcome of a survival
of the best-connected or most vocal, as opposed to any
rational planning criteria. But the federal government
must recognize the increased state burdens in administra-
tive costs and continuing public needs.

I haven’t followed what’s going on in Washington during
the last weeks, and I know it changes almost daily in some of
these House and Senate committees as to what will be in a
block grant, what won’t be in a block grant or if there will
be block grants at all, or just more categorical programs with
some flexibility or no funding at all.

But, as I pointed out, if the block grants are adopted
here in Washington, then there is going to be a major battle
in Denver between current administrative group, client groups
and their representatives, consultants and legislators, sort
of our own iron triangle will then make planning and coordina-
tion really difficult. This makes it imperative, given the
fact there’s going to be less money, that these programs be
sorted out in a rational and intelligent fashion to the extent
possible.

There is, of course, significant legal and programmatic
momentum to continue current policies and bureaucracies. But
a window of opportunity is opening during the next two years
that may provide Colorado an occasion to pick its best programs,
create some new structures, and deliver needed services in
the least bureaucratic and most cost-effective manner possible.

We’'re prepared to adapt to the budget cuts and Governor Lamm
and the National Governors’ Association are working in that di-
rection.

Tt is premature to comment upon the level of support that
can be expected from the Colorado State Legislature for energy
assistance and conservation programs because of the current
lack of information on exactly what Federal support that can
be expected in FY82. However, the Legislature is prepared to
go back into session later this summer or fall to consider the
issue once the Federal budget and program authorizations are
more firmly established.

It should be pointed out that the Office of Energy Conser-

vation, which is over 907 federally funded, has reduced its
staff 50 percent since January of 1981 and could be terminated
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in January of 1982 unless Federal or state funds are provided.
Currently there is no state funding for OEC.

The '"Management and Coordination" study outlines in some
detail potential options improving the delivery systems 1in
Weatherization, LIEAP and energy conservation and I am pre-
pared to address any questions that this committee might have.

In conclusion, Colorado’s energy assistance and conserva-
tion programs have been successful in meeting real needs.
The problems of increased energy costs and oil import depen-
dence continues. And although we are prepared to accept our
share of budget reductions, the federal government must realize
that the state will have a difficult transition period during
program and funding changes and should provide maximum support
for our efforts.

The idea of my testimony today, at least partially, was
to help sensitize the policy leaders to the fact that we are
going to have significantly increased burdens in administrative
costs and that, although flexibility is something we desire,
it brings with it a lot of responsibility in terms of making
these programs work at the local level, and and we could use
policy support at this level to help do that., I think that
will be enough opening statement and I’11 he happy to answer
questions when you get back to me.

% % % % % % % % *x % % %
STATEMENT OF GOVERNOR RICHARD LAMM

Given the facts of diminishing supply and escalating cost,
the conservation of energy will continue to be a major challenge
facing this country over the next few decades. Colorado has
made much progress in this regard. We can hold our heads high
in relation to many other states. But while we have made
significant strides, the facts of supply and cost will require
new initiatives in Colorado homes and businesses.

I would like to review the progress we have made in Colorado
and the distance we still must travel in adijusting to new
energy realities.

Projected energy consumption in Colorado decreased by 5.2
percent in 1979, and by 7.7 percent in 1980, The 1980 savings
is the equivalent of the current natural gas and electricity
needs of the City of Grand Junction for the next 20 years.
Residential energy use, which accounts for 1¢ percent of
total energy use in Colorado, was 5 percent less than proijec-
tions in 1980.
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In November of 1980, one million Coloradans received Low
Cost/No Cost booklets outlining 14 energy saving tips which
could be taken in the home at minimal cost. Through this
program, large numbers of Coloradans caulked, weatherstripped
and insulated their homes and businesses; turned down thermo-
stats; turned off unnecessary lights; and installed a water
flow restrictor in their shower heads which cuts hot water use
by 25 percent.

Studies show that people who invest $500 in energv conser-
vation measures such as weatherstripping, insulation and storm
windows will be making money back in four years or less. For
example, a Colorado homeowner using natural gas could cut his
heating bill from $3,551 to $2,644 over a four-year period
from 1981 to 1985. This savings of $887 would result in a net
of $387 after subtracting the $500 investment.

The number of solar systems installed throughout Colorado
in the past two years appears to have doubled from the previous
two vears, to a total of 3000 systems. These 3000 solar
systems saved 309 billion Btu’s in 1979-80, or enough natural
gas to heat 2700 homes for a vear.

These individual efforts have been given impetus by actions
of the Colorado Legislature. On this issue, the legislative
and executive branches have worked together most constructively,
making Colorado a leader in conservation, solar and renewable
energy issues.

Colorado taxpayers can take advantage of some of the high-
est tax credits in the country for installing solar and other
renewable energy systems and for upgrading the energy efficien-
cy of existing homes and buildings.

Under Colorado’s model code for energy efficient buildings,
more than 100,000 energy efficient homes and buildings have
been constructed. This model code has been adopted by 87
percent of the local jurisdictions in Colorado.

Colorado has been especially cognizant of the needs of
low—income and elderly citizens, living on fixed incomes and
facing skyrocketing energy costs. The State Legislature provi-
ded $12 million in utility relief for the elderly and disabled,
which was later supplemented by $28 million in federal funds
to help pay utility hills for low-income families. Additional-
ly the State administers a $5.2 million federal program for wea-
therization. Through this program, the number of low-income
homes weatherized each month has risen a spectacular 115 per-
cent, from 196 homes to 423. We must expand the State’s weather-
ization programs to insulate the homes of over 400,000 Colora-
dans living on $12,000 per year or less.
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Schools, hospitals and local governments throughout Colora-
do reduced energy consumption dramatically under the Institu-
tional Building Grants Program, coordinated by the Colorado
Office of Energy Conservation. More than 550 institutions
have participated in this program, saving 1.6 trillion Btu’s
—-— an amount equal to the energy contained in 300,000 barrels
of crude oil, or enough energy to operate 250 schools for one
year. State government itself has invested significant dollars
in improving the energy efficiency of State buildings.

In the area of transportation, gasoline consumption was
down 3 percent in 1979 and nearly 5 percent in 1980. One-third
of the individuals employed in the Denver metropolitan area
used public transportation, carpools, vanpools, or rode bhicy-
cles or walked to get to work in 1980.

Coloradans have recognized that conservation is the cheap-
est, safest and most productive alternative to increasingly
expensive conventional fuels, and the most effective way to
combat the crisis of energy costs. And we have accomplished
this without sacrificing comfort or economic growth.

But while we can be justifiably proud of what we’ve done,
we cannot be complacent. Despite the fact that we, as Colora-
dans, are using less energy, we continue to pay more for it.
Natural gas rates have been rising 20 to 30 percent per year;
electricity has been ascending an average of 10 percent annual-
ly. A study by the Colorado Energy Research Institute (CFERI)
reports that natural gas bills for a typical Colorado homeowner
will rise by 63 percent over the next vear alone if the coming
winter is a normal one. Natural gas bills could rise as much
as 137 percent next yvear if the winter is an unusually cold
one.

The progress we have made in the field of conservation
and renewahle energy resources is but a small step on a long
road.

Coloradans have taken the low cost/no cost steps to save
energy. They now face major investments required for alterna-
tive sources of energy, such as solar, to further reduce their
consumption of fossil fuels and stem the tide of increasing
prices. These investments face them just as their discretion-
ary incomes are being devoured by the very price increases
they are trying to avoid.

We must make more financing available to homeowners who
wish to make their homes more energy efficient. We must take
measures such as the establishment of bonding authorities
which would make low interest conservation loans; or the
extension of corporate tax credits to 1lending i1nstitutions
which offer reasonable loans for conservation investments;
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or the extension of tax credits for conservation of renewable
energy measures to taxpayers regardless of their tax liahility.

Colorado has indeed come a long way, further than many
other states. But there is no time to gloat. Energy conserva-
tion is certainly an idea whose time has arrived. Non-renewable
resources are, by definition, finite. The law of supply and
demand tells us that finite resources will escalate in cost
as the supply dwindles. Without minimizing the importance of
new exploration and development, it 1is becoming increasingly
clear that conservation 1is the cheapest and most efficient
form of energy development. Insulated attics and walls can
be energy sources every bit as valuable as new and deeper
wells.,

* % % % % % % %k % % % % %
STATEMENT OF JOSEPH H. ZETTEL

Like most Americans, we applaud the Administration and
Congress’ efforts to reduce budgets; however, we are con-
cerned that energy funds are not fairly allocated between
energy resources.

1.0 Real world of energy problems resides in the States

1.1 This 1is where energy 1is produced with all its
impacts.

1.2 This is where energy is used with all its bhenefits,
problems, and costs.

1.3 The Adninistration’s efforts to abandon funding
for energy conservation imposes a major prohlem on
Coloradans who are being clobhered by rising natur-
al gas prices. Present phased de-control schedules
already approved by Congress mean that next win-
ter’s home heating natural gas bills will be 247
higher than this year’s, if we bhave a normal win-
ter; and 46% higher if we have an unusually cold
winter. Total decontrol of natural gas advocated
in some quarters, would result in an unbearable
burden on our citizens far exceeding the above
projects. Total de-control at this time is not
warranted.

l.4 The free market approach proposed by the Admini-

stration advances the theory that rising natural
gas costs will reduce use. The validity of this
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1.5

theory is questionable because there are limits as
to how low indoor temperature can be maintained
in the winter without health problems arising.
Furthermore, trying to heat even cold homes that
are heat sieves is very costly.

The only hope for the homeowner/occupant to reduce
the impact on the wallet lies in home weatheriza-
tion. Improving the thermal characteristics of
millions of homes in America is a horrendous task.
The ultimate in cooperative effort between federal,
state, and private sectors 1is required. The build-
iung materials infrastructure can play an important
role in getting the ijob done. State offices of
energy conservation can continue to provide a ma-
jor public role in conservation. It is ironic that
funding for state energy offices has been curtailed
for FY 81 and may be canceled for FY 82,

2.0 Role of State Energy Conservation Offices.

2.1

2.2

2.3

2.4

2.5

2.6

2.7

Maintain Energy Extension Service Offices throughout
the state.

Provide complete package of energy conservation
information about ways to reduce natural gas con-
sumption through weatherization and conservation
in every day living.

Participate in energy audit program for residences
- work with wutilities, Residential Conservation
Service.

Participate in establishing financing packages for
weatherization of residences at low-interest rates
and easy terms.

Promote energy conservation assistance for the
poor and aged on fixed incomes. Senator Hart's
"Retrofit Voucher" idea has merit.

Promote education in energy conservation at all
ages and levels of society.

Assist businesses combat rising energv prices which
impact their costs and profits.

3.0 Role of Federal Government.

3.1

Federal government should begin to withdraw its
support of state energy conservation by providing
block grants to the states to be used for states’
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4.0

5.0

6.0

energy conservation programs specific to that
state’s requirements.

3.2 These block grants should continue until the states
are ready to provide funding independent of federal
aid. Possibly one to two years.

3.3 Past errors in over-control by the federal govern-
ment of energy prices have contributed to today’s
problems.

The states are targets of energy problems such as
rising energy costs and the perils of petroleum short-
ages due to international problems heyond the states’
control.

4,1 Temporarily, the federal government must share the
states’ energy problems even though the federal
government is a long way from the firing line.
State government, citizens, takes all the heat
from irate constituencies when problems of cost
and supply arise.

Balanced approach to energy survival.

5.1 Nation needs bridge to energy future = carry us
from gas and oil era to future era of solar photo-

voltaics and other high technologiy energy systems
such as safe nuclear options.

5.2 Bridge consists of many planks such as:

5.21 Energy conservation — quickest and least ex-—
pensive.

5.22 Dwindling oil and gas reserves.

5.23 Coal - most abundant fossil resource.

5.24 Nuclear fission - electric power generation.

5.25 Solar, thermal, space and hot water heating.

5.26 Synfuels from oil shale and coal resources.
A1l energy planks need continued activity whether
that activity be research, demonstration and/or commer-

cialization.

6.1 Too many eggs in too few baskets can be disastrous
if the baskets break.
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7.0

7.1

8.0

9.0

10.0

11.0

Overexpenditure on nuclear power at the expense of
solar, energy conservation, and other important planks
of the energy bridge is wrong.

We strongly urge that your national energy plan #3
contain a balanced approach through judicious allo-
cation of limited federal energy funds.

Average Coloradan cannot play an important role in
production of the o0il, gas, and/or nuclear planks of
the bridge.

But the average person can make a major contribution
toward energy independence through efforts in energy
conservation and use of solar technology, thereby re-
ducing the rate of depletion of our valued fossil en-
ergy resources and at the same time reducing the
financial burden of millions of Americans to save
energy will provide 20-257 reduction in energy use at
very low cost to consumers and government.

Energy conservation has already shown remarkable suc-
cess.

10.1 Total energy consumption in Colorado was reduced
by 8% in 1980 below normal expectancies.

10,2 Nationally, the rate of annual increase in elec-
trical consumption was less than 2%, in contrast
with about 7% in the earlier 1970’s.

10.3 Motor fuel consumption in 1980 was reduced by
about 157 below normal expectancies.

10.4 This success story is worthy of recognition and
continued support.

Emergency planning for motor fuel shortages.

11.1 Dependence on Mid~East o0il can result in severe
shortages through war, Russian intervention, or
political chicanery.

11.2 States need contingency plans to handle motor fuel
shortages - also completely developed implementa-
tion and management plans.

11.3 Federal government cannot create crises in energy
supply and then not share with the states the
burden of coping with petroleum shortages. Our
policies in the Middle East, regardless of wvalid-
ity, can cause states serious problems.
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MS. DESPER:

11.4 Block grants to states can keep emergency planning
alive until the states assume this function.

12.0 Recommendations.

12.1 Established balanced approach to important energy
systems.

12,11 Don’t over-expend on nuclear at the expense
of other important energy resources.

12,12 Support states’ efforts in:

12.121 Energy conservation - both residen—
tial and business conservation.

12.122 Energy Fxtension Service activity.

12.123 Emergency planning for major liquid
petroleum shortages.

12.13 Provide transition period for states to assume
fiscal responsibilities for energy conserva-
tion and solar programs.

12,14 Achieve the above within budget cut funds by
directing some of the nuclear funds to other
important options such as energy conservation
and solar.

Thank you.

I am Betty Desper, Director of Housing for Total Action
Against Poverty. I have operated a weatherization program at
TAP since 1975 and we were one of the first community action
agencies in the nation to weatherize homes of low income fami-
lies. As of June 30, 1981 TAP has weatherized 1,400 houses in
our service area. This area includes 5 counties and 6 cities
in southwestern Virginia and geographically is mostly rural
in nature and encompasses 2,243 square miles.

The Virginia Association of Community Action Agencies
(VACAA) is the state level operator for the program.

At present there are 29 agencies that operate weatheriza-
tion programs throughout the state. Of these agencies 15 are
community action agencies, 6 are area agencies on aging, 4
local government and 4 single-purpose agencies.

The Virginia Winterization Program has been in operation
since 1976, and presently covers about 857 of the state. It
is funded by a grant from the Department of FEnergy (DOE) to
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the State Department of Welfare. Welfare contracts the funds
to operate the program to VACAA,

As of the end of 1980, Virginia ranked 12th in number of
homes weatherized nationwide under DOE funding, but only 19th
in total funding allocations during the same period. (Virginia
had weatherized 2.767 of all homes done nationwide under DOE
funding, yet received only 1.67 of total funding allocatiouns
during the same period.)

21,313 homes had been weatherized across the state as of
February 28, 1981, 15,665 of these were weatherized under DOE
funds. (The rest were weatherized under funds from the Cormun-
ity Services Administration, which sponsored the program before
DOE took it over in 1978.)

In Virginia, homes show an average 31% per year fuel sav-
ings after they have been weatherized by the program.

The program has saved the equivalent of about 5.5 million
barrels of o0il since its inception. Of the total number of
homes weatherized to date:

About 837 have been owner-occupied units.

About 17% have been owner-occupied rental units.

About 757 have been in rural areas.

About 257 have been in urban areas.

Virginia will receive about $3 million from DOE for wea-
therization for FY 198l. The FY 1980 grant was about $3.2
million.

In Virginia, according to 1975 figures:

245,000 households have income below 1257 of the poverty
level

734,000 individuals comprise these households.

113,0000f these households have elderly residents.

30,000 of these households have handicapped residents.
53% of these households 1live in their own bousing.
47%0f these households livein rented housing.

54% of these households live in rural areas.
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467 of these households live in urban areas.

Based on DOE allocation and production figures through
1980, Virginia is spending an average $840 per home (including
materials and local and state level operational costs) to do
weatherization. Comparing this figure with our current average
materials cost per home ($511) shows that we are putting 617
of our funds into weatherization materials which benefit low-
income people for many years.

In response to the question on the Administration’s energy
conservation policy I would first like to address the possibil-
ity of the weatherization program being transferred from DOE
to HUD to be included in their CDBG program.

I believe that it would be an administrative disaster.
For example, HUD has no previous experience, no trained person-
nel and no mechanism in place to continue the effective admini-
stration of the program.

Additional Federal dollars would be required to effectively
monitor and evaluate the program, not taking into account the
length of time involved for the transistion which would literal-
ly stop production of weatherization activities and decrease
service to low-income families.

Secondly manv rural localities do not receive CDBG set
aside grants. Qualified families in these areas would not be
abhle to receive these services.

According to the proposed regulations, each locality would
determine what programs had priority in their jurisdiction.
Localities that receive these funds have already made long term
commitments to their citizens for high cost structural and
infrastructural improvements.

Let us not kid ourselves about continued funding for wea-
therization through the block grant approach. When programs
and/or agencies are 1in competition for a Ilmited amount of
funds the needs of poor people are often overlooked. It will
then become a matter of who can write the best proposal and
who has the most clout with elected officials.

I understand that Congress is considering several alterna-
tives pertaining to the weatherization program.

The most logical and cost-effective solution would be to
maintain the program in DOE as a categorical grant with the
reduced level of funding.

DOE has successfully managed and implemented the program
since 1978, The mechanisms are already established and in
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operation for quality control, monitoring and evaluation, and
cost~effectiveness., Trained and experienced personnel have
established communication with all state agencies to effective-
ly work out all administrative procedures and regulations.

To even consider combining weatherization with other pro-
grams would seriously jeopardize the effective continuation
of the program.

Another important issue affecting the operation of the
weatherization program is the proposed elimination of the
Community Services Administration (CSA). To my knowledge the
ma jority of agencies that operate weatherization programs are
funded by CSA. Few other agencies have the experience to ef-
fectively administer the program without decreasing services
and increasing administrative costs.

I believe it will be necessary to take a good look at
weatherization services. The weatherization of houses 1is not
a program that can be implemented like other federally funded
programs. In my agency alone we maintain a fleet of 8 vehicles,
retain warehouses in 5 locations, supervise a crew of 43 work-
ers. Inventory of all tools, equipment and materials with a
yvearly budget of $180,000. Business and accounting proce-
dures had to be established and utilized for successful opera-
tion. Our inventory control system was so effective that it
was adopted by the state. Safety rules and regulations must
be enforced. uality control measures have to be initiated
and last but not least Federal, state and local regulations
have to be adhered to. Any agency that operates a weather-
ization program is running a top notch business that requires
all the skills that are necessary to succeed in the private
sector.

For these reasons, before any new regulations are passed, I
would recommend that Congress get input from experienced field
personnel who have actually administered a successful program.

In my opinion and from my own experience I do not believe
that there are any agencies that could successfully and cost-
effectively operate this program as well as community action
agencies with DOE as the funding source.

Why change sponsors when CAA’s have six years of wvaluable
and very successful experience?

In response to the elimination of the CETA program, which
has provided approximately 807 of all labor for the program,
Virginia has adopted labor waiver procedures, which allows
agencies who produce to hire production crews which will enable
the program to continue at a reduced level.
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Also the federal regs have been changed to allow for other
supportive measures.

As to the possible limited amount of allowable funds per
house ($1,000-$2,000) or ($200.00-$300.00), it has been our
experience that it is better to provide complete weatherization
of a house as opposed to minimum infiltration measures.

Complete weatherization of houses would decrease the number
of units weatherized but it is my belief that band-aid measures
are never adequate or cost-effective.

The weatherization program is cost-effective (cutting
energy consumption from 20%-507%), helps to ease pressure upon
the government in the long run as energy prices continue to
rise, provides jobs, stimulates growth of conservation, weather-
ization businesses, provides a measure of self-reliance for
low-income, assists the national policy of reducing consumption
of fossil fuels, and is the only means to help minimize the
need and size of energy assistance.

In order to help the poor better help themselves, weatheri-
zation/conservation assistance should be a higher priority.
Study after study has found that conservation is the least
cost and fastest method of energy production, is cost-effective
and becomes even more so with each energy price hike.

The energy problems of the poor will only worsen if a
concerted weatherization/conservation effort does not occur
immediately.

I would sincerely hope that the panel and all persons
involved in the <critical decisions affecting this program
seriously consider all information received at this hearing
for the successful continued operation of the weatherization
assistance program.

I would like to thank you for inviting me to this hearing
and giving me the opportunity to speak today.

Thank you. The last witness for this group is Charles
Lawrence.

LAWRENCE: Mr. Chairman and members of the panel, for the record, my

name is Charles Lawrence, and I'm the Executive Director of
the New Jersey Energy Research Institute in Parsippany, New
Jersey. I am pleased to have the opportunity to testify before
you on behalf of my Board of Trustees.

We believe the FEnergy Institute 1is unique in the United

States. It was initiated by the private sector in 1977, not
to conduct research, but to act as a catalyst in stimulating
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projects with near term results 1in energy counservation and
energy production. It is a management organization backed by
the technical resources and hbhrain power of the most diversi-
fied membership of any such organization in the country.

Furthermore, our charter mandates the use of existing
facilities and expertise among its industrial and university
members rather than by the expansion of the staff of the New
Jersey Energy Research Institute.

Anong the members are Johnson and Johnson, Prudential Insur-
ance Company of America, EXXON Research and Engineering, RCA
Laboratories, Public Service Electric and Gas Company, Jersey
Central Power and Light Company, the Port Authority of New York
and New Jersey. We have three universities sitting on the board
as well, namely Princeton University, New Jersey Institute of
Technology, Stevens Institute of Technology. We have Tisbman
Realty and Construction Company, the Lummus Company, Englehard
Industries Division, Widmer and Frnst, E. R. Squibb and we
do have input from the State of New Jersey Government as well,
namely the New Jersey Department of Environmental Protection.
Commissioner English sits on our board and our Governor,
Brendan Byrne is on our board as well.

As you see, many of the companies are national in business
activitity and several, in fact, are international, and they co-
ver a wide spectrum of forms of business.

I believe this distinguished panel will be especially inter-
ested in knowing that the Fnergy Institute has benefited from a
close working relationship with the U.S. Department of Energy,
but has sought relatively little in the way of federal monetarv
supporte.

The bulk of our operating funds come from the private sector
with modest amounts of federal money for initial study and plan-
ning purposes.

We believe it 1is this relationship and stimulus that has
been responsible for many of our achievements. Before descri-
bing some of them, let me explain that our most effective role
has been in the area of addressing institutional constraints
that often prevent or delay otherwise technically sound pro-
jects from succeeding.

Technical considerations are often less important than the
non~technical factors present in trying to implement proposals.
I would like to now report on the major projects that the Insti-
tute has undertaken since 1its inception and then on what might
be termed conservation, but I would more accurately call them
projects in energy system planning.
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They are private sector projects, that is, they have been
built or will be built with the bulk of the funding from private
capital.

In each case, however, as I've mentioned before, there have
been federal funds made available from the U.S. Department of
Energy and the Argonne National Laboratory for initial study
and planning purposes.

The first project I’d like to discuss, I think it’s gained
quite a bit of prominence over the years, is the City of Tren-
ton Integrated Community Energy System, wbat we call the ICFS,

This has been studied now for four vears, and is a study
that will result in the construction of the nation’s first
urban cogeneration facility at a cost of about $22 million in
our capital city of Trenton. It will produce high temperature
hot water for space heating and cooling as its primary product,
and as a bhyproduct, electricity. In other words, this is the
reverse of the common total energy system.

Four million square feet of office, residential and hospi-
tal space will be served in the downtown urban renewal area of
Trenton. Incidentally, Trenton State Prison will be served as
well, It will have an overall efficiency of some 65 percent,
which is about double that of our utility’s net power plant
average, and the system will be operated only when there is a
need for heating or cooling in the buildings.

The electricity produced will be delivered to the Jocal
utility grid, and all customers in the Trenton area will con-
tinue to receive electricity from this local utility. We will
not in any way disturb the conventional means of selling elec-
tricity. That remains the purview, the prerogative, the busi-
ness of PSE&G. I might add that about 70 percent of the floor
space that we will heat and air condition will be State of New
Jersey buildings.

The total project cost in the testimony I’ve submitted pre-
viously indicated $20 million dollars. Well, you know how bad
inflation is, it’s now $22 million for the total funding to
completion. The project will be finished in, I would say two
years. Ground breaking will be September 21, 1981, The total
research funding from Uncle Sam will be about $1.3 million.

The next project I°'d 1like to talk ahout is a 26-story
office building known as Park Plaza in downtown Newark. This
building is owned by Rockefeller Center, Inc., and leased to
PSE&G, Public Service Electric and Gas, as their new corporate
headquarters.
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This building is equipped to monitor building energy use
patterns and to measure the effectiveness of the wvarious pro-
grams that we have installed and will be installing.

It is important to note that the studies will involve the
architectural and engineering communities in the Metropolitan
New York area as well, within a radius, I would say easily of
25 miles from Newark.

The New Jersey Institute of Technology and the Stevens
Institute of Technology will have specific roles to carry on
in this building. In fact, we have convinced the two institu-
tions to work into their curriculum, data and opportunities
for their students to do master’s and doctor’s research within
the building.

The instrumentation built into this structure will enable
it to be used as a living laboratory, something, I bope, that
doesn’t upset Rockefeller Center or PSE&G, for the next 20
years. The information coming out of it is expected to have,
with all due respect, significant influence on national build-
ing codes and general energy management planning techniques in
the building community.

But, I'd like to point out again, I know that many, many
conservation and study projects have been undertaken in build-
ings even before the embargo. In fact, I was part of this
activity when I was with the City of New York Administration
under John Lindsay.

Here we have one of the maijor builders and investors in
the United States, namely RCI and the Tishman Corporation,
engaged in this activity which, believe me, gentlemen, will
have the very decided effect on the private building community,
not only throughout the United States, but worldwide. The
total project is $80 million. The Federal research funding to
completion is a shade under a million, $950,000. Incidentally,
I might add that as we are collecting data, which will be
coming in this spring and summer, a number of manufacturers of
lighting equipment, and fenestration, and several other types
of proprietary devices have very willingly agreed to install
thelir apparatus at no charge just for the benefit of seeing
its performance in a real life situation.

The newest project we have 1s the redevelopment of the
waterfront properties in Jersey City and Hoboken. NJERI and
one its members, the Port Authority of New York and New Jersey,
are working with the Argonne National Laboratory 1in developing
the abandoned and decaying areas in New Jersey on the water-
front for residential and light commercial purposes.
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The intent is to investigate and determine the most energy
effective plan while we’re still in the design stage for the
new community. The projected total project cost will be in
the order of half a billion, $500 million. The total energy
research funding, and I hope it doesn’t stop at this level, I
hope to get more, is $95,000.

We are not totally insensitive to the needs of our young
children. We have been involved in a program which has been
rather successful and promises even greater success known as
the Student Exposition on Fnergy Resources, with the acronym
SEER. I don’t want you to think that our only interest is with
big business. The SEER program aims to educate school children,
and for that matter, their teachers, as to their obligation as
future business and government leaders and workers to seek new
energy sources and more efficient energy utilization. This is
done by helping the children construct working models of their
novel ideas, and we hold an exposition once a year within the
state and now this is being done on a national basis. Now the
total project within New Jersey has been $40,000, completely
contributed by the private sector. We have never sought nor
will we seek Federal research subsidy for this.

We have interest in coal research. NJERI has assembled
and worked with experts in coal technology of the 1leading
universities in Pennsylvania, Delaware and New Jersey in devel-
oping a team that could address and help solve problems that
are impeding the wider use of coal in the Northeast.

We are rather concerned, because we have very heavy depen-
dence on the use of oil. Our major utilities in the state
depend either on o0il or to some extent on nuclear power.

This coal research project has $30,000 expended thus far.
Again, we have not sought Federal research funding.

NJERI has heen requested by and has assisted several of
our municipalities in energy problem solutions and management.
NJERI provides expertise from our membership, and I point out
that this is done without charge, that these communities would
not otherwise he able to obtain.

For example, NJERI is working with Red Bank, Rahway and
Jersey City at the present time in looking into the feasibility
of district heating and solid waste as fuel.

Another major project which I hope will be announced momen-—
tarily for final signing of papers is the Union County Solid
Waste Project. NJERI serves on the Union County Solid Waste
Task Force and helped the City of Rahway make its decision to
become the host community for a 2000-ton a day solid waste
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energy facility that will displace the current use of 750,000
barrels of o0il per year.

This facility will use the proven European method of water-—
wall incineration and will provide steam to New Jersey’s second
largest pharmaceutical company. It will also generate electri-
city and it’s NJERI’s desire to help establish within Rahway
the district heating system.

Incidentally, about the only indigenous resource we have,
energy resource other than sun and wind is garbage. We have a
great deal of garbage. We have high population density. Our
state has the highest energy density in the union, and we are
looking forward very much to being able to use our major re-
source, garbage, as fuel.

As you can see, the Fnergy Institute has a charter and
operations that are consistent with the policies of the present
Administration. You don’t hear that very often, do you?

It is the catalyst for carrying our research projects with
maximum private sector initiative and minimal federal assist-

ance. Thank you.

Thank you. We can turn to questions now.

GLASSBERG: Yes, a question for Mr. Ciruli. With respect to more

CIRULI:

flexible grants to states and localities to do energy conserva-
tion, you mentioned that in the State of Colorado with more
limited funds you would run into a state iron triangle situa-
tion. Is the panel to infer from that comment that the claim
for flexibility at the state and local level for programs in
order to do more rational energy conservation programs that
are applicable to those local areas should be —-- is tempered
by the political realities that these programs will be competing
for funds and decisions might be made more on a political
basis rather than on an energy conservation basis?

There is absolutely no doubt that in the state the Governor
will definitely have to create a structure to adapt the block
grants to current state needs and he’s doing that now in terms
of evaluating these pPrograms; that’s what my study was about.

A couple of other factors are involved. One, if there
should be a block grant, we need to be honest about the fact
that it won’'t save that much admiristrative money. So there
will be some additional burden on the state.

Secondly, the grants need to be shaped in a way in Washing-
ton in which a lot of programs that belong in a block grant
aren’t allowed to lobby their way out of it, so that what’s
left are a few minor programs. For example, putting energy
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planning and EES in a block grant, but leaving out the other
major programs, such as weatherization, that really could use
some consolidation. So programs need to be designed in D.C.
that will mediate these issues.

For example, 1if LIEAP has some element of weatherization
as a part of it, it definitely has to be coordinated with the
other major weatherization program. It simply would not make
sense to leave the program fragmented, because LIEAP in our
state is administered by the Department of Social Services, an
excellent agency at getting a check to a person, not particu-
larly good at outreach functions or at referring people to
conservation, because they use new employees, temporarily hired
for the short winter season, who are inundated with paperwork
to make sure the LIEAP checks are delivered to the right person
on time.

That job alone overwhelms them at their intake point and
undermines their ability to do all those other functions in
terms of referrals and outreach and moving a person along into
energy conservation. So I think that if a block grant came
down that encouraged putting LIEAP together with weatherization
and EES, it would be excellent.

But there's no doubt there is definitely going to be a
political struggle, a political sorting out that has to take
place at the state level, regardless of what happens in D.C.
To some extent, the legislature, the current bureaucracies that
manage these programs, and of course, the Governor will be
involved. So at both ends there is going to be a political
tussle to try and deliver these programs as best as possible
with limited funds.

GLASSBERG: Which programs do you think will receive the highest

CIRULI:

priority in Colorado?

I think that the two programs that would get the highest
priority are energy assistance i.e., LIEAP, particularly in
the light of our natural gas price increases and weatherization,
both programs that have proven themselves.

Now weatherization has a problem of losing its delivery
system in terms of CSA. Most of these local CAP's are non-
profit and maybe can survive by finding new sources of funds,
but in the short term, there is going to be tremendous admini-
strative hardship. We are beginning to shut down weatheriza-
tion right now in many of our cities.

My office is in charge of the Energy Extension Service,
the RCS and IBGP programs, and in terms of saving wasted Btu's,
the programs we administer are the most cost-effective. But
they are dealing primarily with a marketing strategy to a
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middle class clientele, and to that extent, they would probably
be put on a priority 1list below helping people with emergency
needs. This is one reason why our office got involved with
the coordination study. We feel there's a definite role for
OEC in coordinating these programs, or possibly having one
office to handle the referrals and make sure that once a LIEAP
recipient is identified as having a housing unit in need of
weatherization that the service would be provided. Currently
no agency does that. It's kind of a haphazard referral system
between the agencies.

One of the block grants had an interesting aspect to it,
and that was the idea that for local governments to get funds
it would have to do an energy assessment, and then a certain
amount of these funds, 20 percent, would then be channeled to
them. It's an excellent idea. Very few of our communities
have done good energy assessments of what they should be focus-
ing on in terms of local energy supply, use and needs.

So that we see it as a good strategy to get better energy
conservation planning at the local level.

I'd like to ask Dr. Lawrence if he could describe what kind
of administrative arrangements are there between your clients,
if you will, and the institute.

Do you receive compensation or is this done on a voluntary
basis? You know, how confident are the recipients of this
advice in the quality of information they didn't pay for if it
isn't paid for?

LAWRENCE: Invariably those 1involved in the projects, if you look

POWER:

through them, and I may just refer back to them in the order I
gave them, the City of Trenton, that involved one of our board
members to begin with, PSE&G.

I think we were essentially asked to get involved with
this largely at the request of the U.S. Department of Energy,
to shepherd this activity. The City of Trenton simultaneously
made the request and Park Plaza, Tishman again, PSE&G, are
board members.

I have never run into a question where our particular
judgment on the part of the board or reports were ever ques-—
tioned as to validity. That aspect has never come up. You're
the first one that's raised it.

Are the services provided free?

DR. LAWRENCE: If a town comes to us, they get this at no charge. In fact,

the reason why we can do so much for so little money is, of
course, that the members of the institute have assessments,
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dues, that they pay in, and simultaneously, they provide in
kind, service with their staff.

We call upon Princeton to do studies. The Port Authority
is doing studies, so forth and so on. This is a choice, a
determination, a vote on the part of the board members which
meet every other month.

MR. PFEIFFER: Ms. Desper, I was curious as to what the prospects are for

MS. DESPER:

the continuation of Total Action Against Poverty if the federal
funds for CAA's are cut in '82, will your organization be
able to continue?

Well, in my housing component alone, we use very little CSA
funds. We have many resources —- hopefully we will, but at a
reduced level. I've talked with my Executive Director, Mr. Ted
Edlich, and he's very optimistic. We have a rehab program too
that we operate with the housing authority in the inner city
that we get CD funds for, so hopefully that will continue.

We have a housing counselling program that was funded by
HUD up until this year, and I'm not sure what's going to happen
with that yet, but we do have other resources of funds and hope-
fully could survive on a very limited basis.

MR. PFEIFFER: Do you expect a weatherization effort to be able to con-

MS. DESPER:

tinue?

We have, at one point in the Program -- as I mentioned in
my report, we had 43 people onboarde I now have nine, and
most of these were CETA people that I have picked up and put
on staff more or less on faith.

We've been allocated a certain amount of State Department
of Welfare through VACAA, and if we produce, we get a certain
amount of money back as program support, and hopefully I can
pay their salaries, with the change in the Federal regs that
allow you to pay for off-site personnel.

So if we can produce, and given the fact that we can conti-
nue to get enough funds, I would hope we could keep a weatheri-
zation program in place until we get through the transition or
whatever is going to happen.

I do see us surviving.

MR. PFEIFFER: I have one other question. Do you really think it makes

sense to continue with a program that does complete weatheriza-
tion and as a result serves a very small proportion of the
needy rather than one that does partial or low—cost weather-
ization services and serves a great many more people.
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Well, we did both, and we found that actually with trained
personnel, we could probably do as many houses as we could with
the low cost/no cost program, which we didn't find effective.
We felt that it saved very little fuel to the homeowners. For
instance, if you insulated an attic for a family, and all the
heat goes out the windows, you really haven't helped them that
much, because there's not enough money really to be effective.
That was why we decided or we felt like it was better to fully
weatherize a house.

Just before we take a short break, I'd like to thank the
three witnesses for appearing. We'll reconvene at 3:10.

(Whereupon, a brief recess was called.)

I would like to get together again now,if we could, please.
The next witnesses are Joseph Prano from the City of Terre
Haute, Indiana; Richard Kline from the Appalachian Regional
Commission; and Howard Brown, energy advisor for Middletown,
Connecticut.

Okay. Mr. Prano, if you could begin.

First off, I would like to issue a disclaimer before the
City of Terre Haute. Our agency just happens to be located in
Terre Haute, Indiana.

I guess that will lead into parentage and why I'm here. I
was the Director of the weatherization program for Vigo County
and the county offices in the city of Terre Haute, and it was
under the CAP program originally in 1979 when I went aboard,
but we had a problem that some of the CAP agencies may have
had.

The weatherizatiion program was a very small part of its
overall activities. 1In fact, weatherization in Vigo County was
only 4 percent of the agency's function when I went aboard
in September of '79. In March of 1980, I had built the program
to $2.3 million, and it had become 84 percent of the agency's
activities, and because of that, it now took on a new focal
point.

Before, it was something that you didn't worry whether or
not you received funding or continued funding for to where
everything evolved around it, and because of the problems that
it built by growing so quick, the inner struggles required the
Department of Energy, upon recommendation of the state, to
pull the program away from the CAP agency.

At that time, I had to look for a new parent, because I

could not adopt the weatherization program for myself, and one
thing we did with building the program is we started a coali-
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tion of the union, the Carpenters’ Local 133, and I made a
suggestion to them that they become the parents for the wea-
therization program, and they submitted a proposal under their
not—-for—-profit charter, their funds which are their health and
welfare, and they were granted the weatherization program
which they delegated back to me, and we continued weatherizing
homes.

We averaged 250 homes a month completed, spending an average
of $525 in materials. We lost our CETA personnel under the
CAP program on October 31 of 1979.

We operated the program without CETA, per se, and we devel-
oped other state employment projects into it. A lot of bypro-
duct benefits were training, and we also got people into the
union who would have never had the opportunity to become a part
of it, and we created job skills through our training, and ex-
posed them to the world of existing on your own merits.

So, you know, people may look upon CETA as a loss; we
looked at it as a benefit, because we were able to employ func-
tions that DOE allowed us to do that Department of Labor would
not allow us.

There was interagency agreement, but all rules and regula-
tions weren’t combined to make it- work. Okay. We had overrid-
ing regulations. Like, I couldn’t, for example, subsidize De-
partment of Labor employees by more than 10 percent, which
means that I couldn’t effectively upgrade them into a union
trainee program, because of the fact that their wages would no
longer be in line with the maximum increase, which means that
because I was teaching people to be more independent and do
more and teaching them how to do that, that I could not hire
them onto our program if they come from CETA or those types
of, agencies that had restrictions. So it took on a whole
new outlook and naturally, as you all are aware, weatherization
in Indiana ceased to exist on March 13 of this vyear. The
reason for that is, we ran out of operating capital.

Here’s another inefficiency of government. If you are
pushed to produce more, and we were all told by Federal Regis-
ter and by the Department of Fnergy that we will be funded
based upon our accomplishment. The states that were not pro-

ducing would be funded at a smaller level.

The state in turn passed it down to the individual agency.
We had 31 operational arms of the weatherization program in the
Indiana, and every one of them worked at different levels.
But what happens here, because we produced more, we ended
up with the biggest part of the state’s funding.

150



In fact, we were operating at 26 percent of the state’s al-
location, which in my opinion is unfair because of the fact that
we had only one county of the 92 counties that exist in Indiana
under our sponsorship. So we were able to complete one-third of
our households, our eligible households in one calendar year,
where other agencies were only able to complete maybe 1 or 2
percent of their total eligible households.

So there needs to be a lot of things turned around on that
basis. I have submitted a proposal to the State of Indiana,
not knowing who the funding source is going to be, for a state-
wide weatherization program sponsored by the Indiana State
Council of Carpenters, so we can operate the same thing but turn
around and try to bhe fairer in our distribution of allocations
to the entire state.

I could go on and on and on about all of the benefits of
our project. Some of you have probably heard about it. If you
have any questions, I°11 answer them at the end of this. Thank
you.

(Following are specific recommendations submitted by Mr. Prano
on the Weatherization Assistance Program (WAP)).

1. Maintaining Weatherization.

The maintaining of Weatherization with DOE would give every
State a clearing house to transfer the needed reports and/or
review house which where-by they can receive opinions or deci-
sions from as they relate to the allowable activities of WAP.
If it is not done thru DOE I strongly would support that the
weatherization program be maintained as a categorical funded
project, with assurances that this activity be consistent with
the program objectives.

2. Benefits of WAP to fixed income individuals.

The benefits of this type of program are very numerous not
just in the conservation and the logic of us all reducing waste
but more significantly as this relates to those on fixed income,
who are forced to reduce but cannot afford to do so properly.
The WAP project can be measured in real dollars not only in
savings but as it relates to each project undertaken. When you
consider a 407% reduction in consumption and a maintenance of a
more uniformly heated/cooled dwelling, this becomes the most
logical project we can undertake. The benefits of: jobs, job
skill development, training of future private weatherization
employees and/or specialists, these are just to name a few of
the by-product benefits if properly implemented are as equally
beneficial as the project itself. The next logical step 1s to
correlate this with LIEAP.
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3. Uniting WAP with Low Income Energy Assistance Program (LIE-
AP)

Running LIEAP with WAP can produce many more by-product ben-
efits, one being application eligibility forms and the correla-
tion of these two good programs, plus the amount of assistance
provided under LIEAP could be reduced by the amount of reduced
consumption after weatherization, thus allowing WAP funds and
LIEAP funds to reach more of the eligible households. Person
power needs are somewhat reduced by combining these similar pro-
jects and this would then directly reflect to the amount of peo-
ple serviced and the cost of administrative overhead. From a
business/management point this too is very logical.

4, Suggestion for Statewide Proposal.

Statewide special purpose programs could be set up espe-
cially with these two projects (WAP & LIFAP). One suggestion is
the one proposal we have submitted to the State of Indiana.
This one asks the state to select as their sub—-grantee the Indi-
ana State Council of Carpenters to be designated as the service
delivery arm for WAP in Indiana. We feel this would allow us
to come up with a fairer distribution of the State funding levels
and afford us a better way of implementing uniformity to the
states’ eligible applicants.

5. Reporting of project activities.

It would be very useful to have a central reporting of all
the activities of WAP as I suggest in (l.), this will be the only
way the nation as a whole may benefit from the exasperations of
others who have gone the trial and error route and need to share
the successes to the general public so they know where their dol-
lars are going. In so doing we are continually educating the
people of the ongoing need for conservation and helping to de-
velop a growth in the industry by publishing all the statisti-
cal data that could be generated from a central clearinghouse
reporting system. In my opinion all projects should be report-
ed on and should be responsive to where the funding source for
without reports you create an opportunity for abuse and project
neglect that would subsequently jeopardize all fundings of any
kind.

6. Future funding of projects.

We should know in advance if possible what our next two-
vear projections for funding will be and what 1lies beyond
that. The reason for this is so we can develop the strategy
as to where do we go from here. We are looking towards that
area ana it is our opinion that what we have proposed to the
State will allow us to do just that. We intend to be set up
to spin-off into the private sectors competing for the private
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dollars by demonstrating our abilities to deliver the WAP ef-
fectively, cost—efficiently and thru a General Contractorship
that will remain ongoing. Through our project we want to de-
monstrate that the construction-oriented projects that the
Federal Government 1is involved in may be best served thru
this type of mechanism. We do need to have our goals laid out
in advance and we do need to know the future funding levels at
least two, preferably three years ahead, so we can complete
what we start wihout opening ourselves to liabilities that can-
not perpetuate the goodwill we have worked long and hard to
develop. (See Appendix, Volume III for Mr. Prano's proposal
for the State of Indiana).

Thank you. Mr. Brown is next.

I'd like to introduce myself first. I am a trained city
planner who for the last 12 years has been involved in resource
management issues from the neighborhood level to the interna-
tional level, and I'm a lecturer in resource planning at Wes-—
leyan University.

I'm here in a particular capacity. For the last two years,
I have been serving on a very part—time basis as energy advisor
to the Mayor of Middletown, Connecticut, which is a small commu-
nity of 40,000 people in the center of Connecticut, and a pro-
gram —— a community which has taken part in a very unusual Fed-
eral program which I'd like to discuss with you. But I'd like
to take a minute, if it's okay, to say something in general
about energy conservation programs, and then to address the
community energy project of the Federal ACTION Agency in that
context of our experience in Middletown with that program.

As someone who has been involved in energy programs for a
long time, and many, many different programs, 1'd like to take
this opportunity to express my strong support in the need for
the Federal government to remain involved in energy conserva-
tion and small-scale applications of solar and alternative en-
ergy technologies. 1 feel that these programs are extremely
consistent with the present Administration's approach to the
marketplace and moving the country towards reliance on the
marketplace to solve its energy problems.

I have been doing some research, which, if I hadn't come here
on such short notice, I could have possibly finished to bring,
the work looks at the impact of energy conservation and alter-
native energy technologies on communities, the economic impact
of these kinds of programs compared to, for example, traditional
economic development, for example, what are the benefits to a
community which helps its citizens save money, energy dollars,
compared to the economic benefits of bringing in new business
which will consume energy into a community.
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Preliminarily, the research shows that saving energy can be
one of the most sophisticated and effective wavs of stimulating
a local or state economy that exists.

Now in defending energy conservation solar programs, I want
to make it clear that I’m not defending or advocating all of the
particular programs which have been run by the Department of
Energy and other programs, hecause I feel there has bheen very
much waste and inefficiency in the way that numerous programs
have been run. But I’m not here to discuss that specifically.

I feel that the programs which should be left at the end of
the budget cutting procedures should be those which nmeet a set
of very specific and useful criteria, that they should not be
programs that subsidize bureaucracy, but ones which mininize
overhead and minimize immediate impacts. There should be
programs to encourage conservation at all levels and at all
sectors to encourage small-scale solar and other alternative
technologies and the diversity of those in the marketplace and
to protect the marketplace in the energy field.

Particularly I feel one area which has been enormously omit-
ted is the area of passive solar energy, and omitted and misun-
derstood. But to do these kinds of programs, I think it’s impor-
tant that specific program targets be evaluated on the basis of
their ability to serve as initiators and motivators to communi-
ties, small businesses and others to get started on programs,
not to fund from beginning to end with enormous Federal grants
and programs.

The programs need to encourage == they need to include in-
centives, like tax incentives, incentives to state and 1local
governments to run loan programs. The RCS program, for example,
for energy audits by utilities, loans and grant programs for
non—-profit organizations, small grants can have an enormous im-
pact and an example of that is the Department of Energy Small
Grants Programs which has taken =~ given into the hands of peo-
ple who don’t have access to capital-—very small amounts of
money. It has a low operating overhead. The selection of
grants is made by volunteers on a state by state basis. It’s
locally controlled. It’s an extremely effective program that’s
had an enormous impact. PURPA is a regulatory program which
has the effect of protecting, not retarding the marketplace,
and I think that regulations need to bhe evaluated on that
basis, not all thrown out.

Now, in converting to a marketplace energy economy, I think
it’s extremely important to recognize the need that we have to
help the poor and the near poor who cannot afford to capitalize
the transition to an energy—efficient society, and there are
ways of helping those people which can be cost-effective to then



and to the government and to local economies, and I think that
we need to look at those programs as well,

Now, specifically, one program which meets the criterion,
I think, very effectively that I wanted to talk about a little
bit today is the Community Energy Project which is run by the
Federal ACTION Agency under an interagency agreement with the
Department of Energy, which supplies funding for the program.

This particular program began in a pilot project in Fitch-
burg, Massachusetts about three years ago. The program was de-
signed to use the techniques and philosophy of DOE's no cost/
low cost program, but to do it by putting the power of organi-
zation into the hands of the local community in which case Fed-
eral funding would only be used as an incentive to help get the
program off the ground, to motivate the local community, and a
kind of catalyst. In addition, the ACTION agency provides
a kind of ongoing technical support when it's necessary.

The City of Middletown was one of 18 cities selected in
the United States to be the next round after the first pilot
project for carrying out this program. The program is short
term. It has immediate impact. It has a single objective,
reaching a lot of people very quickly. 1Its success depends
completely on citizen mobilization, the wuse of volunteer
agencies. It often does, as in the case of Middletown, utilize
volunteers and community groups like the Girl Scouts,the Police-
men's Benevolent Association and others.

Local businesses and banks have gotten involved, the utili-
ties. There is virtually no bureaucracy. A coordinator who was
hired on a six-month basis for the term of the program. When
the program was over, everyone understood the coordinator would
leave.

Because the funding is minimal, it absolutely requires crea-
tivity and imagination on the part of the communities to make
them work with the amount of money available and in piecing to-
gether the other resources. It does not require a lot of tech-
nical understanding. It's a self-help program. Most people do
it themselves.

People in it are responsible for taking their own energy fu-
ture into their own hands. The communities that have done it
have developed enormous pride in this program as being selected
as the cities to do it, and often they give it their own name.
Each program has had its own name, its own ground rules, its own
approach, and it has worked effectively in the large number of
cases.

Now, one other characteristic of the program is that it does
not involve the imposition of a lot of Federal regulations on the
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community in terms of how it should be carried out.

In Middletown, when some members of the city government be-
gan talking to the ACTION Agency about making Middletown the
site, T had just come onboard into the city government and was
extremely skeptical of the program and of the city jumping
quickly into a program as the people from ACTION were encour-
aging it to do. They were saying that, no, you don't really
need to do a lot of preparation. You really just need to get
in there and get your hands dirty and do this thing.

I had had enough experience with Federal programs to know
that usually they didn't work in communities. The outreach as-
pect is usually a failure, just as it involves subsidizing po-
sitions, et cetera.

We reluctantly got involved in the program. We began to --
we started late, in fact ACTION actually began to be annoyed
with us for sort of spinning our wheels a little bit at the
beginning in getting started. We finally brought a coordina-
tor onboard and began piecing together parts of the program.

We set up an executive board of community organizations
which began developing plans and set a goal of reaching 800
households out of 10,000 in the community.

The program was to run for six months. We gave it a name
called MSER, Middletowners for Saving Energy Resources. We de-
signed workshops. We began to contact landlords to overcome
some of the traditional problems of energy conservation in ten-
ant, rental housing.

We began to get local businesses involved. Businesses star-
ted contributing in-kind contributions, the printing of materi-
als and numerous other things, loaning office supplies, all as-
pects of operations. The local press became enthusiastic. The
local realty association became so enthusiastic, they organized
a large energy fair to kick off this program.

In carrying out the program, we found that it far surpassed
the initial goal reaching 1200 or 12 percent of the entire hou-
sing stock of the city, and the program was so successful that
it was selected by a private foundation as one of five cities
to carry on in a second round, and we intend to go from 12 per-
cent to 25 percent of the city's housing stock to reach in the
second six-month phase of the program.

The local utilities, as I said, have played a large role as
well. Now all of this grew out of a $5000 ACTION grant and a
commitment by the Department of Energy for this program and to
make available some of its weatherization funds through its re-
gional office to be used for the purchase of kits.
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In addition to the direct impact of the program, which
is saving Middletown residents thousands and thousands of dol-
lars, the program was cut off at the end of six months, because
that's what it was designed to do, and the interest in the pro-
gram on the part of the community was increasing geometrically.

That is, the people coming to the workshops for the training
to install their kits was increasing so rapidly, and it was
stopped right at the peak of its success.

The program, at least as important as that, kicked off in-
terest in the community in other energy conservation programs.
Now the City of Middletown has considered seriously floating a
million dollars worth of general bonds for the purpose of making
low-interest loans to members of the community for more compre-
hensive energy conservation programs. It has served as a model
for several legislative efforts, and the bills that passed the
state legislature, and it has served as an impetus to improve
the effectiveness of the local weatherization program.

Now, I want to go back to the whole just to conclude for a
moment, and say that as we experience this shift of responsi-
bility from the Federal to the local level that's going on
under the present Administration, municipalities are increas-
ingly being left with the responsibility of dealing with the
impacts of rising energy prices and the energy crisis in gener-
al, and without the resources and the responsibilities and the
experience to deal with it. Programs need to be designed to
allow and encourage communities to effectively take on this
problem. People are going to be cold. The Federal government
is not going to be taking responsibility for keeping people
warm.

State government is also not accepting that responsibility
and where it has, it has demonstrated itself in most cases to
be a miserable failure. So programs need to be designed, as I
said, to help cities, and I feel very, very strongly that this
community Action program, this community energy program with
the ACTION agency is one of several examples of extremely crea-
tive low cost to the government programs which can have a very
significant impact on -- at the grass-roots levels. Thank you.

Thank you. Next is Dr. Richard Kline who comes to us as a
Spartanburg City Councilman and Chairman of the Energy Subcom-
mittee of the South Carolina Appalachian Regional Council of
Governments.

Thank you for the introduction. By way of professional
training, I'm also a chemical engineer with a Ph.D. Degree in
engineering from MIT. I'm employed by W. R. Grace as an engi-
neer and am a member of the American Institute of Chemical
Engineers.
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In preparing for this talk, I polled the municipalities in
the six-county northwestern region of South Carolina and compa-
nies of the members of the Chemical Engineering Society and also
got input from the League of Women Voters. My presentation to-
day, which basically follows the outlines of your issues prepar-
er, is a composite of my own experience and the information that
I‘ve gotten from these people.

I’d 1like to say first that people in our region rather
strongly support the new Administration’s initiatives to allow
the free market to handle the energy problem. As a practical
matter, the rising cost of energy is the only reason that
people in our area have any serious interest at all in conser-
vation or generation of energy from other sources. We take
pride in other considerations, such as patriotism, social
concern, et cetera; but these are not the reasons that we
make economic decisions.

As to the previous Administration’s policy, Attachment #1
which is on the seventh page of my paper, lists the 12 grant ap-
plications that came through for energy conservation in our re-
gion last vear. In addition to the amount of money asked for and
the amount received, we have compiled a rough estimate of the
cost that each organization incurred in asking for this monev,
The costs of applying for the grants were on the average roughly
10 percent of the amount of meney that the groups received,
and a number of qualifying applications were not funded to any
extent at all.

As to the effect of the new Administration’s policy, I think
the first and most important thing to realize is that the local
governments in our region view ourselves primarily as providers
of traditional governmental services: roads, water, sewage,
public safety, parks and recreation, et cetera. We view energy
conservation as it impacts us, as something that we will do our-
selves to make our organizations more efficient. Therefore,
we will probably continue without the Federal funding, alheit
at a reduced level, funding the energy conservation measures
that we are doing.

My second attachment is a three page list of the energv con-
servation measures being taken by the City of Spartanburg.
We’re probably the most active city in the region, hut the
measures that we’re taking are typical of the measures that
are being taken throughout the region.

The industries in our region generally don’t publicize their
energy plans, bhut they are engaged in energy conservation for
the same reasons we are, economic. And the concensus among them
is that they want the Federal government to leave them alone.
They got nothing from the grant program. They expect nothing
from the new program either.
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ATTACHMENT #1

FEDFRAL ENERGY GRANT APPLICATIONS FROM THE SOUTH CAROLINA APPALACHIAN REGION

Amount Amount Application Dollars Received
Applicant Purpose Requested Received Preparation Costs per Dollar Cost
Gaffnev, Fasley, Alcohol Fuel Demon- $337,500 $285,000 $10,650 $26.76
Seneca, and Greer stration Project
Boards of Public
Works
Appalachian Resource Greenville-Spartan- 82,000 15,000 7,650 1.96
Recovery Study Com- burg Incinerator;
mittee Resource/Energy Recovery
Studies
City of Seneca Seneca Incinerator 15,000% 15,000 1,050 3.49%%
City of Easley Easley Incinerator 15,000% 15,000 800 18.75
City of Spartanburg Energy Conservation 17,014 17,000 1,050 2, 66%%%
at City Hall
City of Spartanburg Solar Energy for Swim 49,250 0 1,050
Center
City of Spartanburg Energy Conservation 28,125 0 4,300
at Rec. Centers
(4 applications total)
City of Greenville Solar Heat Reflective 17,434 0 1,310 0
Film
City of Seneca 700 kw Low Head Hydro- 40,000%%* 0 3,250
electric Generator
City of South Carolina ARC Energy Plan Update 1,500
for Crant Qualification
TOTAL $601,323 $347,000 $32,€10 $10.64

* Applications solicited by state.
** Loan only.
*%% Total for all applications.



ATTACHMENT #2

CITY OF SPARTANBURG: ENERGY CONSERVATION MEASURES

At City Hall:

Install a microprocessor controlled energy
management system, using a 50/50 state
grants. (3 year payback)

Install a demand recorder to register demand
for every 30 minute period of the day.
(Duke Power, which bills on a peak demand
load system, provided the recorder.)

Start cooking on the electric stove in the
jail only after 5 pm. to reduce peak demand
load.

Replace sixty 300 watt incandescent lights
in the jail with sixty 80 watt fluorescent
lights.,

Conduct energy conservation seminars for City
employees.

Change outside lights to high pressure sodium.*

Add one 400 watt high pressure sodium floodlight

and turn off seventeen 150 watt lights.
Turn off loading area and garage 1lights.
Add R-16 insulation with new roof.
Install an air lock on front entrance.
Blend waste oil into boiler fuel oil.
Add wall insulation.

Add economizer cycles to air conditioning/
heating units.

Add cooling tower and boiler controls.

Install an ORSAT analyzer in the boiler flue
to improve boiler efficiency.
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Net Savings:

$71,198/5 yr.

11,418/5 yr.

1,209/5 yr.

2,888/5 yr.

$.70/gal.



ATTACHMENT #2 (continued)
DR. RICHARD KLINE’S TESTIMONY

Set up employee carpools, if possible in as-

sociation with the County.*

At the Recreation Centers:

Keep gym lights off when possible.

Put stage lights on separate switch.*
Install attic fans.

Install Marvair water heater that uses air
conditioning exhaust heat (or heat pump in
winter) in fire stateion and rec. centers.
Turn off o0il burning heaters at one center.

Read just day care center timers.

Replace propane with natural gas at one
center.

Install solar heater in swim center.*
Add insulation at 3 rec. centers.*

Add economizers to air conditioner/heating
units at 2 rec. centers.*

Install a microprocessor energy management
control system at 2 rec. centers,.*

Modify a boiler flue opening to retain inci-

dental heat.*

At the City Garage:

Change car wash rate schedule.
Install a waste o0il heater.*

Waste Collection and Disposal:

Construct a solid waste compactor/transfer
station to minimize vehicular trips to the
landfill.
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Net Savings:

$22,751/10 yr.

750/5 yr.
4,925/5 yr.

22,710/5 yr.

4.6 year payback
4-10 year paybhacks

4~5 year paybacks

4-5 year paybacks

4 year payback

1,300/5 yr.

$.70/gal.



ATTACHMENT #2 (continued)
DR. RICHARD KLINE’S TESTIMONY

Install a power factor controller, which
reduces electrical use by electric motors
constantly under varying loads, at the
transfer station and a pumping station.*

Optimize the rate schedule at the transfer
station.

Investigate economics of methane recovery
from landfill.*

Vehicular Savings:

Purchase exclusively compact police cars, and
sub—compacts for administrative personnel.

Purchase economy sized pickup trucks.

Evaluate XPCL gasoline additive as a gasoline
mileage extender.

Evaluate Econo-mist carburetors.*
Evaluate automobile gasoline pre-heater.*

Convert all gasoline powered city cars to
compressed natural gas. (2 year payback)

Apply for DOE grant to test electric cars.
(Greenville, S.C. got the grant.)

Miscellaneous Savings:

Replace 2 meters with one at a city building,
and 4 meters with one at another city
building.

Install photo-cell switches on outside lights
at city buildings.

Install photo-cell on parking garage lights.*

Replace bad 40 watt fluorescents with energy
saving 35 watt fluorescents.
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Net Saving:

1,613/5 yr.

$259,652/5 yr.

7,250/5 yr.

1,447/5 yr.

5,000/5 yr.



ATTACHMENT #2 (continued)
DR. RICHARD KLINE’S TESTIMONY
Net Saving:

Install timers on hot water heaters, reduce 1,440/5 yr.
water heater temperatures to 100 degrees,

turn off or time ciculating hot water, and disconnect

outdoor shower where vandals could run hot water.

Install water heater insulation jackets on 8 760/5 yr.
units.*

Turn off building heat and air conditioning nights
and weekends.*

Shade air conditioner.*

*Not yet implemented.
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The one area of energy conservation at the governmental le-
vel that will probably suffer is joint programs. We have, for
example, four cities going together for an alcohol fuels
program whereby 120 vehicles will be run on alcohol, which will
be generated from peach and textile waste producsts. With
prograns of this type, the coordination 1s best when the local
governnmental agencies can get the money from somewhere else
and don’t have to fight among themselves as to the funding
formula. For this admittedly political reason, programs like
this will probably be slowed under the new policy.

The one area where there will be serious slowdown is the low-
income area. Although the upper and middle income people in our
area are seriously going ahead with their own conservation mea-
sures, Iincluding aggressively seeking out the information to do
them, the low—-income people simply cannot afford this. This is
the area that we feel the Federal government will have to concen-—
trate on, and I°11 get into that in a few minutes.

As a transition policy consideration, we would recommend
that you consider funding some more of the grant applications
throughout the nation in which the 1local governments have
invested a great deal of time and money. Many of these appli-
cations are basically sound applications. They were made in a
good faith expectation that the Federal policies would con-
tinue; and although we support the change from individual
grants to block grants, because of the inefficiency in the
individual grants, we would like some consideration =~ grand-
fathering, if you will - for the transitional period.

In our area, the phase-out of Federal programs will have a
rather mixed effect: We are getting no energy impact assist-
ance.

The schools and hospital conservation program, which the new
Administration is proposing to fund, is ironically the one which
would do best if left alone. The counties, which run schools and
hospitals, have strong financial positions. They are able to
generate revenue for conservation measures, if necessary, hy the
issuing of bonds, and they’ve consistently supported both hospi-
tals and education.

The weatherization program, as I’ve said hefore, probably
will not be carried out at anything approaching the scale that it
was previously. We might expect some municipalities to put on a
limited effort, and private agencies, under charitable auspices
such as the United Way, might continue to some extent. We can’t
predict the extent at this time. The State of South Carolina
has an energy office, which is primarily run on Federal funds,
as the League of Women Voters of Greenville (Attachment #3),
has noted. Probably as these Federal funds are reduced, the
state’s commitment to overall energy policy will be reduced, and

164



ATTACHMENT #3

ENERGY POLICY STATEMENT OF THE GREENVILLE, S.C. COUNTY LEAGUE OF WOMEN
VOTERS

It is the League of Women Voters' position that conservation of energy
should be the keystone of U.S. national energy strategy. Conservation can
extend the use of present nonrenewable resources and other environmentally
benign sources and technologies. The League opposes the administration
plan to slash over 777% from conservation programs and more than 627 from
solar.

Administration cuts are based on the assumption that higher energy
costs and tax incentives alone will take care of energy conservation and
encourage the use of solar. Higher prices have had a significant effect.
But higher prices will not provide capital to the vast number of individuals
and businesses who can use conservation and solar. Higher prices and tax
incentives will not enable tenants to control the design and operation of
the residences and office buildings they occupy and whose energy operating
costs they pay. Higher prices will not ensure that we achieve the maximum
cost-effective improvements in efficiency, even though such improvements are
clearly in the national interest.

The League of Women Voters maintains that federally funded conservation
and solar programs are needed to expedite market forces. They provide the
diversity of approaches needed to help break down institutional barriers
to use of these resources. The Solar and Conservation Bank, for instance,
was designed specifically to assist those who would not be expected to bene-
fit from tax credits. These programs can assist citizens in the large num-
ber of small applications of solar and conservation technologies.

Proposals to axe the Solar and Conservation Bank, building and appliance
standards, utility audit programs, funds for state energy offices, and pub-
lic outreach programs fly in the face of all recent energy studies. More-
over, these conservation programs, plus low-income weatherization funds,
are critical in reducing the impact on consumers of rising energy costs.

The 1978 report of the S.C. Energy Task Force Conference declared that
lack of public knowledge is the greatest single barrier to the development
of alternative energy sources of all kinds in South Carolina. Yet many sig-
nificant conservation efforts in the state are federally funded: the Gover-
nor's Office on Energy, the energy extension services, the energy programs
of the S.C. Appalachian Council of Governments, the Appalachian Regional
Commission, and the Southern Solar Energy Center. Major state monies have
gone to fund the state legislative committee on energy and the newly proposed
energy research center at Clemson, which will conduct industry oriented pro-
jects. In addition, the state has provided required matching funds for the
Governor's Office on Energy. Additional state support of this office is
among the lowest in the nation. The office exists mainly to implement
federal programs.



we would hope that you will take this into account in your pro-
grams. I note that you have some funds allocated for state plan-—
ning in the new program.

The Energy Extension Service is being supplemented now very
aggressively from many, many sources: private books that are
published, articles in Popular Science, and symposia put on by
the local tech schools, colleges, and universities. 1In fact, I
will tell you personally that until you brought it to my atten-—
tion in your position paper, I, as the local regional energy
chairman, didn't know of its existence. So I think we could pro-
bably do without it.

The emergency energy conservation measures are being carried
on by the state. As I've mentioned, they will probably go on at
a reduced level. There is some emergency planning being done at
the local county level by Civil Defense authorities, although
this is applicable only to particular counties and badly needs
to be supplemented by state and national plans.

The Residential Conservation Service is being carried on
aggressively by the utilities, especially by our local elec-
tric company, and they will probably continue to do what is man-
dated and, in some cases, a bit more. I doubt that the local
governments will get into this service, although the professio-
nal home builders association may go ahead with programs like
this on their own as an advertising means.

The state energy office should be continued. We need an
overall energy plan for the State of South Carolina and also
an office which can concentrate resources on statewide programs,
such as a proposed Energy Research Center at Clemson University.
That's merely one example.

The weatherization and low-income assistance program, as
I've mentioned, is the one which 1is most 1likely to suffer
seriously. I would recommend the alternate proposal that you
set forth: That this be put into a block grant with the LIEAP
program and funded as a separate block grant, rather than being
put into community development. To be quite honest with you,
if you give us community development block grant money, we will
use it for roads, sidewalks, extension of the sewer lines,
parks 1in lower income areas, and things like this, before we
would use it for specific programs that benefit specific in-
dividuals, however justified these may be. As to the low-income
energy assistance program, I would recommend based on the
experience in our area that monies from this program be allowed
to be transferred to weatherization. We've had very good luck
with our local community action agency in the Piedmont area in
the weatherization program.

The same agency was given last year money to handle low-in-—
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come energy assistance. That money went to the first thousand
qualifying recipients out of an estimating 30,000 who could
use it. In essence, a handful of coins was thrown off the bal-
cony to the peasants below. I don‘t want to sound disparaging,
but that was the effect, however well intentioned the program.

In addition, we see advantages to weatherization. Weatheri-
zation is a permanent benefit to low—-income people, whereas en-
ergy assistance is something that will have to be given to the
same people year after year. The weatherization programs
tend to reduce national demand for energy and benefit everybody
including the poor people not receiving them. Whereas the
energy assistance programs provide more dollars to compete
for the same scarce resources and have an inflationary effect.
Also, the weatherization programs can employ presently low-
income semi-skilled workers in the CETA program and other
programs and provide a double benefit for low~income people.

In addition to this program, we’d 1like to see a modifica-
tion in the rules so that the 3 percent community develop-
ment loan programs can be used for weatherization. At present,
if we use them, we are restricted to a few community develop-
ment areas, and the houses must be brought up entirely to
code. We’d like to be able to offer this program to the upper
low-income people, basically the ones who can take on a loan
program, citywide, and we would 1like the requirement waived
that the houses be brought up to code, with the requirement
instead that they be merely habitable houses, so that we could
impact a larger number of people.

We feel that the funding level of this program, a small
amount of money to many houses or a large amount to a few
houses, should be on a cost/benefit ratio. The formula will
have to vary depending on the part of the country. Obviously
New York and Maine are going to need more extensive weatheriza-
tion than South Carolina.

We feel that the CETA and other semi—-skilled low-income peo-—
ple can best be hired under this program by private agencies and
the local contractors, if possible. This gives them permanent
jobs as opposed to CETA jobs which will terminate in 18 months,
and it gives them their foot on the ladder into the lucrative
construction industry. Incentives could be given in terms of
preferential consideration for qualifying contractors to hire
these people.

Finally, on the area of evaluation, the philosophy of the
new Administration basically 1s that the free market should
handle this. Conservation is a local problem. We accept the
challenge. But by the same token, since you’ve said this is
our problem, you really don’t need the detailed information
that you needed in the past as to how we’re doing.
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Now obviously you will need a detailed evaluation of how the
grant money that you give us is being spent. To the largest ex-
tent possible, I’d recommend that the detailed evaluation be
after the fact, so that qualifying local governments do not have
to spend a large amount of money in advance applying for grants
they will not get.

In addition, detailed information should be gotten from the
large energy producers who can easily supply it at relatively
little cost, from professional societies, from research institu-
tions, and from sampling with brief questionnaires to the other
groups.

Thank you very much for allowing me to make this presenta-
tion.

(Following are additional comments submitted by Dr. Kline on July 17, 1981
Attachment #4
COMMENTS OF THE APPALACHIAN REGIONAL COUNCIL OF GOVERNMENTS

AND ITS ENERGY SUBCOMMITTEE ON THE NATIONAL ENERGY PLAN AND
ITS REGIONAL APPLICATION

OUTLINE
1. Conservation
IT. Electric Power
III. Renewable Energy Sources
Iv. Fossil Fuels
v, Nuclear Energy
VI. Fnvironmental Considerations
VII. Economic Incentives
CONSERVATION

The Council of Governments supports South Carolina’s emphasis on conser-
vation. Energy conservation which avoids waste and provides jobs if consis-
tent with economic growth. To encourage conservation, the Council of Gov-
ernments itself can provide information to consumers and other appropriate
groups.

Housing: Local governments should co-ordinate their efforts so as to
encourage the construction of low and moderate income housing in areas where
industry and other major sources of employment are located, so as to reduce
the cost and fuel expenditure involved in transporting employees to work.
The use of solar design principles, especially for the construction of low
and moderate income housing, should be encouraged.

The programs of public and private agencies to weatherize the homes of
low income people should be encouraged and expanded. Durable materials
should be used, with priority being given to homes that are structurally
sound. Agencies involved in weatherization should co-ordinate their efforts
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with local planners and redevelopment authorities to assure that buildings
to be weatherized are not targeted for early demolition.

Transportation: Ridesharing and vanpooling should be encouraged. Local
governments should set up voluntary ridesharing programs for their employees
in co-ordination with other emplovers in their areas. State and local laws
should be modified so as to remove legal impediments to ridesharing arrange-
ments, as recommended by the Department of Transportation.

The construction of a network of pedestrian and bicycle paths to supple-
ment motor vehicular roads should be encouraged. A portion of state highway
funds equal to at least 1% of the total should be set aside for this purpose.

Provisions should be made for a network of fuel depots to keep emergen—
cy vehicles, such as ambulances, supplied with fuel when on extended trips
during periods of fuel shortage.

ELECTRIC POWER

Hydroelectric resources should be developed, since hydroelectric power
has no pollution or waste disposal problems and costs, on the average, 1/6
as much as nuclear power to produce. Existing hydroelectric sites can be
upgraded, and pumped storage capability can be added in some cases. Develop-
ment of low head hydroelectric resources should be encouraged, with the ahan~
doned mill dams in the Piedmont region being restored for electric power co-
generation and load levelling. The Council of Governments should develop
figures for the management of suitable local industries regarding the profi-
tability of electric power cogeneration.

Interruptible service should be actively promoted, and the media should
be encouraged to give consumers information on peak power demand hours, so
that they can avoid using optional equipment at those times. This informa-
tion could be included in weather reports.

Electric cars should be further developed for short range use, and the
development of solar powered batteries for these cars should be encouraged.

RENEWABLE ENERGY SOURCES

The National Energy Plan should place more emphasis on the development
of the Nation’s renewable sources of energy, since development and utiliza-
tion of non-renewable energy resources will not adequately address the Na-
tion’s long-term energy needs. The Nation’s capacity to utilize solar and
geothermal resources should be enhanced.

The Council of Governments supports the development of a National Solar
Technology Clearinghouse to provide useful information to builders and home-
owners on small-~scale application of solar technology. State tax incentives
should also be provided for the use of solar energy.

The National Energy Plan should include a policy that encourages the
utilization of refuse for the production of energy. Incineration of munici-
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pal trash to produce steam and/or electric power for sale to local industry
should be actively pursued.

Gasohol should be made predominantly from non-food products, and oil and
gas should not be used to fire the stills.

FOSSIL FUELS

The Nation must exercise caution while attempting to accomplish the
near-term objective of the Ntional Energy Strategy. The United States
must not deplete its own non-renewable energy resources just to reduce the
importation of foreign oil.

The use of natural gas and propane gas as an automotive fuel should be
encouraged.

The Council of Governments feels that the National FEnergy Plan should
emphasize the utilization of currently available fluidized bed technologv
for coal. Use of this technology would enable the Nation to more efficient-
ly utilize 1its non-renewable coal resources during the near-term future.

NUCLEAR ENERGY

The Council of Governments supports the prudent development of nuclear
powered electric generating facilities within the State and Nation as long
as the potential development risks (safety, security, waste disposal, etc.)
are adequately addressed during all phases of project planning, development,
and operation. However, we should not become over—-dependent on nuclear pow-—
er because the waste disposal problem is still far from being resolved, and
because of the possibility that all reactors should be closed because of
a major accident anywhere.

The Council of Governments supports the production of nuclear fuels
(enriched uranium) for use within the United States, but the United States
should view sales of nuclear fuels to foreign nations cautiously hecause
of the unstable world situation.

The Council of governments supports research efforts to develop safe and
effective breeder and fusion reactors because these technologies may suc-
cessfully address the Nation’s long—term energy needs. However, due to the
infancy of current breeder and fusion technology, the Nation’s short-term
development emphasis should be focused on the rapid development of other
energy technologies.

The Council of Governments supports the position that a National policy
regarding the permanent disposal of nuclear wastes should be developed imme-
diately, and that a series of permanent nuclear waste disposal sites should
be established in the United States. Further, South Carolina should seri-
ously consider phasing out the acceptance of nuclear wastes from other states
for "temporary" storage. South Carolina’s existing temporary storage capa-
city should be reserved exclusively for nuclear wastes generated by facili-
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ties located within the State, unless a specific exception is made by the
State government.

ENVIRONMENTAIL CONSIDERATIONS

The Council of Governments feels that the National Energy Plan should
specifically address the trade-offs that must be made between the environ-
ment and energy production. The federal government should develop a bal-
anced and coordinated energy strategy that adequately addresses hoth the
environmental and economic needs of the nation.

ECONOMIC INCENTIVES

The Council of Governments is opposed to the Windfall Profits Tax.
(This was the only resolution that was not unanimouslv endorsed.)

* % % % % % % % % *x * % *

ATTACHMENT #5

(1) The Energy Extension Service: The Federal Government has prepared
many excellent books and reports on the practical aspects of energy conser-
vation and generation, which would he more valuable if they were more gene-
rally accessible. These should be offered free or at nominal cost to public
libraries, colleges, and technical schools, and local governments should be
informed of this action. In the present transitional period of governmental
cutbacks, these local institutions, which are the natural contact points for
the public seeking information, would be delighted to he able to receive
useful material at little cost.

A significant quantity of material to be distributed could probably
be ohtained by emptying the Federal warehouses, and the rest could be pro-
duced by re-printing the appropriate publications, a process that is consi-
derably cheaper than was the printing of the original publication.

(2) Low Income Weatherization: In my testimony, I favored low income wea-
therization over LIEAP, whereas Mr. K. Dorsey of the National Black Caucus
of State Legislators attached equal significance to both programs. On re-
flection, I feel that the apparent disagreement 1is due to differences in
regional needs.

In South Carolina, the substantial maijority of the population still
lives in single family houses, ranging in value from shacks to mansionse.
The older structures, inhabited primarily by low income people, were built
before the start of the energy shortage and do not have storm windows,
insulation, or other forms of weatherization. These are usually owned by
the low income people themselves and should be weatherized before any
LIEAP program is implemented.

On the other hand, it is probable that many of Mr. Dorsey’s legislators

represent inner city districts, where the predominant form of housing is the
rental apartment. Here, the tenant usually pays for the utilities and is
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not in a position to weatherize the building, whereas the landlord generally
would not qualify for low income aid and would have little to gain from a
program that would merely reduce his tenants' expenses. While some program
needs to be developed to stimulate weatherization of these buildings, LIEAP
may well be the only short-range option to keep these apartments liveable.

This difference appears to me to underscore the wisdom of lumping Low
Income Weatherization and LIEAP together into a single block grant program
and allowing local governments to adjust the emphasis between the two pro-
grams as their individual situations and priorities dictate.

DR. RIEGEL: Thank you. Open for questions. I'11l take the Chairman's
prerogative and begin with a question of my own. Dr. Kline, I
was interested in a number of your observations and in particu-
lar the well thought out remark that energy assistance funds
are more in the nature of a continually accruing expense, while
weatherization is a one-shot kind of investment that is likely
to provide dividends for a long time to come.

I was also very interested in your remark that the schools
and hospitals program is perhaps in the strongest position to be
cut loose from future Federal involvement and support. I wonder
if you could elaborate on why you feel that sector is particular-
ly likely to be able to do well in terms of conservation invest-
ment without any continuing Federal involvement, and to what ex-
tent your local situation might be extrapolated to the rest of
the country.

DR. KLINE: Well, I can only argue from our local situation, but both
the schools and hospitals are financed countrywide in our area.
We have a very strong and growing tax base from the industry
that is moving into our area from all over the world, and the
county governments have consistently shown support for the hos-
pitals. The school districts have independent taxing authority,
and they have seen very little consumer resistance to raising
taxes as necessary. So the money is there, and I'm sure that
the Council of Governments, the state, and the local municipali-
ties would be able to help them with technical advice in terms
of the appropriate conservation measures.

MR. POWER: I'd just like to ask Mr. Brown to elaborate a little bit
more on the problems of the low-income households in the Middle-
town experience. Do you feel that the Middletown experience
suggests that they don't need any additional help other than
the community self help that was catalyzed, kicked off in a
sense by this very small grant from ACTION?

MR. BROWN: I'm not sure I understand the question. When you say don't
need any additional help, do you mean no further programs of

that sort, or do you mean no massive sort of Federal assistance?

MR. POWER: I didn't hear in your remarks specific treatment of how the
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BROWN:

low-income households would fare, whether they would get enough
help from the kind of measures that you saw being created, the
kind of institutional measures, the bonding and so on, or whe-
ther you were implying that we still needed to do weatheriza-
tion, but given that, we were going to also be benefited from
this other apparatus.

I think there's lots of need and room for other programs. I
was trying to say that those Federal programs need to be organ-—
ized according to the kind of criterion I was stating, like this
particular program was. Dr. Kline mentioned the schools and
hospitals program. It's not dealing with low-income households,
but it's a program with a good goal. A lot of schools and hos-
pitals need some encouragement to sort of get off dead center and
do something about it, but that program is so laden with bureau-
cracy and format that a lot of agencies just simply don't want to
bother with it.

I think that Federal programs have to be designed to have the
maximum impact with the least assistance. The City of Middle-
town does use HUD funding, for example, for its rehabilitation
program, and we have designed some very, very innovative uses
of low cost passive solar and conservation now in every build-
ing, including housing that's being redeveloped. 1It's part of
the city's revitalization program.

Another example is about 30 percent of the city's housing
stock is tenant owned. The Department of Housing and Urban De-
velopment is spending millions and millions of dollars on energy
conservation programs at one end of its building, and at the
other end, has a program where it makes its funds available
for the construction and subsidy of low-income housing. They
encourage the private sector to build low and moderate income
housing.

Landlords who own HUD subsidized apartments have to apply to
HUD for rent increases. This is an enormous impact on the city's
housing. Increasing energy costs is a perfect example of how
a landlord can go and apply.

There is no HUD regulation which encourages landlords to
use any of the money that they get in rent increases for energy
conservation; therefore, because of Federal regulations, energy
is being not only wasted, but here is an opportunity to save
hundreds of thousands of barrels of o0il without spending
one Federal cent.

We simply need to be thinking out programs in this way, and I
think there is a very strong need for Federal assistance in en-
ergy conservation programs, particularly in revitalization of
energy communities, of rundown communities, et cetera. But I
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just think that they have to be innovative in the way that
this particular program is.

PFEIFFER: Mr. Prano, when the weatherization program ran out of funds

this spring, was there any hope of getting any money from the
state to continue those efforts?

Does the state contribute any money to weatherization in
Indiana?

No, absolutely not, and, in fact, in our political govern-
ment it's not even to be addressed, because it would be in de~
fiance of the Presidential direction if the state continued
to support a program that may or may not continue under Federal
guidelines.

PFEIFFER: How do you feel -- how easy do you feel it would be to move

toward using this low—income energy assistance program as a
source of funds for low-cost weatherization?

Well, when I was with the CAP agency, I was also Director
of the Energy Crisis Assistance Program and also some other
energy conservation money that we could use for weatherization.

I agree with most of the speakers. At least, weatherization
is something we can measure; it's there. 1It's permanent if it's
installed properly. You can see its benefits virtually for the
existence of the household, and with the energy or LIEAP pro-
gram, you know, you're paying a permanent subsidy and you're
automatically teaching people to come to you with their hand
out.

We had this happen in our agency. They automatically waited
for the state announced funding date to bring in their utility
bills. We, in turn, subsidized -- in the private sector, nor-
mally a business has to charge to its clients the amount of bad
business that it does. The utilities do it also, but then they
pick up a big percentage of their net profits by us providing
LIEP assistance, especially on a continual basis, so I'd say
a better formula for funding would be if a house had not re-
ceived weatherization then it should be eligible for whatever
the established criteria is for maximum amount of assistance
under LIEAP. But if it received weatherization and it reduced
the amount of assistance or need by 40 percent, then that
LIEAP assistance should be reduced proportionately so it'd be
fair for everybody.

It's not fair for one person to get a house weatherized,
get $400 worth of LIEAP assistance and get everything else, when
there's still a lot of people out there who have not gotten the
first thing, including food stamps or whatever.
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DR. RIEGEL: I'd 1like to thank our witnesses for very interesting presen-
tations indeed, and to invite the next three witnesses to come
forward: Anthony Maggiore, Keith Dorsey, and Peter Robinson.
Anthony Maggiore comes to us from the Wisconsin Community Action
Program, Keith Dorsey from the National Black Caucus of State
lLegislators, and Peter Robinson from the City of Maynard, Mas-
sachusetts.

MR. MAGGIORE: My name is Anthony J. Maggiore, Jr. I am the Associate Di-
rector for the Community Relations-Social Development Commis-
sion - a public intergovernmental social planning and Community
Action Agency in Milwaukee County. Until recently, I was also
a member of the Fuel 0il Marketing Advisory Committee of the
U.S. Department of Energy and served as Chairperson of a
committee which published reports on Low Income Energy Assist-
ance Programs in 1979 and 1980. A copy of the latest report
dated July, 1980 and titled "Low Income Energy Assistance
Programs — A Profile of Need and Policy Options™ is submitted
to the committee for the record. (This report was reviewed, but
not included in the Transcript due to its length.)

I want to thank you for the opportunity to testify before
your committee on the needs of low income people and the national
weatherization program.

The major issues confronting all energy consumers today are
partially the result of a government policy which promotes in-
creased costs for energy in order to promote needed conservation
and increased domestic production. In my opinion, another
policy is essential, a policy which relieves low income and
elderly of the immediate and intolerable burdens imposed by
this policy of increased costs. Without such a policy, the
health and safety -- even the lives —-- of low income persons,
and especially the elderly, will be jeopardized.

During this testimony, I will attempt to outline the impact
of rising energy costs on low-income households, comments regar-
ding the DOE low income weatherization programs, some brief com—
ment on the Administration's proposal, and my response to the
1981 Section 11 review issues.

I. IMPACT OF RISING ENERGY PRICES ON LOW INCOME HOUSEHOLDS

A report published in July, 1980 by the Fuel 011l Marketing
Advisory Committee (FOMAC) of the U.S. Department of Energy
finds that, overall the poor:

l. will expend at least 35% of their income directly on
energy and will spend at least 217 of theilr income on

household energy;

2. will still continue to pay nearly 4 times more the per-
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centage of their income on household energy than the
average American household;

3. suffered a loss in average total income in real terms
since 1971, making the acquisition of adequate energy
for this group more difficult;

4, have lost over $6 Billion in purchasing power in 1980
due to increases in energv costs;

5. have experienced, in certain regions of the country, a
particularly harsh and disproportionate burden in paying
for energy;

6. have less ability to offset increased energy costs
through product substitution in the marketplace than
for any other necessity utilized by poor households;

7. use less than 507 of the total energy consumed by the
average American household and 257 less household en-

ergys;

8. will continue, by necessity, to occupy low-quality,
energy inefficient housing stock that further penalizes
them 1in their effort to cut energy costs; and,

9. lack financial resources to implement significant addi-
tional conservation improvements.

DOE LOW-INCOME WEATHERIZATION PROGRAM

As energy prices continue to rise, the need for conservation he-
comes even more acute. A number of basic realities must be ac-
knowledged if a long-term solution to the energy needs of the
poor is to be found:

1’

The residential structures of Jlow—income people tend to bhe
in poor condition and less energy efficient than those of
higher income families. As a recent national housing survey
shows, basic energy conserving features are more likely to
be absent in the housing of the poor and near poor. (See
Table 1).

This lack of energy efficiency results in annual fuel bills
substantially higher than they should be.

In terms of simple conservation measures, such as thermostat
set-backs, caulking, and weatherstripping, the poor have
already conserved as much as possible. Yet, they lack the
necessary funds to invest in additional conservation such
as weatherization and use of alternative energy sources
which would result in greater energy savings. A recent DOE

176



LLT

TABLE 1

EXISTING ENERGY-RELATED CHARACTERISTICS BY 1977 FAMILY INCOME l/
(Winter 1978-79)

1977 FAMILY INCOME

Less than  $5,000 $10,000 §$15,000 $20,000  $25,000

$5,000 to to to to or
$9,999 $14,999 $19,999 $24,999 More

TOTAL 100% 100% 100% 100% 100% 100%
STORM WINDOWS

All windows covered 30 34 39 48 43 48

Some windows covered 19 20 19 18 25 22

No windows covered 52 46 43 34 32 30
STORM DOORS

All doors covered 30 38 36 41 39 37

Some doors covered 18 22 21 25 25 31

No doors covered 52 41 42 34 34 31
ATTIC INSULATION

Have insulation 41 57 68 74 80 86

No insulation 37 29 19 15 9 9

Don’t know 22 13 14 11 11 5
HAVE WALL INSULATION

Yes 28 41 51 56 57 63

No 44 34 25 25 23 18

Don‘t know 27 24 24 19 20 19

i/ Source: U.S. Department of Energy, Residential Energy Consumption Survey: Conservation,
Washington, D.C., February, 1980, p. 31.




survey of conservation behavior shows that the poor are
just as likely as the average income households to take
cost—-free conservation measures (such as shutting off roonms;
see Table 2). However, as the cost of conservation mea-
sures increase (such as adding insulation) the poor are
less likely than average income households to implement
such measures.

The Federal weatherization program has been in existence
since 1973. The program was developed and administered by the
Community Services Administration in response to the impact of
OPEC price increases on low-income households. Through congres-
sional action, the program was transferred to the U.S. Depart-
ment of Energy (DOE) in 1977. Under the DOE program, grants
are made to states, which generally subcontract to community
action agencies to serve as local delivery mechanisms. Most
geographic areas of the county are presently being served by
the program.

Though the DOE weatherization program initially had serious
management and coordination problems, during the past year, the
program has improved significantly. For example, during the
calendar year 1979 the DOE program weatherized 144,000 housing
units throughout the country. During calendar year 1980, the
DOE program has weatherized over 311,000 housing units - an
increase of over 100Z.

Recent studies of the DOE weatherization programs in Indi-
ana, Michigan, Minnesota, Pennsylvania, Utah, Washington and
Wisconsin indicated an annual household energy saving of 20-
25%. Since current data indicates that low income households
on the average, spend at least 21%Z of their income on house-
hold energy (in the Midwest and Northeast region of the U.S.
it is over 30%), the 20-257 energy conservation saving is ne-
cessary for the household to have sufficient finances to pur-
chase food, shelter, clothing, etc.

The national weatherization program serves eligible low-—
income households with a priority placed on the elderly and
handicapped. The recent success of the program has documented
clearly the effectiveness of the program and the financial
relief provided to the household’s receiving services.

IITI. THE ADMINISTRATION’S PROPOSAL

The Administration has proposed that the existing Depart-
ment of Energy (DOE) low-income weatherization program bhe
phased out during FY 81. The legislative authority for the
program would be transferred to the Department of Housing and
Urban Development (HUD) without explicit 1line item funding.
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TABLF 2

CONSFRVATION EFFORTS UNDERTAKEN IN 1978 BY 1977 FAMILY INCOME l/
(Percentage of Households)

1977 FAMILY INCOME

Less than §5,000 $10,000 $15,000 $20,000 $25,000
$5,000 to to to to or
$9,999 $14,999 $19,999 $24,999 More

Type of Conservation

Measure:
ROOMS CLOSED OQOFF

Yes 28 33 31 31 32 30

No 59 55 56 61 57 60

No answer 13 12 13 8 11 10
ADDED INEXPENSIVE INSULATION

Yes 18 23 26 32 31 27

No 82 77 74 68 69 73
ADDED INEXPENSIVE EQUIPMENT

Yes 4 4 7 8 11 12

No 96 96 93 92 89 88
ADDED EXPENSIVE INSULATION

Yes 3 3 6 6 8 9

No 97 97 94 94 92 91
ADDED EXPENSIVE EQUIPMENT

Yes 3 3 5 5 7 8

No 97 97 95 95 93 92

1/ Source: U.S. Department of Energy, Residential Energy Consumption Survey:

Conservation,

Washington, D.C., February, 1980, pp. 31, 115.



The program would be one of several activities eligible for
funding from HUD's Community Development Block Grant (CDBG)
program.

The impact of the Administration's proposal would assure
the demise of the Ilow—income weatherization program. The
program would be competing for funds with CDBG and Urban De-
velopment Action Grant (UDAG) programs. As always, the poor
would lose in such competition.

The Administration's proposal would yield the following problem:

l. The CDBG program is, by itself, a $4 billion program
with strong competing interests for its funds at the
local level. The considerably smaller weatherization
program (FY 81 appropriation — $182 million) would be
lost in the midst of such a wide ranging program.
There would not necessarily be any targeting to weather-
ization since competing interests include streets and
sewer projects, housing authorities, water projects,
downtown development projects, neighborhood parks, etc.

Since the other competing interests have considerably
more political power than low income people, the poor
would lose in such competition. 1In addition, if CDBG
is restructure to allow more flexibility to local gov-
ernment, it is highly probable that such block grant
monies will be utilized to offset fiscal pressures on
the local tax dollar-further jeopardizing the continu-
ation of the low income weatherization program at the
low income weatherization program at the local level.

2. CDBG is primarily an urban program whereas the DOE wea-
therization program is a rural and urban program. For
example, almost 75% of the FY 80 CDBG funding was allo-
cated to large cities and urban counties, while the re-
maining 25%7 was allocated to 1less populated areas.

3. The household income eligibility guidelines between the
two programs are significantly different. The CDBG eli-
gibility guidelines are more lenient than current DOE-
OMB eligibility guidelines. CDBG currently serves low
and moderate income households and the DOE weatheriza-
tion program serves poverty households as defined by
OMB. Thus, the program would not be targeted to the
most needy households.

4, Linkages between the weatherization programs and the
fuel assistance program would be difficult to achieve
since they would have differing income eligibility
guidelines and would operate under two different block
grant programs (weatherization-local block grant, fuel
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assistance — state block grant). Such linkages are im-—
portant if a national goal is to reduce the need for fuel
assistance through weatherization of low—-income dwell-
ings.

5. There would be no national standards of services or re-—
quirements as well as no national policy regarding wea-
therization of low—income dwellings. National weather-
ization standards developed over the past 7 years by
the Department of Energy, Community Services Administra-
tion, National Bureau of Standards, and other Federal
agencies may not be wutilized by Ilocal governments
under the Administration’s proposal. Thus, if the
program continues on a local level, "the wheel may be
reinvented" at substantial administrative cost and hard-
ship to low—income households.

6. The currently effectively operating weatherization
program with trained personnel, management systems in
place with existing space, vehicles, tools, and equip—-
ment would be dismantled. It would be cost inefficient
to dismantle the current program and at a later date,
when consumer conservation becomes popular again, estab-
lish a new program.

Finally, the poor cannot afford "conservation through price
increases", as they simply do not have the resources to make
conservation improvements and at the same time, cannot af-
ford to pay their fuel utility bills. The energy problems
of the poor will only worsen if a national, targeted wea-
therization/ conservation effort for low—income households
does not exist.

RESPONSE TO THE SECTION 11 1981 TISSUES FUNDING MECHANISM

AND STRUCTURAL ISSUES

A. In 1light of the proposed changes, how can the nation
maintain an effective low-income weatherization pro-
gram?

As indicated previously,, the Administration’s propo-
sals do not assure the maintenance or even the continu-
ance of an effective low—income weatherization program.

The continuation of the program can only be assured
through categorical funding or modifications of current
block grant proposals whereby the continuance of the
program is mandated.

B. If weatherization is tansferred into the HUD Community
Development Block Grant, what agencies would he effec-
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tive sponsors at the community level?

The current agencies operating the program — community
action agencies, non—-profit organizations, and in some
localities, local units of government.

Such agencies have dramatically improved the program
from a management disaster (due largely to lack of
staff from the Department of Labor CETA Program) to an
effective and successful activity.

The President’s proposal regarding the Community Ser-
vices Administration does not, generally, jeopardize
the existence and continuation of community action
agencles, the major local sponsor of the low-income
weatherization program. The majority of community ac-
tion agencies are non-profit organizations that receive
most of their funds from sources other than the Commu-—
nity Services Administration released a report on
April 30, 1981 that stated "of nearly 900 CAA’s (Commu-
nity Action Agencies) reporting in FY 1980 only $288
Million was provided to CAA’s from the Community Ser-
vices Administration and over $1.7 Billion was received
from other Federal, state, and private sources."

The report also indicated that such agencies served over
25 million poor and near-poor during the period covered
by the report.

How can problems 1involved in transferring the program
from one agency to another be minimized?

Such problems can be greatly reduced by retaining and
continuing existing local sponsors of the program. As
indicated previously, current local sponsors of the pro-
gram have trained personnel, management systems in
place, vehicles, tools, equipment, and such supplies
and arrangements that are necessary for program contin-
uation.

Nationally, such problems can be minimized by transfer-
ring existing national staff to the new agency., Since
the low-income weatherization program has already exper-
ienced one transfer to a new agency (CSA to DOE), it
would be inadvisable, from a programmatic and producti-
vity perspective, to promote or initiate actions regard-
ing national staff that would interrupt the continuity
and performance of a successful program.

In addition, continuation of current national perform-

ance, and service standards and income eligibility
guidelines, would minimize the negative impact of na-
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tional organizational changes on low-income households
receiving services.

IMPLEMENTATION ISSUES

A,

If a state decides to phase out community action agencies,
how can their resources and expenses be transferred to the
new weatherization sponsor?

As indicated previously, community action agencies are not
dependent on the Community Services Administration and
states' sources of funds for their continued existence.
Such agencies are, generally non-profit organizations that
recieve a variety of Federal, state, local, and private
funds.

If some community action agencies were phased out, their re-
sources and experience can be transferred to new weatheriza-
tion sponsors by the following:

1., Transfer to the new sponsor ownership of vehicles, e-
quipment, supplies, etc.,

2. Employment of existing staff by the new sponsor,
3. Local training programs.

It should be understood that if the above was necessary, the
interruption of the existing program through local organiza-
tional changes would disrupt program operations and services
for a period of time and performance standards would be com-
promised.

Should LIEAP funds be utilized for weatherization? How can
the LIEAP program coordinate its activities with the wea-
therization program at the state and/or 1local level?

The option to utilize LIEAP funds for weatherization should
be available to the states. A percentage limitation should
be placed on transferring energy assistance benefits to wea-
therization. It should be noted that in northern and east-
ern states a low—income household's health and safety can
be jeopardized in a weatherized house if there is insuffi-
cient fuel to heat the house. Weatherization does not re-
move the need for fuel assistance. Therefore, such options
should be utilized only when it does not jeopardize the
health and safety of low-income families and the elderly.
Coordination of the activities of the LIEAP and weatheriza-
tion programs can best be designed when Congress determines
whether or not both programs are categorical in nature or
block grants. Coordination between the two programs would
be difficult to achieve if the Administration's proposals
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were enacted by Congress. The Administration has proposed
that the LIEAP program be funded through state block grants
and as mentioned earlier, the low-income weatherization
programs be funded, at the discretion of local government,
as one of several activities of CDBG local block grant pro-
grams. The Administration’s proposal does not include any
requirements or even suggestions regarding coordination act-
ivities of both programs. Thus, if the Administration’s
proposal were enacted, coordination would depend upon the
state design of the LIEAP program and local governments’
decision as to whether or not it will fund the low—income
weatherization program and if so, the design of such a
program. -

What is the most equitable and cost-effective weatherization
progran? Should the Federal government continue to provide
substantial assistance ($1000-$2000/Unit) to a relatively
smaller number of houses? Or, should the program be re-
structured to provide minimal weatherization ($200-$300)
to a large number of units?

The most equitable and cost-effective weatherization program
would be for the Federal government to provide assistance in
the unit cost range of $1000-52000 per unit.

The Federal fiscal appropriations for the program has 1limi-
ted, severely, the number of households that can he served.
Such appropriations need to be increased dramatically.

It appears that we have two options:

1. Fund the low income weatherization program at a realis-
tic, level, in order to conserve energy, relieve the
energy fiscal burden on 1low income households, and
reduce future costs of the LIEAP program

OR

2. Continue, out of political and practical necessity, to
annually increase LIFAP funding to protect the health
and safety of low income households and the elderly.

Our national priorities appear to be confused. We plan to
allocate $1.875 Billion for LIEAP during the next fiscal
year, and maybe $150 Million for weatherization, or none at
all. Yet, the weatherization program will save energy,
reduce the energy cost burden of low-income households, and
reduce the need for yearly increases in the LIEAP program.
Common sense would dictate that a significantly increased
weatherization program resulting in long—-term housing bene-
fits would be more preferable to increasing the cost of the
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LIEAP program that does not yield such benefits and does not
save energy.

Until we, as a nation, plan and act logically regarding the
energy problems confronting poor people, we will continue to
spend money foolishly and at the same time not achieve our
intended objective.

How can CETA workers be retained in the weatherization in-
dustry?

Many CETA workers who were previously employed in the wea-—
therization program have been retained in the weatheriza-
tion industry. Since the CETA program, for all practical
purposes, has been phased out over the past year, the ques-
tion today is not completely relevant. It appears that many
CETA workers have been absorbed into the weatherization pro-
gram subsidized by DOE funds.

Additionally, large numbers of CETA workers have been laid
off and are, currently, unemployed receiving unemployment
compensation or welfare.

Finally, the following recommendations are proposed to EPA:

l. Section 11 should adequately address the impact of ri-
sing energy prices on the 14 million low-income house-
holds in the United States;

2. Section 11 should recommend legislative, budgetary, re-
gulatory, and administrative solutions to the energy
problems confronting low~income households.

3. Such recommendations should include continuation of the
current national weatherization, energy fuel assist-
ance, state and local conservation programs at, mini-
mally, last year’s funding levels;

4. Such recommendations should also include continuation
of the existing solar and alternative energy programs,
especially where such programs utilize technologies
that are renewable, low cost, and labor intensive. An
example of a successful program in this area is the
National Center for Appropriate Technology.

An increased versus decreased government role is needed in
the implementation of energy policy, especially as such pol-
icies impact on consumers. The average citizen, especially
low—-income people, cannot possibly compete with the power
and influence of the business community in Washington, D.C.,
state capitals, or local municipalities. Low—income people



and the average middle class citizen need the strong role of
government to protect their interests.

As stated earlier, 'conservation through price" is not pos-
sible for low-income people since their incomes cannot tolerate
the burden of rising energy costs.

Thank you.

DR. RIEGEL: Thank you. Peter Robinson 1is the Executive Director of
the Maynard Community Development Office.

MR. ROBINSON: Good afternoon. It’s a pleasure to have this opportunity
to talk to you. A little on my own background. I’ve been
in the energy consulting business for a few years, and I am
currently the Director for Public Affairs for the Association
of Energy Engineers in New England.

My main reason for being in community development is lati-
tude. It gives me an opportunity to put a lot of different
fields together. The purpose of these hearings is to determine
how to maintain an adequate level of attention towards the
existing energy program imperatives.

You’ll probably hear some accusations that the Federal gov-
ernment is abandoning underprivileged and-low income citizens,
but I happen to be encouraged by the new directions of the Fed-
eral energy policy.

Decentralization itself is highly desirable since it allows
programmatic adaptation to the needs of the different regions.

As for funding cutbacks, these will affect programs in di-
rect proportion to the cuts effectuated in the new budget.
Market projections indicate rising prices of energy commodi-
ties, and they should be considered accurate in spite of a
temporary hiatus.

The current glut of oil can he relied on only so long as it
is politically expedient to the needs of the area. The politi-
cal history of the Middle East is consistent only in its incon-
sistency. When projecting a continued rise in the price of en-
ergy, market forces will be created to enforce ongoing conserva-
tion efforts.

It’s natural to look to state and local units of government
to take over many of the activities that were previously funded
by the Federal government; however, these units of government
are faced with the same trend toward less government, less
regulation and less taxation. This seems to contraindicate
any involvement of these units of government with actual imple-
mentation of conservation retrofits. In Massachusetts, propo-
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sition 2 1/2 is tearing away and many say, gutting the effect-
iveness of state and local governments. This indicates that
state and local governments will not be able to maintain present
levels of services let alone extend themselves to additional
expenditures in the name of conservation.

Major cities are not the only areas that are on the brink of
bankruptcy. Many of our smaller towns at the heart of America
are for the first time experiencing financial difficulties.

Government efforts to date have been needlessly complicated
and expensive due to the multiple levels of administration which
have been needed to insure regulatory compliance. This mountain
of regulations is the root and cause of the trend away from big
government and its attendant evils.,

In the course of aligning 1itself with consumer oriented
groups, the government has unwittingly adopted an adversarial
position in relationship to business.

This position is simultaneously a foundation block and a
stumbling block for all resulting legislation. The purpose of
business has never been, nor will it ever be, fleecing the pub-
lic. Business has always endeavored to supply goods and ser-
vices to the public at an affordable price; albeit, with an
acceptable profit margin. This means that business is doubly
accountable to the public since they must be responsive to
consumers as well as to their stockholders or investors.

Federal government has a mandate to rationalize and reduce
needless expenditure. This means that very possibly a great
many programs will have to be dropped. It is, therefore, rea-
sonable to assume that the private sector will take the lead
in offering the consumers reasonable alternatives to those
activities which were previously subsidized. Adequate atten-
tion to conservation can be assured by encouraging business
to take over many, if not all of the activities previously
subsidized.

Program cutbacks will inevitably reflect the amount of the
cuts. Zero funding will, in many cases, result in total cessa-
tion of activity in the affected areas. Hopefully some of these
projects will be resurrected by business when market economics
indicate potential for a profit.

It behooves the Federal government to assist and encourage
the assumption of these activities by the private sector. Gov-
ernment regulatory involvement has done nothing to date to dis-
courage their efforts.

In order to entice business to prioritize conservation ef-
forts, it is necessary to allow it to continue to exist. For
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business, existence is predicated on a reasonable profit, which
is necessary to remain in and do more business, stimulating
the economy.

Examples of efforts in innovative financing at the state
level. One innovation involved 1is having a utility company is-
sue grant subsidies to consumers for weatherization retrofits.
Needless to say, the utility was not particularly enthused.

NECPA mandates that the utilities supply consumers with en-
ergy audits, and otherwise refrain from entering allied weather-
ization or financial fields. Since the passage of NECPA, it’'s
become apparent that under the restrictions of NECPA, no one
else cares to become involved in these fields. There has been
a great deal of negative public commentary on the hidden costs
of legislative energy audits. In Massachusetts, the are "hid-
den" on all gas and electric utility bills as "RCS charges,
30¢." 30¢ times 2.6 million wutility bills translates to a
cost of over $100 per audit, even if they achieve their target
figures.

Virtually no one has seen fit to comment on the fact that
free audits have always been available from the insulation in-
dustry. The most noteworthy of these provides a free '"thermal
analysis', so as not to compare with their legislated energy
audit. The audit includes a cost estimate with simple paybhack
calculations, a full three-year warranty on work performed,
and also includes a free thermographic inspection to test for
and correct voids. Strangely enough, this program is offered
by a utility company which was grandfathered into the insula-
tion business under NECPA.

The banking and investment industries are beginning to
enter the industrial retrofit business with the concept of
avoided cost financing. This concept uses the savings genera-
ted by the retrofit to make the payments on the equipment.
Although final costs are frequently higher than if the measures
had been fully capitalized, this means of financing is highly
attractive to a large number of institutions, including munici-
palities confronted with tax cuts at the state level. Avoided
cost financing turns out to be more interesting to them than
the schools and hospitals program, since that program requires
that they front 100 percent of the cost against the possibility
of the 50 percent fund match. Several banks are currently
investigating the feasibility of an energy management and
financial planning package which works in conjunction with
avoided cost financing. In this way, a consumer may realize a
return on investment while simultaneously lowering fuel bills.

Federal government must make every effort to assist business
and industry in their forthcoming ventures into the field of en-
ergy conservation. Some means of assistance are: one, informa-
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tion and market analysis; two, program development and synthes-
sis; three, removal of inhibitory legislation; four, promotion
of enabling legislation; five, formation of a loan guarantee
pool to allow low income participation in the new financing
packages; and six, formation of a suhscriber paid interactive
energy information network which would utilize existing data
communication technology. The interactive mode should greatly
facilitate monitoring and evaluation of the new programs as
well as suggesting new directions for further business partici-
pation. In summary, the Federal government in general, and
the Department of Energy in particular, are invaluable sources
of information which can be utilized to stimulate economic
recovery and revitalization of various industry sectors.

Promotion of enabling legislation will allow a synthesis or
combination of business, industry and banking interests for the
welfare of the nation.

Thank you very much. Next on the agenda is Mr. Keith Dor-
sey, representing the National Black Caucus of State Legisla-
tors.

Good afternoon. I’m the special assistant to the National
Black Caucus of State Legislators, and I'm here actually to pre-
sent testimony of the Honorable lLarry Young who is a member of
the Maryland House of Delegates and the Executive Director of
the National Black Caucus of State Legislators as well as the
Chairman of its Energy Committee.

% % % % % % % * * % % %

STATEMENT OF MR. LARRY YOUNG

It is a pleasure for me to be here today to address the
topic of Federal energy conservation programs and their adequa-
¢y or inadequacy. This is a most important process because
energy conservation is one of the most significant tools we
have as a nation to become energy secure. W%While I will not dis-
pute that energy production must take an important role - it has
to - nevertheless, conservation still remains the cheapest and
most cost—efficient source of energy we have.

According to one source, energy conservation programs have
helped over the last two years to reduce U.S. oil imports from a
peak of 8.8 million barrels per day to about 5.6 million barrels
per day. In 1980 alone, this amounted to savings in the amount
of $25 billion in the cost of U.S. 0il imports.
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So I come to this hearing today with mixed emotions on the
Administration program to cut 70-807% of the funding for DOE con-
servation programs. The budget cuts, while looking nice in bud-
get columns, in fact will not only destroy valuable ongoing, ef-
fective programs but will also foreclose valuable payoffs in the
future. I believe the long-term impacts will be substantial and
that the budget cuts are at best a gimmick to reduce Federal out-—
lays without considering the impact of the cuts.

Not only are Federal conservation programs effective for our
nation as a whole, but they are especially effective for minori-
ty and low—income constituencies - represented by me and other
members of the National Black Caucus of State legislators =
as energv prices continue to rise.

In this regard, I believe the Administration has violated
one of its own principles as presented in the National Energy
Plan III Discussion Paper that stated:

"Formulation of energy policy must be sensitive to the needs
of the poor. But energy policy should not be used as an in-
come transfer program. For example, holding energy prices
down for rich and poor alike is an ineffective way to help
the poor."

Energy conservation programs do not hold down energy prices -
they offset the impact of rising prices. O0il decontrol has oc-
curred and natural gas decontrol is next. Decontrolling pricing
may encourage production of more oil and gas, but producing more
energy will not help minorities and the low-income to pay their
fuel bills. Therefore, the only long-term solution available is
a vigorous conservation effort aimed at reducing fuel consump-
tion by the low income, with a reseulting reduction 1in their
energy costs.

The items outlined in the EPA Public Hearing Issue Paper
are interesting points that I will try to answer in a general
fashion from the perspective of a state legislator.

I think that most state and local energy agencies are cur-
rently wondering about their mere existence. The state and lo-
cal responsibilities in the area of energy conservation were
primarily responsibilities vested by the Federal government and
funded with Federal dollars. With the budget problems that most
states and local governments are currently facing, I do not
think they are in a position to pick up new energy functions
overnight. In fact, under the current budget proposal, 37 of
50 state energy offices could be eliminated. This is an action
that would destroy the partnership and undermine confidence be-
tween the Federal, state and local governments.
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The Reagan Administration simply has moved too quickly in
phasing out Federal involvement. This phase—out should have
occurred over a period of years, say five for example, with
the state’s share of costs gradually increasing. The 21 states
with biennial budgets probably will react by cutting back on
energy staff and programs in the short-term.

The first activities to be phased—out by states will likely
include all or most of the Federal energy programs administered
by the states. In blunt terms, the money is just not there.
You can expect the Energy Extension Service, Residential Con-
servation Service, Emergency Energy Conservation Planning, to
name a few, to end.

Local governments can only pick up new functions with some
source of funding, be it Federal or state, or local taxing
policy, and I think that all three of these potential sources
will not be able to provide the resources needed to keep
these current conservation programs operating.

Information exchange will be severely curtailed, both by
the closing of DOE Regional Offices and the severe curtailment
of DOE outreach and training grants. I think it will be up to
the governmental public interest organizations to form 'net-
works" to continue the exchange of data. However, even these
"networks'" will suffer because many of the Federal grants for
energy outreach have been cut.

In regards to alternative financing for energy conservation,
certainly the private sector will not help out. Conservation
runs contrary to their philosophy of produce and sell. Tax
incentives and tax credits are fine except they have no rele-
vance to the poor who pay no taxes. One of the best alter-
native financing plans that I have seen 1s the proposal being
advanced by other state and local government groups to estab-
lish a separate energy block grant to preserve Federal spending
for energy conservation and give states and localities more
latitude in using the money. I tend to agree with this quote
from Mayor Walsh from Warwick, Rhode Island who said:

The Federal Government cannot and should not dictate how
we run our cities ... However, there is a Federal responsi-
bility which cannot be abandoned.

I next want to look at the weatherization program. 1 am
very concerned over the current Reagan Administration proposal.
To fold the weatherization program into the Department of
Housing and Urban Development’s Community Development Block
Grants, with no accompanying transfer of funds for weatheri-
zation, and in fact an overall decrease in CDBG funds. This
move will virtually eliminate the weatherization program for
low-income households.
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The current delivery mechanism (Federal categorical grant
to the state, which contracts money to local agencies), has
proven effective. It assures even provision of services,
greater quality control, and more effective training and moni-
toring of the personnel providing weatherization services.
Local agencies already are given much authority in running
the program, with the state primarily as administrator of the
program.

I have the following concerns about the proposal to fold
weatherization into local CDBG funds:

1. The primary purpose of Community Development Rlock Grants
and the purpose of the weatherization program are different.
The purpose of the CDBG program is to develop communities
according to the various developmental needs in the indivi-
dual recipient communities. The purpose of the weatheriza-
tion program is to help those with limited resources to
conserve energy.

2. Some areas of a state, particularly rural areas, would
receive no weatherization funds at all, since CDBG funds
are distributed unevenly in states, with the bulk going to
cities and towns. In Region III, for example, 38 percent
of eligible clients live in rural areas, ranging from 20
percent rural in Maryland to 8l percent rural in West
Virginia.

B. IMPLEMENTATION ISSUES

(1) At this point, I don’t think it is really clear who
the new sponsors will be. If it turns out to be local
government agencies, I think the potential will exist
for a serious weakening of the program.

(2) Low income energy assistance funds should not he used
for Weatherization. The programs have two separate
goals. Many local community action agencies have coor-
dinated the programs by requiring individuals receiving
energy assistance funds to have their homes weatherized.
I think this is very important.

(3) The method of program operation over the last year is
the most effective approach. Experience in Region III
demonstrates the advantages of administering the wea-
therization program from the state level. When the or-
iginal CSA weatherization program began operation in
1975-1976, the Region III states were the only states
in the nation funded on the state level. Funding for
other states went directly from the Federal government
to individual local agencies. The states in Region
IIT were soon far more productive than other weatheri-
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zation program in the nation. Local agencies in the
states in Region III had the highest material quality
standards, most efficient crews and paid 1less for
materials than other regions. Since 1976 in Region
IITI alone, 115,000 homes have been weatherized, at a
current average materials cost per unit of $450.00. I
think the current approach of making available $1,000
per unit makes the most sense and is the most cost-
effective method.

(4) It certainly would be difficult to move CETA workers
into the industry. For one, some CETA workers do not
have the skills that are needed for them to be hired
by private building contractors. Many CETA workers
would be displaced, but others would have the chance
to continue working because they already possess the
necessary skills. This question needs much more study.

The Low Income FEnergy Assistance Program, not part of a
block grant, should maintain its own separate identity. Provi-
ding financial aid to the poor is too important a task to
dilute by allowing these funds to be used for other functioms.

Before I close my remarks, I just want to say this: I
think efforts to aid the poor with their energy needs will
receive priority attention in the Congress. If-low income
assistance efforts are curtailed, cruel decisions must be made
- the heat or eat scenario. "Conservation through price”, the
cornerstone of the Reagan program, is not a viable option for
the poor.

Information should be collected by DOE to at least keep
tabs on what 1is available in each state. I think surveys of
government, companies and homeowners makes sense. However, I
still don't believe that the Federal role should end with just
surveys.

Probably the most important study that could be undertaken
would measure the relative position of the low income now in
regards to energy, and then compile information monthly to see
if individuals are getting better off or worse off. This kind
of data would help government bodies and citizens know whether
the Reagan energy policy is 1living up to its promises.

In closing, Federal conservation programs should be the
backbone of our national energy policy. As a nation, we never
have produced all of our energy needs and we probably never
will. Remember, even though we only obtain about 157 of our
0il requirements from the Persian Gulf, in the even of a
global cutoff, we would lose 35 to 457 of our total require-
ments because of our participation in an International Energy
Agency agreement which requires the sharing of the remaining
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supply among all members. According to a recent Lawrence
Livermore National Laboratory study, such a sudden reduction
in U.S. o0il supplies could trigger the worst economic rever-
sal the nation has suffered since the depression. Conserva-
tional programs are important and they cannot and should not
be eliminated.

Thank you.

DR. RIEGEL: Thank you, Mr. Dorsey. I turn now to the panel for ques-
tions and discussion.

MR. GLASSBERG: I have a question for Mr. Maggiore. 1Is the present wea-
therization program too restrictive either in the legislation
or the regulations with respect to the types of weatherization
activities that can take place?

In other words, is the program too oriented toward certain
types of activities that might be more applicable to the North-
east, Midwest and not as applicable to South Carolina or Arizo-
na in different types of building construction, and, also do
you have any data on what the implications would be for a re-
duced funding level for the weatherization program down to $150
million, and what that would mean in terms of reduced levels
of weatherization?

MR. MAGGIORE: In terms of the guidelines, they are a bit restrictive and
not as applicable in a minor way though, not a major way, to
South and Southwest and to big and small cities.

One of the problems that has existed in the weatherization
program from its inception is weatherizing dwellings in large
cities. That has not been adequately addressed.

Let me say this, though, the program has dramatically
improved by at least 300 percent in comparison to what it
was. The administration on the part of the DOE staff now is
very decisive. It was quite different than the previous pro-
gram. So though it's improved, areas of future improvement
in my estimation would be some of the specifications as it
relates to the part of the country you live and whether you
live in small cities or big cities, small towns and big cities.

Relative to the funding level, the DOE during 1980 weather-
ized 311,000 homes, a dramatic increase from the previous year
when the program was plagued with problems, literally almost
double the number of homes in 1980.

At the current DOE spending level ($300 million at least
for the past six months at that rate), if the funding level was
$150 million, the current effort would be cut in half. That is
assuming that in the event, the block grant for energy assist-
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ance went through and if there was a limitation or percentage
there they could use for weatherization, that might reduce the
nature of the cut on a state and local level, but by and large
I would say at this point, a minimum of 50 percent based on
two reasons -- one, current level of funding for the last six
months; two, the reduction of CETA slots.

With the reduction of CETA slots, it's a minimum of 50
percent reduction at $150 million. In fact, to be precise, I
might say it's a 60 percent reduction. We can't underestimate
the impact of the CETA dollars that have been phased out.
and are being further phased out by the end of September. So
it's probably close to the 60 percent reduction, and that
means not only in dollars, but in production as well.

I have a question for Mr. Dorsey. You correctly point out
that the weatherization program and the Low Income Energy
Assistance Program have quite different objectives. Meanwhile,
we find ourselves this year contemplating shrinking resources
and perhaps the necessity of addressing ourselves to making
trade-offs in areas where it is sometimes not entirely attrac-
tive to do so.

A witness who appeared before you, Richard Kline, suggested
that investment in the weatherization program was in a sense
more meritorious for the long term than the low-income assist-
ance program, and also made remarks about the relative funding
levels of the two programs.

Do you have any additional comments on the balance between
those two?

Well, 1I'd just like to state that they are both equally
important, in light of the forthcoming -- potential forthcoming
legislation regarding the deregulation of natural gas, where
it's been predicted that for all consuming groups across the
nation, the costs will double by next year if there were imme-—
diate deregulation. With that, and the rising fuel oil costs,
without an immediate continuation of the weatherization program,
you will find the low-income families who are the ones who are
most in need of weatherization will be spending not only more
for their fuel costs, heating costs, but a greater percentage
because of the inadequate shape of the housing that they're
using.

So we believe it's very important that the two have to go
hand in hand; one, to cut down on the waste of energy with the
weatherization program, and, two, to offset the immediate
impact of deregulation on low-income families. We have to
continue with low-income assistance. So I would say it would
go hand in hand.
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I'd like to ask Mr. Robinson about the regional energy
planning mode. I was curious about that. One of the effects
of the phase-out of state programs will be to reduce the amount
of information coming to us on what the states are planning to
do, how they see their individual situations.

Do you see a way that that might be undertaken on a basis
other than having the Federal government sponsor it?

ROBINSON: I think that it might need an initial kick—-off by the

RIEGEL:

Federal government, but once it was in place it would be self-
supporting.

I talked to about 40 towns in my area, and they have
objection to a subscriber fee of a couple of hundred a month.
In a lot of cases, these towns are small and have no data
processing equipment and could use it.

This would give them an excuse to buy it and make use of
it through word processing or accounting as well as receiving
energy information or community development information that
they don't have.

I find myself doing a great deal of research finding infor-
mation and the town next-door doesn't have it. I see no reason
not to have an information clearinghouse, and when presented
by, say, electronic mail, it could just go through say a chief
executive officer of the town or city manager for executive
decision. Here's the information, are you interested? Here's
the information we would like. It could be interactive. So
you could find out just what is going there.

The government has a habit and is very good at compiling
statistics, but the information often dead ends; it's not put
to use, and the statistics can be very valuable to indicate
trends or opportunities of many different natures.

This represents a savings to the towns, because to set up
a local energy office costs $30-100,000 a year. The trend in
the face of budget cutting, say take Joe Purchasing Agent,
and, say, hey, you're the energy manager. The guy is already
doing a full-time job; so as a consequence nothing happens.

If, for a nominal subscriber fee, they can have the infor-
mation available on the executive level where it would go
anyway, if you have an energy manager looking for informationm,
he still has to present it to the chief executive. This way,
you're shortcutting the whole routine.

I'd like to thank the panel, and then inform you that

there's been a slight schedule change. We have one final
witness, Mr. Neal Gale of Philadelphia.
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My name is Neal Gale,and I am speaking today out of my con-
cern for the well being of our planet.

The purpose of my testimony is to expand the focus of
these hearings beyond the question "can energy conservation
programs survive the withdrawal of Federal support?” It 1is
not that I think that this question is unimportant. I am sure
that many people will answer it competently, and show that
energy conservation will be diminished. This undesirable result
must be addressed, and I acknowledge those who have undertaken
this task. They have given me space to carry the discussion
further.

I want to include a look at the more distant consequences
of this turnabout in our national energy policy. The shift
away from conservation and renewable resources is manifest in
the proposed Department of Energy budget - which includes more
money for the nuclear industry and less money for conservation
and renewables. The justification for this is found on page
five of the issue paper for these hearings; point five of the
guidelines established to form the third National Energy Plan:

"Federal public spending for enrgy purposes should be
limited to those areas where the private sector is unlikely
to invest sufficiently, such as in high cost, long lead
time technologies, with substantial prospects of high pay-
off, Public spending should not be used to subsidize
domestic energy production and conservation since this
buys us little additional security, and diverts capital,
workers and initiative from more productive uses elsewhere
in the economy."”

This position is enhanced by the stated intention of the
Department of Energy to allow free market forces to determine
the viability and growth of energy technologies. The result
is that conservation and renewable resources will not be sup-
ported by the Federal Government, while the nuclear industry
is clearly given a leg up. This is a dangerous hypocrisy.

We are being asked in these hearings to identify the effects
of this program on energy conservation. I think that it is
important to look at the entire picture, and ask what will be
the results in terms of the survivability of the planet.

In as much as the Federal government disseminates informa-
tion, swaying public attitudes, the open abandonment of energy
conservation and renewable resources, in favor of the nuclear
industry, is wrong. It demonstrates tacit approval of the
industry, and effectively t