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I. UPDATE – AGA Board Meeting (October 14, 2015)

AGA Board Agenda Items Requiring Response:

Action Requested
The Board is asked to advise whether AGA should attempt to negotiate a
compromise that preserves non-condensing furnace options for many, but not all
consumers; or, if AGA should instead focus on a possible court challenge.

· SoCalGas would like the AGA to attempt to negotiate a compromise that preserves a minimum standard threshold for non-condensing furnaces at 65 KBtu/h
· SoCalGas understands the potential limitations for successful litigation but does not oppose the AGA continuing to prepare for that eventuality considering the potential to not reach a consensus on furnace size among the stakeholder group
[bookmark: _GoBack]
Since filing comments to the Notice of Proposed Rulemaking, the following actions have taken place:

Legislative Update
The American Gas Association (AGA) and the SRE Washington office are pursuing a legislative fix to the Department of Energy’s (DOE) furnace rulemaking.   The House Energy & Commerce Committee recently passed out of committee a bill that prohibits the DOE from issuing a final rule until July 2016. It is expected that the bill will come to the floor of the House of Representatives sometime in the next few weeks and it should have the votes to pass in the Republican majority House. 
The Senate Energy and Natural Resource Committee has also passed a bill out of committee that prohibits DOE from moving forward with the rule without a stakeholder conference to evaluate if the furnace rule is economically justifiable. Although the Senate bill passed out of committee with bipartisan support, it is unclear when or if the bill will be brought to the floor of the Senate this year. Therefore, despite success in addressing the furnace rule in both houses of Congress, the uncertainty of final passage by both houses and a reconciliation of any differences before December is unlikely. We expect the DOE to issue a final rule in December prior to the President’s trip to Paris for climate talks.
Results from Comments to NOPR (copy of AGA document attached)
This Notice of Proposed Rulemaking generated a significant amount of attention and the predominant responses were in opposition to the action.  Below is an excerpt from a summary of the responses received as prepared by AGA:

Those in favor of the NOPR were generally environmental and energy efficiency-focused groups, including the American Council for an Energy Efficient Economy (ACEEE), the Alliance to Save Energy, California Energy Commission, Consumer Federation of America, Natural Resource Defense Council (NRDC), Northeast Energy Efficiency Partnerships, and Pacific Gas & Electric (PG&E). These groups were extremely supportive of raising the AFUE to 92 percent as proposed, arguing that DOE has demonstrated in their analysis that this standard has already been found to be technologically feasible and cost-effective. While achieving the maximum level of energy efficiency is the prominent aim, supporters, such as Northeast Energy Efficiency Partnerships, also argued that the NOPR will assist low income consumers by reducing monthly utility bills. California-based groups, such as the California Energy Commission and PG&E noted that states were not able to institute their own appliance standards on efficiency and NOx emissions, and needed DOE to act to meet their state’s statutory requirements.

Many critical submissions focused on the negative impact the rule would have on ratepayers, especially low-income consumers. The negative consequence to consumers associated with fuel switching prompted by a condensing standard was another concern shared by almost all natural gas stakeholders, such as Washington Gas and Light, New Jersey Natural Gas and SoCalGas. SoCalGas’ analysis reflected that all customers in SoCalGas’ service territory would suffer a “net cost” rather than a “net benefit” with the proposed rule.  This is particularly concerning considering that nearly 33% of California residents fall below the poverty line.  These lower income consumers will bear a higher burden than the remaining consumers should this rule be enacted.  Additionally, due to the warm climate in California, the simple payback on installation of the equipment proposed in this rulemaking would exceed the stated 21.5 year life of the equipment.  SoCalGas’ analysis also contends that government intervention is unnecessary because the condensing furnace market has moved substantially toward the proposed 92% AFUE level in the appropriate markets without it being mandated by the standard.  Many groups, such as the American Energy Alliance, discussed the environmental impacts of fuel switching, arguing that the increased use of electric heating systems would cause an increase in greenhouse gas emissions. Advocates of multifamily structures, such as the National Multifamily Housing Council, raised concerns regarding the high cost involved in retrofitting multifamily homes and row houses with condensing furnaces.

Manufacturers and contractors, such as the Air Conditioning Contractors of America, raised concerns over the more technical aspects of the rule, including flaws found in methodology, the failure to accurately estimate costs of installation, updated ventilation, the finalization of test procedures, and the life expectancy of the furnaces.

Noteworthy was the fact that comments were submitted by a consortium of United States House of Representatives -123 Congressional Members joined to submit their opposition to this rulemaking:

United States House of Representatives Congressman Brooks et al.: Brooks et al. raised concerns regarding the ability of low- or fixed-income households to pay for the installation of more efficient natural gas heating systems. The inability to pay for installation, according to Brooks, would result in the use of less efficient electric heating systems, increasing greenhouse gas emissions.  Brooks et al. stated that the proposed rule would force citizens to pay thousands for new installations or abandon natural gas use altogether. Brooks et al. recommended that DOE establish separate product classes with respective efficiency standards for condensing and non-condensing furnaces to remove the financial burden from low-income citizens.
Notice of Data Availability Summary
On September 14, 2015, the Department of Energy (DOE) published a Notice of Data Availability (NODA), 80 Fed. Reg. 55038, and released two spreadsheets, one on consumer impacts (life-cycle costs/payback periods) and one on national impacts (national energy savings and net present value of national benefits). 
The key aspect of this analysis is that only large furnaces would need to use condensing technology to meet the standard. Therefore residential buildings installing a small furnace would not need to incur the costs associated with installing a condensing furnace.  
	Table II.1—Potential Standard Level Combinations Analyzed for Large and Small Furnaces

	
	
	
	
	

	Furnace size
	Annual fuel utilization efficiency (%)
	 
	 
	 

	Large
	90
	92
	95
	98

	Small
	80
	80
	80
	80



This NODA analysis used the same sample of residential furnace consumers as the March 2015 NOPR. Each sample household was assigned a furnace size (in terms of input capacity) based on a number of features.  The share of households that would install a small furnace depends on how “small furnace” is defined in terms of input capacity. For this analysis, DOE considered the following small furnace definitions: ≤45 kBtu/hour, ≤50 kBtu/hour, ≤55 kBtu/hour, ≤60 kBtu/hour, and ≤65 kBtu/hour. In each case, large furnaces would be defined as all sizes above the given thresholds. The share of households that would install a furnace meeting a small furnace standard rises as the size cutoff in the small furnace definition increases.

	Table II.2—Share of Sample Households by Furnace Size

	Furnace size
	Small furnace definition
	≤45 kBtu/hour
	≤50 kBtu/hour
	≤55 kBtu/hour
	≤60 kBtu/hour
	≤65 kBtu/hour

	Large
	92
	86
	85
	68
	62
	

	Small
	8
	14
	15
	32
	38
	

	Total
	100
	100
	100
	100
	100
	



Comments have been requested to improve the analysis, as the simulation inputs were not changed to adequately address issues provided by many stakeholders.


SoCalGas’ Planned Action on the NODA
The AGA will be asking the BOD whether they should attempt to find a compromise on minimum threshold for the small furnace size with the key stakeholders to the rule (ACEEE, NRDC, Alliance to Save Energy, etc.).  SoCalGas should encourage the AGA to seek that compromise however all information would indicate that a compromise is likely not to be achieved because of the significant divide in opinions on what that size should be. Nonetheless, SoCalGas believes an attempt should be made on behalf of our customers.

Because SoCalGas took a firm position and filed detailed comments to the issuance of the NOPR, it was decided that the company should also file equally firm comments regarding the NODA.

SoCalGas’ position is that although we applaud the DOE’s attempt to find a compromise option, our original concerns have not been addressed.  This NODA proposes an option that seeks to address the economic impact to our customer and to some extent it achieves that. However, the DOE has not yet addressed the methodology flaws in the following areas:
· Method DOE used to determine the homes that would be impacted by the proposed rule
· Method DOE used in its fuel switching analysis
· Inaccuracies in various key input variables used in the DOE NOPR Life-Cycle Cost (LCC) Analysis
Regarding the intent of the NODA, which is to gain information on what size threshold would be acceptable for the smaller furnace size, SoCalGas would require a minimum of 65 KBtu/h as that minimum threshold in order to mitigate the negative impact to our customer.  
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I. AGA Board Meeting Issues



Issue #1:

Item E on the AGA board agenda addresses the DOE’s Residential Furnace Notice of Proposed Rulemaking (NOPR).  AGA staff has presented three potential legislative fixes to this rule.  These options are listed below with SoCalGas’ position on each.  This represents the high level position – a more detailed explanation can be found beginning on page 5 of this document. 



Option 1: Would AGA support a rule that changed the threshold dividing the northern and southern regions from an HDD (Heating Degree Days) level of 5000 to 5500? 



· SoCalGas supports a regional standard as outlined in the proposal provided that the language is not altered in any way and that the boundaries of the map are maintained to include California in the Southern Region and subject to the 80% AFUE standard.





Option 2: Would AGA support a regional standard in combination with distinct product classes for new construction and retrofit applications?



· SoCalGas is neutral on this option based on the passage of the regional standard as outlined in Option #1, keeping California in the Southern Region with an 80% AFUE. 





Option 3: Would AGA support a regional standard in combination with a new product class for small furnaces that allowed the continued availability of noncondensing furnaces suited to multifamily dwellings?



· SoCalGas is neutral on this option based on the passage of the regional standard as outlined in Option #1, keeping California in the Southern Region with an 80% AFUE.





Issue #2:

AGA released the May 16th BOD meeting agenda on Friday, May 8, 2015.  That same day AGA staff attended a meeting of key stakeholders to the furnace rule where AHRI presented three furnace fix options that are acceptable and achievable to the manufacturers.  This represents the high level position – a more detailed explanation can be found beginning on page 7 of this document.



AHRI Option A:

· Establish an 80 percent AFUE national minimum for all furnaces.  

· Install furnace fans in the 80 percent AFUE furnaces that exceed the minimum standards established in the 2014 furnace fan final rule.

· Accelerate implementation of minimum standards for furnace fans.  The new fan energy rating (FER) is currently scheduled to apply to all products manufactured after July 2019.  AHRI proposes moving up the effective date of the new fan standard to 2017, but also negotiating a lower FER for non-condensing furnaces.

· Establish a 90 percent AFUE minimum baseline standard for furnaces in the federal performance-based building codes with a “trade-off” provisions for installing 80 percent AFUE.  For new construction, builders would have the option of installing a condensing furnace, or, installing a noncondensing furnace with other higher energy efficiency choices elsewhere in the structure to make up the energy consumption difference between a 90 percent and 80 percent furnace.  



· SoCalGas supports this option with the exception of the fourth bullet.  





AHRI Option B:

· Establish regional standards as proposed in the Direct Final Rule, with an 80 percent AFUE standard in the southern region and a 90 percent AFUE standard for furnaces with an input rating greater than 75,000 Btu/h in the northern region.

· Establish a separate product class for smaller furnaces, with an input rating of 75,000 Btu/h or less, with a minimum efficiency standard of 80 percent AFUE.



· SoCalGas supports this option provided the boundaries within the regional map keep California in the Southern Region.





AHRI Option C.

· “Rely on economic and shipment data to advocate for a continued growth of condensing shipment through utility incentives with no change to the national standard.”



· SoCalGas does not support this option.





























II. SoCalGas Responses to AGA & AHRI Options



AGA Options:



Residential furnaces are currently divided into several product classes. Furnaces are separated into product classes based on their fuel source (gas, oil, or electricity), which is required by statute. For this rulemaking, the U.S. Department of Energy (DOE) is analyzing only two product classes for residential furnaces: (1) Non-weatherized gas-fired furnaces (NWGFs) and (2) mobile home gas-fired furnaces (MHGFs). DOE does not additionally separate NWGFs and MHGFs into condensing and noncondensing product classes because they provide the same utility to the consumer (i.e., both are vented appliances that provide heat to a consumer). DOE has tentatively concluded that the methods by which a furnace is vented do not provide any separate performance-related impacts, and, therefore, DOE has no statutory basis for defining a separate class based on venting and drainage characteristics.



The 2015 Notice of Proposed Rulemaking (NOPR), if promulgated by DOE, will amend the national standards increasing the minimum efficiency of residential natural gas furnaces from 78% Annual Fuel Utilization Efficiency (AFUE) to 92%.  The AGA team has been working with key stakeholders on both sides of the argument to determine the best course of action and is proposing three potential “legislative fixes” to the rule.  Below is a description of each option and SoCalGas’ position related to each:





Option 1: Would AGA support a rule that changed the threshold dividing the northern and southern regions from an HDD (Heating Degree Days) level of 5000 to 5500?[footnoteRef:1] [1:  Please see map in Appendix] 




· SoCalGas supports a regional standard as outlined in the proposal provided that the language is not altered in any way and that the boundaries of the map are maintained to include California in the Southern Region and subject to the 80% AFUE standard.

· There is precedence in setting different energy standards geographically, for instance, in California, the Building Energy Efficiency Standards (Title-24) for new construction requires different building efficiencies for each of the 16 climate zones the state is divided into.  

· The climate in California indicates that a 92% AFUE furnace is not cost effective because of the lower number of HDD.  Therefore, the 80% AFUE for California is reasonable and realistic.

· Non-condensing furnaces (referred to as mid-efficiency) are typically between 78% and 82% AFUE.

· There is a gap in the market for furnaces between 84% and 88% AFUE (which is the low end of the condensing furnace market), leaving an opportunity for manufacturers to increase the efficiency of non-condensing furnaces for future standards increases.

· Maintaining an 80% AFUE would allow SoCalGas to continue to provide rebates and incentives on furnaces of a higher AFUE, helping consumers adopt the higher efficiency technologies and transforming the market.





Option 2: Would AGA support a regional standard in combination with distinct product classes for new construction and retrofit applications?



· SoCalGas is neutral on this option based on the passage of the regional standard as outlined in Option #1, keeping California in the Southern Region with an 80% AFUE. 



· IMPORTANT NOTE: Should California become subject to distinct product classes for new construction and retrofit, SoCalGas would oppose this option for the following reasons:

· Setting different appliance standard for existing and new buildings could have some negative consequences such as effort required in verifying installations and enforcing the code. 

· A study conducted by the Gas Technology Institute (GTI) on behalf of AGA and APGA indicates a potential for fuel switching[footnoteRef:2] in the residential new construction market in California of up to 40%; if this percentage truly did opt for an alternate energy source it would be crippling to SoCalGas’ future revenue. [2:  See Attachment in Appendix] 


· A 40% fuel switching potential in residential new construction introduces an additional threat of builders opting out of natural gas altogether. Allowances calculated for new construction projects may not be enough (without the space heating allowance) to keep the cost benefit to builders to run natural gas lines.

· This same study also indicates a potential for fuel switching in the residential retrofit market of 23%; The increased cost to replace a non-condensing natural gas furnace with a condensing natural gas furnace and all of the infrastructure improvements could sway customers to opt for electric space heating instead.





Option 3: Would AGA support a regional standard in combination with a new product class for small furnaces that allowed the continued availability of noncondensing furnaces suited to multifamily dwellings?



· SoCalGas is neutral on this option based on the passage of the regional standard as outlined in Option #1, keeping California in the Southern Region with an 80% AFUE.











AHRI Options:



Background:  AGA released the May 16th BOD meeting agenda on Friday, May 8, 2015.  That same day AGA staff attended a meeting of key stakeholders to the furnace rule where AHRI presented three furnace fix options that are acceptable and achievable to the manufacturers.  Below is a synopsis of those options that includes AGA’s assessment as well as SoCalGas’ position to each recommendation.



Note: These are discussion items only and are considered in the spirit of attempting to achieve some compromise amendable to all stakeholders that will allow non-condensing furnaces to remain on the market for the foreseeable future.  These options are not being presented as fully considered but as addendum options to the three options presented by AGA staff in the BOD meeting agenda.  The intent of the discussion around the AHRI recommendations was not to determine which options we support for legislative action; it was to give input to AGA staff, through the BOD, on what elements the membership feels is worth pursuing with the stakeholder community.  The SoCalGas positions in this document are reflective of that intent and not in support of any action.



During a conference call of the AGA Sustainability Committee on Thursday, May 14th these options were discussed and natural gas utilities from across the Country voiced their opinions and concerns.  The SoCalGas positions below reflect input from this discussion as well as California specific information.  



As per AGA staff, this will be discussed at the BOD meeting but not in-depth, the AGA recommended options are the main topic for consideration.



AHRI Option A:



· Establish an 80 percent AFUE national minimum for all furnaces.  

· Install furnace fans in the 80 percent AFUE furnaces that exceed the minimum standards established in the 2014 furnace fan final rule.

· Accelerate implementation of minimum standards for furnace fans.  The new fan energy rating (FER) is currently scheduled to apply to all products manufactured after July 2019.  AHRI proposes moving up the effective date of the new fan standard to 2017, but also negotiating a lower FER for non-condensing furnaces.

· Establish a 90 percent AFUE minimum baseline standard for furnaces in the federal performance-based building codes with a “trade-off” provisions for installing 80 percent AFUE.  For new construction, builders would have the option of installing a condensing furnace, or, installing a noncondensing furnace with other higher energy efficiency choices elsewhere in the structure to make up the energy consumption difference between a 90 percent and 80 percent furnace.  



SoCalGas supports this option with the exception of the fourth bullet.  The recommendation to include a highly efficiency furnace fan and accelerate the 2014 standard to 2017 implementation shows a good faith effort to the efficiency community while continuing to allow some level of consumer choice.  The “trade-off” provision will be difficult to implement and in California in particular the building standards are stringent enough that finding an appropriate trade-off would likely cause enough of a challenge as to move builders to alternative sources of energy.



AGA initial assessment: The concept is consistent with our arguments that the DOE should move towards a “systems view” of energy efficiency standards.  However, this approach would require legislation.  



A large effort involving a broad range of stakeholders is currently underway to “marry up” competing legislative provisions relating to building codes and energy efficiency:  Portman-Shaheen, and Blackburn-Schroeder.  A major meeting to negotiate a blended outcome is scheduled for May 21st.  It will be difficult to approach stakeholders and bill sponsors with a major new proposal altering building codes after this date.

 

Further, due to the “trade-off” mechanism that would be established for performance based codes, many other stakeholders, such as the window, insulation, HVAC, and other industries and the code-making organizations would be brought into the process, which would likely slow down development of the legislation.





AHRI Option B:



· Establish regional standards as proposed in the Direct Final Rule, with an 80 percent AFUE standard in the southern region and a 90 percent AFUE standard for furnaces with an input rating greater than 75,000 Btu/h in the northern region.

· Establish a separate product class for smaller furnaces, with an input rating of 75,000 Btu/h or less, with a minimum efficiency standard of 80 percent AFUE.



SoCalGas supports this option provided the boundaries within the regional map keep California in the Southern Region.  The second bullet in this option is relevant only to the Northern Region and does not affect SoCalGas customers.



AGA initial assessment.  Favorable.  This is similar to one of the approaches we had already planned to present to the Board of Directors.  An important difference is that AHRI is proposing a return to a 90 percent standard in the north.  We believe it will be difficult to retreat from the 92 percent standard in the proposed rule.   





AHRI Option C.



· “Rely on economic and shipment data to advocate for a continued growth of condensing shipment through utility incentives with no change to the national standard.”



SoCalGas does not support this option.  California’s energy-efficiency standards and programs are far in excess of the rest of the Country leaving this option to be considered “status quo”.  This is indicative of the differences in efficiency levels throughout the Country.  The efficiency stakeholders will very likely oppose this option.



AGA initial assessment.  This option – included above verbatim from the AHRI presentation – is the least defined of the three.  It reflects a desire on the part of the manufacturers for natural gas utilities to also have some skin in the game. We pointed out that, to demonstrate continued growth in the condensing market share, AHRI would need to provide data to the Department.  They are not certain they are willing to do that on an on-going basis.



We also stated that, to achieve acceptance of this type of approach by DOE and by the advocacy community, there would likely need to be a pre-negotiated rulemaking that would go into effect if some “trigger” point was reached.  For example, if the annual growth in condensing market share dropped below 1.4 percent (its average level over the last ten years), a previously agreed to— and unwelcome— standard would go into effect.  

























III. Intent of Furnace NOPR

The Energy Policy and Conservation Act of 1975 (EPCA), as amended, prescribes energy conservation standards for various consumer products and certain commercial and industrial equipment, including residential furnaces. EPCA also requires the DOE to periodically determine whether more-stringent, amended standards would be technologically feasible and economically justified, and would save a significant amount of energy. In this rulemaking, DOE proposes amended energy conservation standards for residential non-weatherized gas furnaces (NWGFs) and mobile home gas furnaces (MHGFs), in partial fulfillment of a court-ordered remand of DOE’s 2011 rulemaking for these products.  Note: MHGFs represent only 5% of the California furnace market.



In accordance with these and other statutory provisions discussed in the rulemaking, DOE proposes amended energy conservation standards for NWGFs and MHGFs. The current AFUE standard for these furnaces is 78%. The proposed standards for minimum AFUE are significantly higher and are shown below.
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IV. Background, History and Impact

	

EPCA established the energy conservation standards that apply to most residential furnaces currently being manufactured. The original standards, which are still in place for a number of product classes (including all product classes except for non-weatherized oil-fired furnaces), consisted of a minimum AFUE of 75% for mobile home furnaces and a minimum AFUE of 78% for all other furnaces, except ‘‘small’’ gas furnaces (those having an input rate of less than 45,000 Btu per hour), for which DOE was directed to prescribe a separate standard.  The standard for mobile home furnaces has applied to products manufactured for sale in the United States, or imported into the United States, since September 1, 1990, and the standard for most other furnaces has applied to products manufactured or imported since January 1, 1992.  On November 17, 1989, DOE published a final rule in the Federal Register adopting the current standard for ‘‘small’’ gas furnaces, which consists of a minimum AFUE of 78% that has applied to products manufactured or imported since January 1, 1992. 



EPCA also required DOE to conduct two rounds of rulemaking to consider amended standards for residential furnaces a requirement subsequently expanded to encompass a six-year look back review of all covered products . In a final rule published on November 19, 2007 (November 2007 final rule), DOE prescribed amended energy conservation standards for residential furnaces manufactured on or after November 19, 2015.  The November 2007 final rule revised the energy conservation standards for non-weatherized gas furnaces to 80% AFUE, weatherized gas furnaces to 81% AFUE, mobile home gas furnaces to 80% AFUE, and nonweatherized oil-fired furnaces to 82% AFUE.  Subsequently, on October 31, 2011, DOE published a notice of effective date and compliance dates to confirm amended energy conservation standards and compliance dates contained in a June 27, 2011 direct final rule for residential central air conditioners and residential furnaces. These two rulemakings represented the first and the second, respectively, of the two rulemakings required to consider amending the standards for furnaces.



The June 2011 direct final rule and October 2011 notice of effective date and compliance dates amended, the energy conservation standards and compliance dates for three product classes of residential furnaces (non-weatherized gas furnaces, mobile home gas furnaces, and non-weatherized oil furnaces). The existing standards were left in place for three classes of residential furnaces weatherized oil-fired furnaces, mobile home oil-fired furnaces, and electric furnaces.  Compliance with the energy conservation standards promulgated in the June 2011 direct final rule was to be required on May 1, 2013 for nonweatherized furnaces and on January 1, 2015, for weatherized furnaces. 



After publication of the October 2011 notice, the American Public Gas Association (APGA) sued DOE invalidate the rule as it pertained to non-weatherized gas furnaces. The parties to the litigation engaged in settlement negotiations which ultimately led to filing of an unopposed motion on March 11, 2014, seeking to vacate DOE’s rule in part and to remand to the agency for further rulemaking. On April 24, 2014, the Court granted the motion and ordered that the standards established for non-weatherized gas furnaces and mobile home gas furnaces be vacated and remanded to DOE for further rulemaking.



 

Impacts of the Rulemaking

The rulemaking has been a long time in the making and, as such, the DOE has been able to develop an extremely comprehensive cost effectiveness analysis on the impacts of increasing the standards to 92% AFUE.  The DOE’s findings reflect a positive benefit to the consumer in most of the population and show a payback of up to 7 years (see chart below). The analysis that they conducted consisted of 10,000 “random” calculation models of different States, climate zones and economic areas.  The life-span attributed to the condensing furnace is 21.5 years.  Although the DOE acknowledges that there is a somewhat substantial percentage of consumers that will be negatively impacted, they maintain that this rule is in the best interest of all involved.  

The logistics of moving from a non-condensing furnace to a condensing furnace are significant in that the infrastructure to accommodate the more sophisticated technology is more costly and the structure in which they are installed must be able to accommodate a specific type of venting system.  In the new construction market, this will cause up to 40% fuel switching due to the increased cost of installation of a natural gas condensing furnace.  It will become more economical and easier to install electric space heating instead.  In the retrofit market, homeowners needing to replace their furnaces will have to absorb a higher cost to move to a condensing furnace, retrofit the infrastructure for the more sophisticated venting and oftentimes this effort will result in an orphaned water heater[footnoteRef:3].   [3:  Orphaned Water Heater - If an old “atmospherically-vented” gas water heater is not replaced with a high-efficiency “direct-vented” unit when the furnace/boiler is upgraded, the water heater venting can become “orphaned” and lead to a potentially dangerous carbon monoxide hazard.] 


The impact to SoCalGas could be significant.  The Gas Technology Institute (GTI) conducted a survey to determine the level of potential for fuel switching and the California results are significant:

· up to 40% fuel switching potential in the residential new construction market

· up to 23% fuel switching potential in the residential retrofit market (includes low income)

And finally, this amendment will eliminate a product class by disallowing non-condensing furnaces in the market after the year 2021.   

This rulemaking attempts to address benefits and costs to consumers, impact on manufacturers and national benefits, including energy conservation and emissions reductions however, the DOE’s own analysis admits an overall negative societal benefit to up to 23% of the national population.  

Stakeholders have concerns that these costs, benefits and impacts are not accurately portrayed and that a 92% AFUE standard will have unintended and significant consequences.  Lack of transparency on assumptions, data and methodologies are also in question
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National Benefits

DOE’s analysis of national benefits of the proposed 92% AFUE standard for furnaces finds significant energy savings and emissions reductions. The assumptions and methodologies used to reach the conclusions in the chart below are in question and being challenged.
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V. Timeline of Events





VI. External Stakeholders:



Considering the length of time for this rulemaking to evolve and come to fruition it is somewhat remarkable that the same market actors have remained involved.  The following stakeholders have played some significant role in this action over the years:



American Gas Association:

· Recognized threat to natural gas industry with direct final rule in 2011

· Initiated negotiations to “fix” the rule to minimize the impact on the gas industry as well as the consumer, who may be negatively impacted by the rule

· Responded to 2015 NOPR by enlisting the help of the Gas Technology Institute to conduct a thorough review of the DOE’s cost effectiveness analysis including methodologies, inputs and assumptions

· Initiated coalition building among their members and like-minded stakeholders

· Developed teams to address legislative action and began lobbying to fix the rule within the legislative process

· Preparing for future litigation 



American Public Gas Association:

· Successfully sued DOE in 2011 based on DOE procedural errors

· Combined efforts with AGA in proposing legislation to permanently fix furnace action



Air Conditioning, Heating and Refrigeration Institute (AHRI):

· Trade organization to the furnace manufacturers

· Actively opposing furnace rule (providing comments and attending meetings)

· Opposing some options put forth by the AGA/APGA staffs

· Advocating specifically for their manufacturers



Alabama Gas Light (AGL):

· Member of coalition of support

· Providing comments to docket

· Testified in Congress against the furnace rule



Leclede Gas Company

· Member of coalition of support

· Providing comments to docket

· Conducted independent analysis of DOE’s claims

· Sharing finding with coalition members



Gas Technology Institute (GTI):

· Hired by AGA and APGA to conduct all analyses of DOE’s assessment

· Will release first draft report on Monday, May 18th

VII. Internal Actions:



In response to the DOE’s release of the Furnace NOPR, SoCalGas decided to conduct a preliminary analysis of the cost effectiveness calculations specific to SoCalGas customers/service territory.  That cursory assessment resulted in SoCalGas consultant’s identifying enough inconsistencies in the data to warrant a more in-depth assessment.  Some indicators of the need to proceed included:

· Significant differential in the installed cost of condensing furnaces

· Potential for fuel switching in California

· Estimates of energy costs inconsistent with historical and factual costs in California



SoCalGas has undertaken the following actions to date:

· Hired an independent consultant to[footnoteRef:4]:  [4:  See Attachment in Appendix] 


· replicate the DOE analysis using California only data

· Run sensitivity analysis of the DOE’s data

· Examine the methodology used by DOE in their analysis

· Examine the inputs used by DOE for validity

· Expected completion of independent analysis in mid-June.

· Submitted an official request for extension of comment period*

· DOE granted a 30 day extension as of May 12, 2015

· Met with SoCalGas’ congressional members staffs to educate them on concerns with DOE’s proposed rule.











































VIII. Appendix



Based on the final conclusions SoCalGas will either support the DOE’s recommendation or prepare official comments indicating opposition to the action and request that it be rescinded. 



Note:  Below is a summary of the preliminary findings of the SoCalGas specific analysis.  This analysis is in the early stages of development and as such, the data is subject to change with further iterations.  



The initial report from the SoCalGas consultant was received on Tuesday, May 12th and preliminary findings are:



1. DOE assumes that incremental cost of a 92% condensing furnace is zero or negative. This results in immediate payback for the high efficiency furnace. Nothing is further from the truth. Our own survey indicates that high efficiency condensing furnaces can cost from $385 higher for smaller furnace sizes to up to $550 higher for larger furnaces.  



2. DOE assumes that the retrofit market is approximately 75% on average across USA. This may not be a good assumption. In Southern California, assuming SoCalGas has 4 million residential meters, with an average life of 20 years, the replacement market is 200,000 units whereas residential housing starts are running well below 30,000 units/year.  Thus, the replacement market is 85% in California.



3. Three major sets of assumptions are being checked for appropriateness.   They are Energy Price Index, Product Price Trend, and Fuel Switching Assumption.  Additional investigations are planned on these assumptions.

For instance is the Annual Energy Outlook (AEO) forecast the only forecast of nationwide average rates of gas and electricity?  There could be more optimistic or pessimistic forecasts available from other sources.  Also, the forecasts for California could be much higher because of higher utilization of nuclear, low availability of hydro, use of peaking plants and other costs of fuel and emissions.  This could change the results.

DOE assumes a decreasing price trend of high efficiency furnaces.  The trend needs to be studied. If the rule is implemented, initially due to retooling and increased demand, prices could actually rise for high efficiency furnaces until manufacturers figure out economies of scale.

DOE’s assumptions of reference fuel switching should be investigated.  With the availability of tax credits for solar PV, and the rapid price drop of PV systems and the introduction of residential battery by Tesla, the fuel switching could be accelerated in new construction homes and in existing homes.

4. DOE ‘s analysis indicates an average Simple Pay Back (SPB) of 12.9 years for the high efficiency furnace.  SoCalGas’ own analysis indicates that depending on the economic assumption scenarios, the SPB for high efficiency furnaces could be higher than 20 years, exceeding the average life of a furnace.  When these assumptions are applied, the Life Cycle Cost could be very high. 
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2007 - DOE issues a final rule that amends standards for residential furnaces to a minimum level of 80% AFUE





Natural Resources Defense Council (NRDC) sues DOE on the grounds that they could have justified a higher minimum efficiency standard.   





DOE and NRDC reach a settlement agreement that calls for the development of a new proposed minimum efficiency standard for furnaces through a “Consensus Agreement” of stakeholder groups.  





2011 – DOE simultaneously  issues a direct final rule (DFR) and notice of proposed rulemaking (NOPR) on the minimum efficiency standards for furnace developed through the “Consensus Agreement” process





DFR establishes a 90% AFUE minimum standard for furnaces in states with more than 5,000 annual heating degree days and an 80% AFUE minimum standard for states with less than 5,000 annual heating degree days. 





AGA and other stakeholder groups not included in the “Consensus Agreement” oppose the direct final rule based on a number of procedural and technical matters. 





AGA works with stakeholder groups to develop proposed exemptions to the 90% AFUE minimum standard.  APGA litigates the DFR based on procedural arguments 





February 10, 2015 – DOE issues prepublication Notice of Proposed Rulemaking for residential furnaces with a national minimum standard of 92% AFUE.





Phase I (2007 – 2011)





Phase II (2011-2015)





Phase III (2015-        )





March 2014 - a joint motion of all parties (DOE, APGA and others) was filed before the court reflecting a settlement of the court litigation requesting that the court enter an order vacating the direct final rule and the notice of effective date.  





April 2014 - U.S. Court of Appeals for the District of Columbia issues an order vacating DOE’s direct final rule establishing regional efficiency standards for furnaces and remanding the matter back to DOE for further rulemaking proceedings.  
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TABLE |.1—PROPOSED AFUE ENERGY CONSERVATION STANDARDS FOR NON-WEATHERIZED GAS FURNACES AND MOBILE

HomME GAs FURNACES (TSL 3)

Proposed standard:
Product class AFUE
(%)
Non-Weatherized Gas-Fired Furnaces 92
Mobile Home Gas-Fired Furnaces ... 92
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TABLE |.3—IMPACTS OF PROPOSED AFUE ENERGY CONSERVATION STANDARDS ON CONSUMERS OF RESIDENTIAL

FURNACES (TSL 3)

Average Simple
Product class LCC savings payback period
(2013%) (years)
Non-Weatherized Gas-Fired Furnaces $305 72
Mobile Home Gas-Fired Furnaces .. 691 22
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TABLE |.5—SUMMARY OF NATIONAL ECONOMIC BENEFITS AND COSTS OF PROPOSED AFUE ENERGY CONSERVATION
STANDARDS FOR NON-WEATHERIZED GAS FURNACES AND MOBILE HOME GAs FURNACES (TSL 3)*

Present value Discount rate
Category (billion 20138) (%)
Benefits
Consumer Operating Cost Savings 8.9 7
27.7 3
CO, Reduction Monetized Value ($12.0/t case) ** 0.7 5
CO, Reduction Monetized Value ($40.5/t case) ** 3.8 3
CO, Reduction Monetized Value ($62.4/t case) ** 6.1 2.
CO, Reduction Monetized Value ($119/t case) ** 1.7 3
NOx Reduction Monetized Value (at $2,684/ton) ** 0.9 3
Total Benefits t 13.0 7
32.4 3
Costs
Consumer Incremental Installed Costs 5.8 7
11.6 3
Including Emissions Reduction Monetized Value t 7.2 7
20.8 3
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2011 DOE Direct Final Rule Regional Map

Minimum Efficiency Standards Residential Natural Gas Furnaces
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Copy of CA fuel  switching.xlsx




Copy of CA fuel switching.xlsx

Sheet1


			Fuel Switching Summary in California


			Based on Baseline DOE LCC Model 9rf_nopr_lcc_2014-02-06.xlsm





						Number of Buildings									Buildings Affected									Switching (number of buildings)															Switching (%)						Switching (number of buildings) - New															Switching (%) - New						Switching (number of buildings) - Replacement															Switching (%) - Replacement


						Total			New			Replacement			Total			New			Replacement			NWGF --> HP			NWGF+GWH --> HP+EWH			NWGF --> EF			NWGF+GWH --> EF+EWH			GWH --> EWH			% Switch Based on Total			%Switching Based on Affected			NWGF --> HP			NWGF+GWH --> HP+EWH			NWGF --> EF			NWGF+GWH --> EF+EWH			GWH --> EWH			% Switch Based on Total			%Switching Based on Affected			NWGF --> HP			NWGF+GWH --> HP+EWH			NWGF --> EF			NWGF+GWH --> EF+EWH			GWH --> EWH			% Switch Based on Total			%Switching Based on Affected


			All residential (includes senior and low-income)			989			174			815			873			156			717			131			31			30			10			17			22%			25%			37			13			4			4			4			36%			40%			94			18			26			6			13			19%			22%


			Senior Only			140			6			134			124			6			118			24			6			3			1			2			26%			29%


			Low-Income			39			2			37			38			2			36			10			2			2			1			1			41%			42%


			Commercial (entire Pacific census region)			27			5			22			20			3			17			2			0			1			0			0			11%			15%			0			0			0			0			0			0%			0%			2			0			1			0			0			14%			18%
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SoCalGas Request for Extension to Comment Deadline for Furnace Rule.pdf

Daniel J. Rendler

Director, Customer

Programs & Assistance

Southern California

S c I G Gas Company
0 a a S Mail Location GT19A5

555 West Fifth Street
Los Angeles, CA 90013

A %’ Sempra Energy utility Tel: 213) 244-3480

May 8, 2015

Office of Energy Efficiency and Renewable Energy
United States Department of Energy
Washington, D.C.

RE: Docket #: EERE-2014-BT-STD-0031
Request for Extension of Comment Period

Mr. Cohen, Mr. Cymbalski and Ms Edwards,

Southern California Gas Company (SoCalGas) appreciates the opportunity to participate in the
recent Notice of Proposed Rulemaking (NOPR) regarding the Federal minimum standards for
residential furnaces.

SoCalGas has been delivering clean, safe and reliable natural gas to its customers for more than
140 years. It is the nation’s largest natural gas distribution utility, serving 20.9 million consumers
through 5.8 million meters in more than 500 communities. The company’s service territory
encompasses approximately 20,000 square miles in diverse terrain throughout Central and
Southern California, from Visalia to the Mexican border.

California leads the Nation in energy policy and through significant efforts by the Investor-
Owned Utilities, is advancing energy-efficiency not only as a way of protecting the environment
but also in serving our customers. For more than a decade, SoCalGas has been actively pursuing
highly efficient natural gas use by promoting energy-efficiency, driving advancements in natural
gas equipment and low emissions technologies as well as investing in advanced technologies in
renewable natural gas and distributed generation.

We applaud the Department of Energy’s actions in the advancement of energy-efficiency in an
effort to create reliability for the consumer while working toward a healthier environment for
generations to come. Considering the overwhelming prominence of natural gas as the fuel for
furnaces nationwide and the potential impact of this action, we feel compelled to conduct a
thorough analysis of the proposed Rule on behalf of our nearly 21 million customers.

We have completed a very cursory assessment of the information surrounding the rule and the
results have led us to conclude that we must undertake a far more in-depth analysis of the
DOE’s life cycle cost analysis using Oracle’s Crystal Ball software. Our initial attempts to do this







were unsuccessful due to repeated failure of the software coupled with the complexity of the
data. The DOE enjoyed a significant period of time to conduct the analysis that led to this rule
and SoCalGas respectfully requests that we be afforded an extension of the comment period for
an additional 90 days — from June 10, 2015 to September 10, 2015. This extension will give us
the time to correct issues with the software and run scenarios to assess the LCC analysis on
behalf of our customers. Nearly 21 million consumers are relying on SoCalGas to ensure that
this rule is fair and equitable, cost effective and realistic in its objectives.

Again we appreciate the DOE for continuing to strive toward a more energy-efficient future and
we look forward to continued collaboration on that front. We thank you for considering our
request for an extension of the comment period to allow us to represent our customers to the
best of our ability.

Please do not hesitate to contact us with any additional questions.

Respectfully,

Daniel J. Rendler
Director, Customer Programs and Assistance
SoCalGas
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MEMORANDUM

DATE: August 10, 2015

TO: AGA Membership

RE: Revised Summary of Comments in DOE Docket No. EERE-2014-BT-STD-0031

On or before July 10, 2015, more than 100 groups, individuals, and municipalities, including the
AGA, 15 of their member companies, and APGA, filed comments in response to the Department of
Energy’s (DOE’s) Notice of Proposed Rulemaking (NOPR) on Energy Conservation Standards for
Residential Furnaces, Docket No. EERE-2014-BT-STD-0031. The following memorandum briefly
summarizes these comments and the primary suggestions that stakeholders made to alter or improve the
proposed rule.

Those in favor of the NOPR were generally environmental and energy efficiency-focused groups,
including the American Council for an Energy Efficient Economy (ACEEE), the Alliance to Save
Energy, California Energy Commission, Consumer Federation of America, Natural Resource
Defense Council (NRDC), Northeast Energy Efficiency Partnerships, and Pacific Gas & Electric
(PG&E). These groups were extremely supportive of raising the Annual Fuel Utilization Efficiency
(“AFUE”) to 92 percent as proposed, arguing that DOE has demonstrated in their analysis that this
standard has already been found to be technologically feasible and cost-effective. While achieving the
maximum level of energy efficiency is the prominent aim, supporters, such as Northeast Energy
Efficiency Partnerships, also argued that the NOPR will assist low income consumers by reducing
monthly utility bills. California-based groups, such as the California Energy Commission and PG&E
noted that states were not able to institute their own appliance standards on efficiency and NOx
emissions, and needed DOE to act to meet their state’s statutory requirements.

Many critical submissions focused on the negative impact the rule would have on ratepayers,
especially low-income consumers. The negative consequence to consumers associated with fuel
switching prompted by a condensing standard was another concern shared by almost all natural gas
stakeholders, such as Washington Gas and Light, New Jersey Natural Gas and SoCalGas. In fact,
the analysis submitted with SoCalGas’ comments reflected that all affected customers in its service
territory would suffer a “net cost” rather than a “net benefit” with the proposed rule. This is particularly
concerning considering that nearly 33 percent of California residents fall below the poverty level.
SoCalGas’ analysis also contends that government intervention is unnecessary because the condensing
furnace market has moved substantially toward the proposed 92 percent AFUE level in the appropriate
markets without it being mandated by the standard. Many groups, such as the American Energy
Alliance, discussed the environmental impacts of fuel switching, arguing that the increased use of electric
heating systems would cause an increase in greenhouse gas emissions. Advocates of multifamily
structures, such as the National Multifamily Housing Council, raised concerns regarding the high cost
involved in retrofitting multifamily homes and row houses with condensing furnaces. Manufacturers and
contractors, such as the Air Conditioning Contractors of America, raised concerns over the more
technical aspects of the rule, including flaws found in methodology, the failure to accurately estimate
costs of installation, updated ventilation, the finalization of test procedures, and the life expectancy of the
furnaces.





Proposal to establish separate efficiency standards with two distinct product classes: After
outlining the difficulties and costs associated with upgrading to condensing furnaces, numerous
stakeholders suggested that DOE should establish distinct product class and establish separate efficiency
standards for non-condensing and condensing furnaces. This proposal was supported by many utility
companies, like Vectren, Laclede Gas Company, and Questar Gas, as well as by all of the involved
natural gas trade associations, such as the AGA, APGA, and Southern Gas Association. It was also
supported by several municipal districts, such as those in Georgia, Nebraska, and Alabama, as well as
Pennsylvania-based organizations, such as the University of Pennsylvania and Pennsylvania
Chamber of Business and Industry. Notably, some organizations also suggested the additional
possibility of a regional standard, including the Southern Gas Association and National Association of
Homebuilders. Such a regional standard would preserve the non-condensing furnace market in the
southern United States.

Proposal to establish separate product class for small furnaces: Many stakeholders that
were sensitive to the difficulties in upgrading to condensing furnaces called for a separate product class
for small furnaces. Larger furnaces would still be subject to the proposed rule’s standard of 92 percent
AFUE, or a more stringent standard of 95 percent AFUE. Supporters of this proposal included AGA
member companies, such as New Jersey Natural Gas and AGL Resources; environmental and
efficiency groups, including the NRDC and Alliance to Save Energy; and manufacturing and consumer
advocacy organizations, such as Lennox and the Consumer Federation of America. Some
commenters, such as the ACEEE and Consumer Federation of America, recommended setting the
threshold dividing smaller and larger furnaces at 50,000 Btu/Hr output, corresponding to an input level of
62,500 Btu/Hr assuming an 80 percent AFUR. United Technologies Building and Industrial Systems
recommended an input level of 90,000 Btu/Hr.

Proposal to raise efficiency standard beyond 92 percent AFUE: Several stakeholders urged
DOE to mandate an efficiency standard higher than 92 percent AFUE. The most common alternative was
95 percent, but some organizations did not offer a specific number. While this proposal was
predominantly offered by energy efficiency and environmental groups like the ACEEE, NRDC, Alliance
to Save Energy, and the Northeast Energy Efficiency Partnership, it was also supported by the
California Energy Commission, PG&E, and the Consumer Federation of America. Advocates said
that the DOE analysis underestimated the rule’s consumer benefits and argued that the DOE had a
responsibility to raise efficiency standards as high as possible.

Summary of Comments

African American Environmentalist Association (“AAEA”): AAEA stated that it agrees with DOE’s
goals of achieving energy efficiency, reducing carbon emissions, and achieving savings for consumers;
however, AAEA is concerned that the proposed rule would not achieve these goals, and as written would
produce an undue burden on low and moderate-income consumers, including minority communities.
AAEA raised the concern that low-income consumers will not be able to afford to purchase and install
condensing natural gas furnaces and as a result will switch to electric heating systems that are less
expensive to install, but more costly to operate. Considering the importance of the nation’s goals to
create energy efficiency and reduce carbon emissions, and to ensure that low-income communities are
not unduly burdened economically and environmentally, AAEA requested a delay in the proposed
rulemaking until such time that solutions can be achieved that avoid these potentially adverse results on
low-income consumers.

AGL Resources (“AGLR”): AGLR raised the concern that DOE’s proposal to adopt a 92 percent AFUE
standard will have unintended consequences, comes with significant economic burdens to American
consumers, and overestimates the associated energy savings. AGLR argued that the proposed
rulemaking relies on faulty assumptions and incorrect estimates, and thus is not economically justified.
The use of more accurate data, according to AGLR, would demonstrate that the proposed rulemaking





would benefit a smaller percentage of homeowners. AGLR also argued that the rule will greatly increase
the price of furnaces and installation, and thus homeowners and builders will choose to install less costly
and less efficient products like electric heat pumps and furnaces. AGLR stated that the propose rule
would also disproportionally affect low-and fixed-income customers, as they are less like to purchase a
new home, and are thus forced to endure costly retrofit installations. In addition AGLR stated that DOE
did not produce an impact analysis to estimate the negative effects of this proposed rule on natural gas
utilities and their customers. Moreover, AGLR asserted that separate product classes are needed for
condensing and non-condensing furnaces, since non-condensing furnaces provide a unique utility in their
ability to common vent with other gas appliances, vent into chimneys, operate in unconditioned space
without freeze protection, and easily install in retrofit applications. AGLR also argued that separate
product classes should be established based on the capability of the furnace to heat a 1,500 square foot
home. AGLR contended that while a separate product class for smaller furnaces would not address every
negative impact of the NOPR, it would serve as a rational standard that addresses the majority of the
negative impacts to low and fixed income homeowners and renters, as well as multi-family residents. For
these reasons, AGLR recommended that DOE’s proposal be revised and withdrawn.

Air Conditioning Contractors of America (“ACCA”): ACCA raised several concerns with the proposed
rule, and recommended that DOE release a supplemental NOPR reflecting stakeholder comments.
ACCA argued that the proposed rule would place an unnecessary financial burden on consumers. As
outlined in DOE’s TSD, ACCA stated that there are a number of homes where the condensing furnace
penalty is prohibitively expensive to the point of not being economically justified, technologically feasible,
or the installation of venting or condensate measures may violate local building codes or covenants.
These installation issues are present with any condensing furnace (90 percent AFUE and up), and ACCA
explained that it is a unique challenge to regulate without imposing unfair penalties. ACCA stated that it
is for this reason that DOE should apply extraordinary scrutiny to this proposed rulemaking. ACCA also
raised concerns with DOE’s methodology, including DOE’s Life Cycle Cost (“LCC”) and payback
analyses. ACCA argued that DOE used outdated and irrelevant data to calculate such estimates.
Additionally, ACCA contended that the life expectancy of the condensing furnace was actually lower than
reported by DOE; furthermore, DOE failed to include any sort of repair cost in their analysis. ACCA also
raised concerns with DOE’s failure to include final test procedures as well as DOE’s lack of consultation
with HVACR contractors. ACCA noted that in a survey it conducted of contractors’ views on certain
impacts of the proposed rule; contractors from both northern and southern regions noted that installation
costs as well as the number of difficult installations were significant. ACCA suggested that DOE begin to
look beyond AFUE as a method of energy efficiency.

Air-Conditioning, Heating, and Refrigeration Institute (“AHRI”’): AHRI submitted a series of 12
questions, devoted to technical issues related to the DOE’s analysis. Many of these question were
specific queries about working with DOE’s spreadsheets. In addition to these, AHRI questioned whether
DOE had conducted interviews with HVAC contractors on their markup practices and what justification
DOE had in assuming that HVAC distributers use incremental markups. AHRI also questioned how DOE
calculates the LCC of furnaces, and whether DOE accounted for the impact of homeowners moving.
Finally, AHRI questioned how DOE collected data on furnace installation costs and whether DOE had
spoken to contractors about these costs.

Alliance to Save Energy (“ASE”): ASE raised concerns regarding the proposed rule’s impact on low
income consumers, those residing in warmer climates, and residents of multifamily dwellings. In order to
ensure energy efficiency, ASE suggested that DOE raise the AFUE to 95 percent for condensing
furnaces; ASE also suggested that DOE maintain the 80 percent standard for small, non-condensing
furnaces to accommodate those that do not find the condensing furnace economically justifiable. ASE
also recommended that DOE take into account the costs of fuel switching and the impacts fuel switching
would have on consumers, the environment, and manufacturers.





American Association of Blacks in Energy (“AABE”): AABE contended that the proposed rule will
negatively impact low income communities. AABE raised concerns with DOE’s lack of transparency and
engagement of all stakeholders in the development of the proposed rule. AABE contended that the
propose rulemaking process failed to include input from all constituents, failed to fully understand the
significant long term negative financial impact on a large segment of our nation’s communities and failed
to engage in an open and robust dialogue around critical issues resulting from the proposed rule. AABE
urged DOE to suspend the rule and reevaluate the efficiency standard with the interests of stakeholders
and low income consumers taken into greater consideration.

American Council for an Energy Efficient Economy (“ACEEE”): ACEEE supported the proposed rule
but offered recommendations to improve it. Specifically, ACEEE recommended five ways to improve the
DOE analysis and proposed standards. First, ACEEE requested that DOE use the lower-cost venting
scenarios for condensing furnaces analyzed in Appendix 8L. Second, ACEEE recommended that DOE
use a “shift” rather than “roll-up” scenario in order to take into account the powerful market and policy
drivers that will drive a future distribution of efficiency performance. Third, ACEEE argued that fewer
homeowners and builders will switch fuels than DOE estimates. ACEEE recommended that DOE adopt
the “low-switching” scenario in the final rule. Further, ACEEE noted that in DOE’s analysis, a significant
majority of homes will have LCC benefits from condensing furnaces, but there will be some consumers
who find condensing furnaces to have higher LCCs. In order to reduce the number of “losers”, ACEE
recommended that DOE establish two size classes for non-weatherized gas furnaces: one for small
furnaces of 50,000 Btu/hour or less that maintains the 80 percent AFUE; and one for larger furnaces at a
95 percent AFUE. While ACEEE recommended a 95 percent national standard with a small furnace
exception, ACEEE stated that a regional standard based on heating degree days, allowing non-
condensing furnaces in FL, AL, MS, and TX, would also be reasonable. Finally, ACEEE addressed the
AGA/GTI analysis, stating that while it agrees with the need to factor in site-specific economics for homes,
it does not agree with the analysis’ conclusions regarding the cost of condensing furnaces, likelihood of
fuel switching, and the market share of condensing furnaces under this rule.

American Energy Alliance: The American Energy Alliance requested the proposed rule be withdrawn,
arguing that the rule places a financial burden on low income citizens. The American Energy Alliance also
asserted that the rule would cause an increased use in electrical heating systems, in turn causing
increased CO2 emissions.

American Gas Association (“AGA”): The AGA urged DOE to delay issuing the proposed rule until DOE
revises the gas furnace testing procedure to correct major flaws in its analysis, and to issue a
supplemental NOPR if the revised analysis is shown to be feasible and economically justified. AGA
discussed a series of concerns on DOE’s economic justifications. First, AGA argued that DOE employed
a flawed methodology to determine what choices consumers will make. Specifically, AGA contended that
the GTI analysis demonstrated that DOE assigned non-condensing furnaces to consumers who would
more cost-effectively already be using condensing furnaces and underestimated the amount of
consumers that would switch to electric. Second, AGA argued that DOE failed to use the most credible
sources for its data. AGA stated that DOE for using incorrect furnace prices that overestimate the cost of
non-condensing furnaces, assuming that consumers are buying fewer condensing furnaces than they are,
overestimating the marginal gas prices facing consumers which inflates the rule’s cost savings, relies on
the 2014 rather than 2015 EIA Annual Energy Outlook, and overestimates the lifetime of gas furnaces
which overestimates the net life-cycle savings of efficient furnaces. AGA also argued that DOE has
ignored the unintended consequences of the rule on consumer costs, electricity consumption, and
greenhouse gas emissions. Finally, AGA argued that DOE had neglected to consider the benefits of
separate product classes for condensing and non-condensing furnaces, the impacts on local natural gas
utilities, and Energy Policy and Conservation Act (‘EPCA”) provisions that new standards could not be
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instituted before 2025. AGA contended that if DOE were to correct its analysis, the proposed standard
would be shown to be unjustified.

American Public Gas Association (“APGA”): APGA argued that DOE made significant analytical,
technical and legal errors in its analysis. APGA recommended that the proposed rule be withdrawn, or at
least that DOE issue a revised NOPR correcting the errors and establishing separate product classes for
condensing and non-condensing furnaces, while providing for a 120 day comment period. APGA asserted
that DOE had failed to make its analysis available for peer review and that DOE inadequately explained
its fuel switching analysis. APGA recommended peer review over DOE’s “random” process of determining
which consumers would be affected, the use of gas and electric marginal rates, and weighting factors
used for buildings. APGA argued that DOE did not complete revisions to the Annual Fuel Utilization
Efficiency (AFUE) test procedures before issuing the NOPR. In addition, APGA asserted that DOE must
establish a 2025 compliance date under EPCA for any new standard for residential non-weatherized gas
furnaces. APGA also argued that given the potential for fuel switching, the DOE failed to consider the
impacts on gas utilities in its utility impact analysis APGA argued that DOE’s analysis is not economically
feasible, and failed to account for rational-decision making based on a random sampling method. APGA
offered several specific criticisms of DOE’s analysis. First, they contended that DOE’s uncorrected
analysis was still not economically feasible. Second, APGA argued that DOE failed to account for
rational-decision making based on a random sampling method to determine who would be affected and
assuming that non-condensing furnace prices will drop significantly. Third, APGA contended that DOE
relied on LCC savings and payback periods as input data that is not based on market data. APGA argued
that DOE also used incorrect data in regard to retail prices, marginal pricing, EIA data, shipment data and
discount rates. In light of all of these errors, APGA emphasized the lack of transparency of the DOE’s
analysis by not explaining their Crystal Ball analysis and its assumptions. Finally, APGA argued that
DOE's rule violated EPCA by making non-condensing furnaces unavailable, thereby requiring the
establishment of separate product classes.

American Public Power Association (APPA): The APPA stated that it supports DOE'’s efficiency
standards programs but recommended several revisions to the proposed rule. First, APPA stated that
DOE should use Trial Standard Level 1 as a conservation standard, due to the technical issues with the
current analysis. Second, APPA stated that DOE has dramatically increased the efficiency requirements
of electric furnaces, like heat pumps, while failing to update the standards for gas furnaces. APPA argued
that this discrepancy created a non-neutral market and compliance requirement between fuel sources,
and therefore recommended that DOE refrain from issuing electric furnace efficiency standards until it has
issued standards for natural gas furnaces. Third, APPA contended that DOE did not consider the
potential of fuel switching when instituting standards for heat pumps and recommended that DOE include
ongoing fuel switching away from heat pumps into its analysis. Finally, APPA contended that the DOE
failed to adequately consider the upstream impacts of the rule on natural gas production. APPA also
argued that the reductions in gas production would be greater than the increases in electricity generation.
APPA stated that any increase in electricity generation would be more than offset by the reductions in
consumption by efficiency standards between now and 2050. APPA recommended that DOE revisit its
Technical Support Document (“TSD”) analysis to account for these factors.

Appliance Standards Awareness Project (ASAP): ASAP supported the comments of numerous other
groups, including ACEEE, NRDC, Alliance to Save Energy, Earth Justice, the California Energy
Commission, and PG&E, which support the proposed rule and recommend stricter standards. ASAP
argued that DOE’s analysis underestimated the proposed rule’s benefit to consumers. Specifically, ASAP
raised the concern that DOE: overestimated the likelihood of fuel switching; underestimated the learning
rate of furnaces; underestimated per-unit gas savings; and underestimated the share of furnaces still
allowed under the proposed rule. ASAP also argued that DOE’s analysis failed to emphasize the benefits
to consumers and overestimated the negative impact to manufacturers. While ASAP did not support
proposals for separate product classes of condensing and non-condensing furnaces, ASAP suggested
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that DOE consider creating a separate product class for small furnaces. ASAP contended that the DOE
should update their analysis to demonstrate even greater benefits from the proposed rule and issue a
standard as soon as possible.

Austell Natural Gas System (“Austell”): Austell argued that low-income customers will suffer financial
burdens as a result of the proposed rule. Austell stated that many customers would be forced to switch to
electric furnaces with higher operating costs or would be forced to pay the high upfront costs for more
efficient gas furnaces. Austell requested that DOE withdraw the proposed rule and establish separate
standards for condensing and non-condensing furnaces.

Borough of Chambersburg, PA: The Borough of Chambersburg, Pennsylvania, favored the withdrawal
of the rule. The Chamber raised concerns regarding the upfront cost of changing to more efficient heating
systems. The Chamber stated that cost could negatively impact lower income consumers, causing these
consumers to utilize less cost- and energy-efficient electric heating. The Borough of Chambersburg
recommended that DOE establish separate product classes in order to allow customers various options
based on their income and geographic location.

California Energy Commission (“CEC”): The CEC supported the proposed rule and urged the DOE to
also adopt higher efficiency standards that have already been found to be cost-effective and
technologically feasible. The CEC argued that furnace standards are necessary to meet California’s
climate change-related goals. DOE’s proposed rule, CEC argued, would save up to 206.5 million tons of
CO2 emissions. While the CEC supported the 92 percent rule, it recommended that DOE adopt the 95
percent efficiency standard. CEC argued that the DOE’s LCC and savings analysis were too
conservative. Additionally, CEC stated that while there may be impacts to manufacturers, the significant
benefit to consumers, both in terms of dollar savings and air quality impacts, far outweigh the impact to
manufacturers. Finally, the CEC argued that while California is sensitive to the higher first costs for
efficient appliances that may result from improved energy efficiency standards, CEC does not see this as
a significant barrier to a stringent furnace efficiency standard. CEC explained that although retail prices
for a 92 percent AFUE are currently higher than for 80 percent AFUE furnaces, the CEC expects the price
of the equipment and the installation costs to come down over time.

Cato Institute: The Cato Institute raised concerns regarding DOE’s use of the social cost of carbon
(“SCC”). The Cato Institute argued that the SCC values are unsupported by the robust scientific literature,
fraught with uncertainty, illogical, and thus completely unsuitable and inappropriate for federal rulemaking.
The Cato Institute recommended that the use of the SCC in cost-benefit analyses in the proposed
rulemaking be suspended and not revisited until the weaknesses are rectified. Further, the Cato Institute
stated that regardless of how the SCC weaknesses are ultimately addressed, the mitigation of the
projected climate change that results from the cumulative reduction of greenhouse gas emissions outlined
in the proposed rulemaking is environmentally meaningless and scientifically undetectable. The Cato
Institute contended that attempting to put a monetary value on this averted temperature, as the DOE does
by employing the SCC, is an ill-advised and ultimately misleading endeavor.

CenterPoint Energy (“CenterPoint”): CenterPoint stated that the NOPR will significantly and negatively
impact natural gas customers, natural gas utilities, ad industry partners such as manufacturers,
contractors, and equipment suppliers. CenterPoint recommended that DOE withdraw the proposed rule
and work with interested stakeholders to develop a collaborative solution that addresses the concerns
raised by commenters. Agreeing with AGA'’s analysis, CenterPoint stated that the DOE’s technical and
economic analysis is flawed and that the proposed rule will result in higher costs to consumers, an
increase in net energy consumed, and an increase in environmental emissions. CenterPoint stated that
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the proposed rule will significantly increase the cost of buying and installing a natural gas furnace, which
will drive customers to electric heating. CenterPoint stated that while the goal of the proposed rule is to
reduce emissions, reduce energy use and reduce customers’ costs, the higher equipment and installation
costs for natural gas furnaces resulting from the proposed rule will drive customers to fuel-switch to
electric heating, which will have the unintended effect of increasing all three. Further, CenterPoint stated
that the proposed rule’s unintended consequence of fuel switching will disproportionately impact
customers in states with warmer climates. CenterPoint noted that customers in the south who fuel-switch
to electric may experience higher monthly energy bills, use more energy overall, and produce greater
environmental emissions. CenterPoint noted that the market is presently moving in the direction of more
efficient furnaces where technically and economically feasible. However, CenterPoint contended that
where it is not technically and economically feasible, the proposed rule will only serve to dramatically
increase costs of choosing natural gas and drive customers towards electric space heating options, with
the previously mentioned negative unintended consequences.

Clearwater Gas System (“CGS”): CGS stated that DOE only assessed electric generation impacts, and
failed to consider the impacts on natural gas utilities. CGS argued that DOE’s analysis is deficient, due to
the: unexplained regional bias against southern U.S. natural gas consumers; and significant, unjustified
changes between DOE’s LCC analysis supporting the 2011 direct final rule and the analysis supporting
the current NOPR. CGS argued that due to the deficiencies of the current TSD and spreadsheet analysis
supporting DOE’s proposed 92 percent AFUE, the DOE should withdraw its NOPR and initiate a
supplemental NOPR to provide revised analysis. Furthermore, CGS stated that DOE’s analysis predicts
significant fuel switching to electric resistance space heating systems, which would have negative
consumer and carbon emission implications. CGS also noted that the House and Senate have both
provided letters to DOE in opposition to the NOPR. CGS explained that the letters request that DOE
establish separate product classes for condensing and non-condensing furnaces, each with its own
efficiency standard. CGS recommended that DOE heed to this recommendation.

Consumer Federation of America: The Consumer Federation of America joined with the National
Consumers Law Center, Massachusetts Union of Public Housing Tenants, and Texas Ratepayers’
Organization to Save Energy to support the proposed rule. They urged DOE to go further to set the
standard at 95 percent, while creating a separate product class for units of 50,000 BTU/hour or less. The
groups cited several findings to support this recommendation, arguing that the reduced fuel costs would
more than account for increased equipment costs, more consumers would benefit than be harmed, and
that low-income consumers would also benefit. They argued that DOE has underestimated the consumer
benefits of the rule by underestimating the benefits of increased efficiency.

Contractor Advisors: Contractor Advisors raised the concern that the rule would burden low and
moderate income consumers, due to the increased costs of condensing furnaces and their even higher
installation costs. The Contractor Advisors stated that those who could not afford condensing furnaces
would switch to electric furnaces. The Contractor Advisors recommended that DOE delay the rule until the
impact on low-income consumers can be eliminated or mitigated.

DC Jobs or Else (“DC Jobs”): DC Jobs raised concerns with the costs of installation the proposed rule
would impose on consumers. DC Jobs contended that those who cannot afford the installation costs
would choose electric over natural gas, consequently more expensive and less energy efficient.
Additionally, DC Jobs raised the concern that tenants of multifamily homes would see an increase in their
utility bill as a result of the landlord’s choosing to use electric heating — less expensive to install, but more
expensive monthly long-term. DC Jobs suggested assistance through LIHEAP, although noted that the
funds have not increased in past years. DC Jobs requested that the proposed rule be postponed until
issues regarding high installation costs for low income citizens can be resolved.





Earth Justice: Earth Justice argued that the DOE is not compelled, based on EPCA, to create separate
product classes for condensing and non-condensing furnaces. Earth Justice argued that EPCA only
provides for separate product classes when varieties of a product consume different types of energy or
when a capacity or other performance-related feature justifies it. Earth Justice argued that the second
criterion did not apply because condensing and non-condensing furnaces provide the same utility to the
consumers. Earth Justice noted that DOE had neglected to separate out condensing gas water heaters
from other water heaters. Earth Justice also noted that fuel switching to electric furnaces would not harm
furnace manufacturers as the same companies produce both.

Edison Electric Institute (“EEI”): EEI offered a series of technical concerns and suggestions to improve
the DOE analysis. First, EEI noted that gas furnaces had not been subjected to efficiency standard
increases while electric heat pumps had been subject to dramatic increases in efficiency standards. EEI
urged DOE not to move forward on additional standards for electric furnaces until completing these
standards for gas furnaces. Second, EEI contended that there are significant flaws in the fuel switching
analysis in Appendix 8J, and stated that DOE had failed to address to possibility of fuel switching when
instituting standards on electric furnaces. Specifically, EEI stated the fuel switching analysis ignored other
space heating options such as heating products that use oil, kerosene, wood, coal or solar, ignored fuel
switching that occurred from heat pumps to gas furnaces, and ignored the impact of residential storage
water heater standards. Third, EEI argued that DOE failed to account for changes in electric demand and
generation over the next thirty years. EEI contended that this failure significantly overestimated the
emissions and environmental impact of electric generation, given the projected decrease in coal
generation and emissions reductions entailed by the Clean Power Plan. EEI recommended that at
minimum, DOE acknowledge that its analysis is excluding Clean Power Plan impacts and therefore likely
overstates increases in emissions and the impacts of increased usage of electricity from fuel switching to
electric heating. Fourth, EElI recommended that DOE update its energy savings analysis and emissions
and utility impact analysis. In terms of energy savings, EEI stated that any impact of fuel switching will be
mitigated by overall efficiency improvements for all major home appliances. Further, EEI noted that any
electric usage increase will most likely occur during the winter months, not during the peak season for
electric generation, which occurs in the summer for nearly all of the United States. EEI stated that any
increase in winter usage of electricity that results from fuel switching will not require new generation
capacity, especially when considering all of the other energy efficiency appliance standards. In terms of
emission and utility impact, EEI argued that DOE had ignored up-stream impacts of natural gas
generation and ignored the impact of other national efficiency standards. Finally, EEI noted that national
emissions were projected to decrease for electricity generation, which DOE’s analysis did not take into
account.

Energy Association of Pennsylvania: The Energy Association of Pennsylvania expressed concerns
over the proposed rule. The Energy Association of Pennsylvania emphasized the net cost to consumers
that would result from upgrading to condensing furnaces, alongside the likelihood that consumers would
switch to electric furnaces. The Energy Association of Pennsylvania recommended that DOE establish
separate product classes for condensing and non-condensing furnaces.

Fitzgerald Utilities (“Fitzgerald”): Fitzgerald raised concerns regarding their mostly low income
customers, particularly because they are based in central Georgia, which is a relatively warmer area than
many areas of the country. Fitzgerald argued that it is unlikely that these customers would ever see a
return on the new furnaces, and would thus resort to less efficient electric heating systems — resulting in
higher overall utility costs as well as increased carbon dioxide emissions. Fitzgerald urged DOE to
withdraw the proposed rule; alternatively, Fitzgerald suggested that DOE establish separate product
classes for condensing and non-condensing furnaces, allowing more options for consumers.





Florida Natural Gas Association (“FNGA”): FNGA recommended that DOE withdraw the proposed rule
and issue a supplemental NOPR with revised economic analyses. FNGA explained that the current
proposed rule has unexplained regional bias against southern consumers. FNGA also noted unexplained
discrepancies between DOE and GTI's models of the rule’s impact, with DOE assuming that more homes
would adopt high-efficiency furnaces and significantly greater energy savings. FNGA stated that a
supplemental NOPR would allow for a comparative analysis between the two models to ensure the
accuracy of the project impacts and benefits of the proposed rule.

Goodman Global Inc. (“Goodman”): Goodman stated that the proposed rule would have an adverse
impact on consumers. Goodman supported the AHRI/ACCA/PHCC contractor survey results, and stated
that the installation costs of condensing furnaces are too high. Goodman recommended that the
proposed rule be reevaluated by DOE in order to better represent the views of these contractors.
Goodman also raised concerns with the fact that consumers with masonry chimneys would not be able to
use the condensing furnace without major, costly adjustments to their venting system. Further, Goodman
contended that colder climates would have issues with the freezing of the condensing furnace;
conversely, consumers in warmer climates, particularly in the south, would likely never receive payback,
as usage of the condensing furnace would be considerably lower in this region. Goodman also raised
concerns with DOE’s underestimation of repair and maintenance costs of condensing furnaces. Goodman
stated that the introduction of new technology necessitates increased labor hours in order for
manufacturers to properly familiarize themselves with this new technology. Furthermore, Goodman stated
that new technology concerning the standby and off switching mode of new condensing furnaces has not
yet been adequately researched by manufacturers, and thus should not be imposed by DOE. Goodman
also raised concerns regarding DOE’s use of an incremental markup approach rather than an average
markup approach. Goodman stated that the use of the incremental markup approach resulted in an
overstatement of the economic justifiability of the proposed rule, as it did not accurately represent a real
world scenario. Goodman raised concerns regarding methodology, stating that there were discrepancies
in energy consumption values between versions of the TSD and the LCC analysis, and recommending
that the reports be revised. Goodman stated that while the proposed rule assumed that a two-stage
combustion system was necessary to achieving a certain energy conservation standard, the ECS can
actually be achieved by a single-combustion system. Goodman argued that DOE’s furnace shipping
estimates were overestimated, and that regulation by DOE would not elevate shipment numbers.
Goodman also raised concerns regarding the accumulation of previous regulations (i.e. furnace fan
regulations) that would create a burden on manufacturers. Finally, Goodman recommended that DOE
issue final test procedures at least six months prior to issuing new energy conservation standards.

Heating, Air Conditioning, and Refrigeration Distributors International (“HARDI”): In agreement with
AGA and APGA, HARDI stated that DOE’s data and methodology were flawed. Additionally, HARDI
argued that DOE did not finalize testing procedures of the product, making the proposal difficult for
manufacturers to analyze. HARDI stated that because the proposed rule would have a negative impact
on consumers, contractors, and utilities, DOE should maintain a standard of 80 percent, rather than 92
percent. HARDI also proposed that DOE consider not the SCC, but the “Social Cost of Regulation”,
meaning DOE must reconsider the proposed rule, taking into account low income consumers and
residents of multifamily dwellings. Because consumers are not likely to be capable of affording the new
condensing furnace, HARDI recommended that DOE reconsider the proposed rule as well as maintain
the standard of 80 percent AFUE.

Ingersoll Rand — Trane (“IRT”): IRT did not support a higher AFUE standard. IRT raised concerns with
DOEFE'’s rule in that it overestimated energy savings, would potentially harm manufacturers and consumers,
and would force fuel switching from natural gas to electric. IRT also raised concerns with the supply of
trained labor necessary for the installation, operation, and maintenance of the new product. Regarding
test procedures, IRT stated that DOE did not properly complete the rulemaking. IRT argued that DOE
must demonstrate how much the amended test procedure affects the measure of furnace energy
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efficiency. IRT also argued that DOE did not present realistic installation costs, undermining the economic
viability of the new standard. Furthermore, IRT contended that the LCC calculations essentially only
consider the impacts of standards on those consumers that are able and willing to incur the significant
price increases. IRT noted that the LCC does not capture the impacts on consumers who are unable to
absorb the price increases due to increased energy conservation standards. IRT suggested that DOE
should have explicitly considered the impact of increased prices on consumers when weighing the
benefits and burdens of standards. IRT also raised concerns with DOE’s failure to meet certain
requirements, including: violating the EPCA stipulation that prohibits the establishment of amended
standards to a product with respect to other new standards within 6-year period; failing to appropriately
estimate the savings in operation costs of the new product; failing to correctly assess market consumer
behavior; incorrectly calculating cost-benefit analysis; and failing to provide the Department of Justice
with a competitive analysis report. IRT stated that taking these issues into consideration, the proposed
rule will be found unjustifiable.

Institute for Public Integrity at NYU (“IPI”): The IPI stated that the SCC is an important tool in
increasing energy efficient to the DOE. IPI stated that the use of this measurement should not be
diminished when utilized alongside economic research. Additionally, the IPI believed the SCC is important
in curbing the impact of climate change by helping to reduce greenhouse gas emissions — furthermore,
DOE has a responsibility to use the SCC to reduce emissions. IPI stated that DOE should include data
concerning climate change in their existing estimates. IPI also suggested that DOE encourage the
Interagency Working Group to regularly update the SCC.

Jointly Owned Natural Gas: Jointly Owned Natural Gas supported DOE withdrawing the proposed rule.
Jointly Owned Natural Gas stated that the proposed rule will harm those who can afford it the least.
Jointly Owned Natural Gas stated that due to the incremental cost for a condensing furnace, customers
would likely resort to electric heat pumps or electric resistance furnaces. Jointly Owned Natural Gas
contended that electric heat pumps and electric resistance furnaces would increase the levels of carbon
dioxide being emitted. In lieu of the proposed rule, Jointly Owned Natural Gas recommended that DOE
establish separate and specific efficiency standards for each product class: one for a non-condensing
natural gas furnace and one for a condensing natural gas furnace.

Johnson Controls, Inc.: Johnson Controls, a manufacturer of residential furnaces, is a member of AHRI.
Johnson Controls expressed the concern that DOE was moving too quickly in formulating this rule,
despite possible errors in their analysis. Johnson Controls also raised the concern that DOE has
proceeded with this rule while the AFUE metric’s test procedure is undergoing review and change.
Johnson Controls contended that the change in AFUE ratings may downgrade condensing furnaces by
1.5 percent, which would be a large and significant change in light of the proposed rule. Due to this
overlap, Johnson Controls argued that DOE is in violation of EPCA regulations on test procedure timing,
and that it will be extremely challenging to evaluate the impact of these AFUE changes. Johnson Controls
also expressed support for AHRI’s and GTI’'s comments regarding DOE’s analysis. Specifically, Johnson
Controls raised concerns regarding technical errors in calculating the LCC, the impact on manufactured
housing installations, and the likelihood of fuel switching. Johnson Controls recommended that DOE issue
a determination of “No Standard Change.”

Laclede Group, Inc. (“Laclede”): Laclede stated that if DOE does not withdraw the proposed rule, DOE
should comply with the law as well as give serious consideration to establishing separate product classes.
Further, Laclede recommended that DOE engage the natural gas industry in open and public discussions
on this issue. Laclede stated that DOE failed to transparently explain the variation between the LCC
analyses that DOE relied on in its direct final rule compared to the results of the LCC analysis in support
of the proposed rule. Laclede stated that DOE’s reliance on proprietary information that cannot be
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accessed, let alone checked and replicated, and its use of models that are unnecessarily complex, are
examples of the flaws in DOE’s analytic justification for the rule. Further, Laclede contended that the
paybacks are inflated through complex life-cycle costing methodologies that are linked to faulty
assumptions, which include but are not limited to: improper use of discount rates; improper use of
marginal costs; refusal to consider the alternative of not regulating; and improper application and
allocation of avoided environmental externalities costs. Laclede contended that even a partial correction
of these flaws demonstrates that the proposed ban on non-condensing furnaces would force consumers
to make incremental investments that cannot be recouped by additional energy savings, thereby violating
the EPCA. Alternatively, Laclede argued that if the proposed rule is adopted, it would force consumers to
migrate from natural gas to electric applications. Laclede contended that such migration would not only
increase LCC for many consumers but also increase the consumption of energy sources that produce
higher carbon dioxide emissions. Laclede stated that given these considerations, the proposed rule is not
only attempting to solve a problem that currently does not exist, but is promoting actions that will actually
create problems for both the consumers and the environment.

Lennox Utilities (“Lennox”): Lennox argued that DOE used assumptions to create a proposed rule that
is harmful to consumers and that would cause a loss of product utility as well as a loss of jobs. Lennox
argued that DOE ignored the interests of consumers of low income as well as those of warmer regions.
Further, Lennox Utilities argued that DOE falsely assumed that consumers are not already purchasing
more energy efficient furnaces. The fact that consumers are doing so, argued Lennox, makes DOE’s
proposed rule unnecessary. Lennox also argued that DOE’s methodology was too flawed to provide
substantial evidence to support the rule. Lennox recommended that DOE’s rule preserve the non-
condensing furnace option for those in southern regions as well as those in smaller, multifamily units.

Liberty Utilities (“Liberty”): Liberty raised the concern that DOE’s proposed rule will cause customers to
switch to electric heating systems, and would potentially lead to increased utility rates. This increase,
argued Liberty, would negatively impact low income customers in particular. Liberty urged DOE to include
the use of incentives, rebates, and other programs to entice consumer use of condensing furnaces; to
separate condensing and non-condensing furnaces into separate product classes; and to consider different
regional needs in relation to the proposed rule.

Manufactured Housing Institute (“MHI”): MHI contended that DOE’s proposed rule would raise costs
for consumers, forcing many to switch to less efficient electric heating systems. MHI was particularly
concerned with the costs of installation that may be difficult for mid- to low-income customers to afford.
MHI encouraged DOE to reconsider the new efficiency standard.

Mercatus Center at George Mason University (“Mercatus Center”): The Mercatus Center argued that
the proposed rule has many shortcomings and fails to consider the impact of the regulation. The
Mercatus Center maintained that DOE did not provide evidence that the new proposed standard is
necessary. The proposed rule, the Mercatus Center contended, did not truly take into account the welfare
of the consumer, as it would force a single solution. The Mercatus Center also asserted that DOE
overestimated potential energy savings, failing to take into account a consumer’s potential aversion to the
energy-efficient appliances due to unwanted upfront costs, particularly if those consumers are of lower
income status. The Mercatus Center contended that market forces, instead of a restricting single-solution
rule, should help the consumer make decisions about energy efficiency. The Mercatus Center
recommended DOE reconsider the rule with these issues taken into consideration.

Metropolitan Utilities District of Omaha, NE (“MUD”): MUD raised concerns regarding increased
installation costs. MUD contended that residents, especially those of lower income, will not be able to pay
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the costs required of obtaining and installing a new, condensing furnace and the corresponding ventilation
systems. MUD raised the concern that customers who may not able be able to pay these costs would
either continue to use inefficient furnaces unsafely, or would choose to switch to a less-efficient electric
heating system. Furthermore, MUD raised concerns regarding ventilation in multifamily buildings, as it can
be difficult to adjust existing ventilation systems to accommodate new condensing furnaces. MUD also
stated that DOE’s use of inflated natural gas prices in estimating LCC savings presented higher efficient
products more favorably; additionally, MUD argued that estimations of payback periods were unrealistic
as a result of using these inflated prices. MUD asked DOE to withdraw the rule due to the negative impact
they believe it will have on consumers. MUD also recommend that DOE establish separate product
classes for condensing and non-condensing furnaces.

Mortex Products, Inc. (“Mortex”): Mortex contended that efficiency standards are valuable when the
market fails, but in this case the market is not failing, and condensing furnace sales growing. Mortex
argued that since it primarily manufactures 80 percent AFUE noncondensing MHGFs, the proposed rule
would disproportionately affect Mortex. Additionally, Mortex raised the concern that the particularly high
cost of condensing furnaces for mobile homes would encourage widespread fuel switching. Mortex
requested that DOE prepare a regulatory flexibility analysis for the proposed rule.

Municipal Gas Authority of Georgia: Municipal Gas Authority of Georgia argued that the DOE made
significant analytical, technical and legal errors in the proposed rule and that consumers would be harmed
by the rule. Municipal Gas Authority of Georgia, as members of the APGA, explicitly endorsed the
APGA’s comments. In addition to the economic harm, Municipal Gas Authority of Georgia also raised
concerns regarding the likelihood of fuel switching to electric furnaces. Municipal Gas Authority of
Georgia recommended that DOE suspend the rule or establish separate product classes.

Small Cities in Georgia: Many almost identical comments were submitted by multiple small cities in
Georgia, all of whom are listed in the Municipal Gas Authority of Georgia’s comments. These include
Thomasville, Cairo, Sylvania, Dublin, Lawrenceville, Camilla, Statesboro, Tifton, Toccoa, Louisville, Sugar
Hill, Commerce, Cartersville, and Moultrie. Each of these cities emphasized the impact of the rule on low-
income consumers and argued that, due to the short winters in these parts of Georgia, the cost of
condensing furnaces would never be recouped. The cities also emphasized the likelihood and
environmental problems associated with switching to electric furnaces. The cities requested that DOE
withdraw the rule or establish separate efficiency standards for non-condensing and condensing
furnaces.

National Association of Home Builders (“NAHB”): NAHB raised concerns regarding the estimated
pricing of installation and replacement of new furnaces. NAHB stated that these estimates, according to
their knowledge of the labor involved in this sort of construction, were far below what they believe to be
accurate. NAHB suggested that these estimates be reevaluated. NAHB also disagreed with DOE’s
assumptions of the market in later years, and stated that estimates on equipment should not be made
within this context. NAHB recommended that DOE develop the estimates based on current market
prices. NAHB also stated that both energy savings and discount rates were miscalculated, and should be
reevaluated by DOE. Additionally, NAHB stated that because condensing and non-condensing furnaces
are experienced differently by consumers, the DOE should establish different efficiency standards,
ensuring that non-condensing are not eliminated. Finally, NAHB raised concerns regarding low income
residents, particularly in the southern region. NAHB stated that low income residents, given installation
costs and relatively warm winters, would be unlikely to see a return on a new condensing furnace;
instead, they would be more likely to use less energy-efficient methods of heating in the attempt to be
more cost-efficient. NAHB recommended that DOE adopt a regional approach to the rule, while also
establishing new product classes for the different types of furnaces.
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Natural Gas Association of Georgia (“NGA”): NGA argued that the rule, if enacted, would negatively
impact consumers. Furthermore, NGA argued that the use of a condensing furnace was not economically
justifiable in the southern region of the U.S., due to the payback period exceeding the life of the furnace
itself. NGA argued that expensive installation costs would cause lower income consumers to fuel switch
to electric systems, causing increased monthly utility bill costs and greater emissions. NGA also argued
that the market would drive consumers to purchase condensing furnaces without the implementation of
DOE'’s rule. NGA contended that if the rule is implemented, there should be separate standards for
condensing and non-condensing furnaces. Otherwise, NGA recommended that the rule be withdrawn.

National Energy & Utility Affordability Coalition (“NEUAC”): NEUAC raised concerns regarding low
income residents, and suggested that DOE take these concerns into consideration. The furnace itself, as
well as the cost of installation, argued NEUAC, would be avoided by low income residents in favor of less
efficient and more expensive electric heating systems.

National Multifamily Housing Council (“NMHC”), National Apartment Association (“NAA”), and
National Leased Housing Association (“NLHA”): The organizations raised concerns regarding the
impact that DOE’s proposed rule will have on retrofits in multifamily dwellings. The organizations argued
that although theoretically, utility bills should decrease with the use of a condensing furnace, the cost of
the retrofit would cause landlords to raise the rent of their tenants — those paying the utility bills would not
be effected by potential lowered monthly costs made possible by the condensing furnace. This, in turn,
would diminish the supply of affordable housing. The organizations were also concerned with the many
obstacles confronting multifamily structures in attempting retrofits — these types of buildings, often older
and built much closer to one another, would require specific and complicated adjustments for proper
venting and draining. The organizations also raised concerns regarding the increase in greenhouse gas
emissions, a result of fuel switching to initially cheaper and less efficient electric systems. The
organizations urged DOE to create regional efficiency standards due to the variety of energy needs
across the country. The organizations also urged DOE to retain the AFUE of 80 percent for non-
weatherized gas furnaces.

National Propane Gas Association (“NPGA”): The NPGA raised concerns regarding costs imposed on
low income residents, as well as the environmental and financial costs of fuel switching. The NPGA also
raised the concern that the proposed rule may encourage a monopoly of a single energy source, and thus
requested that DOE establish separate product classes for condensing and non-condensing furnaces.
NPGA argued that separating the products would be consistent, given the precedent set by DOE in the
separation of other products, such as residential clothes dryers into vented and vent less categories. The
NPGA requested that DOE consider the financial burden the proposed rule will place on low income
citizens, as well as reconsideration of a rule that would eliminate non-condensing furnaces.

National Resources Defense Council (“NRDC”): The NRDC contended that an updated efficiency
standard for gas furnaces is necessary. NRDC argued that the development of condensing furnaces,
combined with impediments to energy efficiency like bounded rationality in consumer choice and split
incentives between tenants and property owners, support the need for these standards. NRDC provided
four major suggestions to improve DOE’s proposed rule, including: DOE adopting a 95 percent AFUE
standard; DOE adopting an 80 percent AFUE standard for smaller furnaces; DOE setting the capacity
threshold low enough to maintain the benefits while allowing some consumers access to hon-condensing
furnaces; and DOE improving their analysis. Specifically, NRDC suggested that DOE: apply a learning
curve to installation costs; evaluate the distribution of consumer; environmental; and energy savings
benefits as a function of furnace capacity; include benefits to electric furnace manufacturers; revisit the
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source energy factor for electric generation; further analyze the impact on low-income tenants; examine
gas utility energy efficiency programs; and consider additional standby and off-mode opportunities.

Northeast Energy Efficiency Partnerships (“NEEP”): Because of the demanding energy needs of the
northeast and mid-Atlantic region, NEEP raised concerns regarding the impact of the standard on this
particular region. NEEP stated that the AFUE should be raised to 95 percent. This higher standard,
according to NEEP, would better satisfy DOE’s goal of energy efficiency. NEEP requested that DOE
further evaluate the benefits to be gained by manufacturers with the implementation of a higher AFUE.
NEEP also argued that many low income consumers would receive net benefits from the proposed
efficiency standards. In particular, NEEP contended that renters would especially benefit, as the utility bill
of the tenant would decrease when the landlord adopts the more efficient, condensing furnace. NEEP
stated that because the northeast region would greatly benefit from the potential energy savings, DOE
should raise the AFUE to 95 percent.

Nortek Global HVAC (“Nortek”): Nortek argued that significant errors and assumptions were made by
DOE. Nortek raised concerns regarding the difficulty in installing the proper venting and draining systems
in multifamily homes and row houses. Nortek also discussed the financial burden that would be imposed
on many low income households and residents of manufactured homes. Nortek raised the concern that
these consumers would be forced to switch to an electric heating system, inadvertently increasing utility
bills as well as their carbon footprint. Nortek was also concerned that customers that purchase the
condensing furnace would not be able to pay for the appropriate venting and draining system. Nortek
recommended that DOE reevaluate the proposed rule with the consideration of low income consumers
and residents of multifamily homes. Nortek also requested that DOE reconsider the proposed rule, taking
into account the accumulation of several previously implemented rules, and the impact this accumulation
would have on consumers and manufacturers.

New Jersey Natural Gas (“NJNG”): NIJNG expressed the concern that the proposed rule could
encourage fuel switching to less environmentally friendly electric furnaces. NJNG recommended that
DOE set a separate standard for consumers in smaller dwellings, pointing out the high installation costs
of efficient natural gas furnaces in multifamily buildings and row houses. Further, NJNG noted that the
EPCA prohibits the DOE from issuing rules that encourage switching to electric from natural gas but
empowers the DOE to establish separate product classes.

NiSource Incorporated (“NiSource”): In agreement with AGA, NiSource stated that the proposed rule
should be withdrawn due to the burdensome financial impact it would have on consumers, as well as
negative environmental impacts as a result of uneconomic fuel switching. NiSource argued that the
analysis contained in the NOPR fails to show that the benefits of the proposed standards exceed the very
substantial cost burdens that would result, and therefore, fails to show that the proposed standards are
economically justified. Further, NiSource stated that an efficiency standard that encourages customers to
switch from non-condensing gas furnaces, which operate at 80 percent efficiency, to electric space
heating, which on a full-fuel cycle basis is less than half as efficient and more costly to operate, is not
designed to improve overall energy efficiency; is not consistent with the goals of the EPCA; and is simply
bad public policy. In addition, NiSource raised the concern that the proposed standards will
disproportionately impact low-income customers. NiSource submitted that if customers are unable to
afford the cost of the retrofits necessary to accommodate condensing furnaces, they may resort to
supplemental heating sources that are not designed to provide permanent space heating and are
potentially unsafe. NiSource stated that for these reasons, the proposed furnace standards should not be
adopted.
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One Gas, Inc. (“One Gas”): One Gas urged DOE to consider AGA’s comments and recommendations.
One Gas stated that DOE would best serve the U.S. population by encouraging increased natural gas
furnace efficiency without creating the risk of fuel-switching to electricity, as this ultimately would serve to
harm the environment in short- to intermediate-term, with only the hope of a greener, cleaner electric grid
decades in the future before any anticipated environmental benefits are realized. One Gas stated that
given the financial impact to U.S. households, it is critically important that DOE base its conclusions on
accurate data and reasonable assumptions. One Gas stated that if DOE’s economic model is flawed due
to errors in the average furnace life, costs of operation via fuel expense, and installation costs of
condensing furnace, then the underlying conclusions drawn from that analysis are not valid. One Gas
recommended that DOE accept the proposed changes submitted by AGA, and further to engage with the
industry and regulators to encourage energy efficiency programs that promote increased appliance
efficiency.

Pacific Gas and Electric Company (“PG&E”): PG&E praised DOE’s analysis and offered their support
for the proposed rule, urging DOE to go further and adopt high efficiency standards, which have been
shown to be technologically feasible and economically justified. PG&E conducted their own analysis using
DOE’s LCC and concluded that both 92 percent and 95 percent AFUE standards were cost-effective.
PG&E also emphasized the importance of appliance standards in meeting state, national, and
international climate goals. PG&E argued that federal preemption prevented California from increasing
efficiency standards and praised the historic role of efficiency standards in driving technological
development. PG&E provided seven recommendations to improve DOE’s analysis. First, PG&E argued
that manufacturers mark up prices for efficient products, and DOE should include the assumption that
these surcharges will be reduced. Second, PG&E recommended that DOE change its assumptions on
vent system upgrades for orphaned water heaters. PG&E argued that homeowners will have to upgrade
water heaters regardless, and they argued that DOE had inflated the frequency that furnaces and water
heaters shared common vents, an error that was repeated in DOE’s projections for new construction.
Third, PG&E argued that DOE had failed to account for learning curve effects, and argued that efficiency
standards will promote the development of vertical venting for condensing furnaces. Fourth, PG&E
requested that DOE clarify their treatment of the incremental cost of constant-torque BPM motors. Fifth,
PG&E discussed efforts by California air quality management districts to combat air pollution, and argued
that DOE should incorporate the co-benefit of compliance with these, and with EPA, standards that can
be met with condensing furnaces. Sixth, PG&E argued that this proposed rule would help low-income
consumers but that these benefits were excluded from DOE’s analysis. Seventh, PG&E recommended
the use of region-specific factors that reflect the use of renewable energy.

Pennsylvania Chamber of Business and Industry: The Pennsylvania Chamber of Business and
Industry raised concerns in regard to the costs that will be imposed on citizens with the establishment of
the 92 percent energy efficiency standard. The Chamber also found faults in the methodology of DOE’s
analysis of the proposed standard. As 50 percent of Pennsylvania homes are heated by natural gas, the
Chamber is particularly concerned with the lack of options - residents would be required to pay installation
costs or abandon the use natural gas to heat their homes, and instead use electric heating systems. The
Pennsylvania Chamber of Business and Industry proposed that DOE create separate product classes
with separate efficiency standards for condensing and non-condensing furnaces, in order to better
accommodate citizens of varying income levels.

Pennsylvania Department of Environmental Protection: Pennsylvania Department of Protection
expressed concern that the venting requirements of condensing furnaces would make it uneconomical for
low-income consumers to retrofit, forcing them to use outdated furnaces or to switch to electric.
Pennsylvania Department of Protection also stated that row houses and apartments in dense urban
areas, like Philadelphia and Pittsburgh, would be unable to use condensing furnaces with their venting
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requirements. Pennsylvania Department of Protection urged DOE to reconsider the economic
ramifications of the rule and to consider establishing separate product classes. Alternatively, they
suggested that DOE could include an exception for properties where installing condensing furnaces
would require cost-prohibitive structural changes.

Philadelphia Gas Works (“PGW”): PGW supported APGA comments, along with the GTI Report on the
NOPR, and recommended that DOE abandon the NOPR. PGW emphasized the proposed rule’s harmful
impact on low and middle income consumers in Philadelphia that predominantly reside in low and middle
income row-houses. PGW argued that by taking away choices in the furnace marketplace, DOE would
be causing, rather than curing, market failures. PGW noted that data shows that the market is working to
enhance the share of the market occupied by condensing furnaces without a rule. PGW stated that while
it encourages the purchase of condensing furnaces, mandating the purchase of condensing furnaces via
a rule will have unintended and adverse consequences that have not and cannot be justified.

Plumbing-Heating-Cooling Contractors (“PHCC”): PHCC raised concerns regarding the consequential
deprivation of consumer options DOE’s proposed rule would cause. PHCC was especially concerned for
those of fixed or low incomes, as well as those residing in warmer climates, namely, the southern region of
the US. Along with Air-Conditioning, Heating, and Refrigeration Institute and Air Conditioning Contractors
of America, PHCC argued that DOE’s estimated installed costs were understated. PHCC suggested that
DOE postpone the proposed rule and work on alternative solutions alongside stakeholders. PHCC also
advocated for the establishment of separate product classes for condensing and non-condensing furnaces.

Prime Energy Partners, LLC: Prime Energy Partners stated that DOE’s proposed rule set an efficiency
standard that was too low. Prime Energy Partners argued that a higher efficiency standard is feasible,
and that DOE has a responsibility to raise that standard accordingly. Prime Energy also argued that DOE
must address any uncertainties in its analysis of economic feasibility before raising said standard. Prime
Energy stated that DOE wrongfully included changes in life cycle costs and payback period estimates of
products other than natural gas furnaces.

Questar Gas (“Questar”): Questar raised concerns with the proposed rule regarding its ban of 80
percent AFUE non-condensing furnaces in the replacement market, multi-family market and new single
family homes where condensing furnaces are not cost justified. Questar explained that for older homes
and multi-family units, the venting modifications and condensate disposal requirements would be cost
prohibitive and in some cases impossible. In the case of new construction in the multi-family market,
Questar stated that higher initial and installation costs of the condensing furnace make them economically
unjustified, forcing the developers to choose the less efficient electric option. Questar urged DOE to
review the comments of AGA and especially the GTI analyses that the comments are based on. Questar
also urged DOE to reconsider the proposed rule. Questar submitted that the most effective option to
consider is the separate product classes for condensing and non-condensing furnaces.

Representative Gregory Meeks: Representative Meeks raised concerns regarding the costs DOE’s
proposed rule would impose on low income households. Representative Meeks stated that as a result of
these costs, consumers would resort to heating systems that are less cost and energy efficient.
Representative Meeks urged DOE to reevaluate the rule with consideration of these issues.

Rheem Manufacturing Company (“Rheem”): Rheem stated that it supports the setting of technically-
feasible and economically justified federal minimum efficiency standards, but believes that federal
standards setting cannot separate issues related to energy conservation from safety. Rheem expressed
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concern that forcing a switch from non-condensing to condensing furnaces has significant associated
safety implications that may not be addressed in a “no-heat” emergency. Further, Rheem stated that
elimination of non-condensing residential furnaces will impose a severe burden and potentially increase
energy costs, especially in southern markets, and in difficult installations and with low or fixed income
homeowners across the U.S. Rheem contended that the implications of the proposed rule go beyond
financial concerns and intrude on the ability of homeowners to provide for their fundamental physiological
needs, and offer no payback to the consumer. Rheem stated that the market is already moving home
heating installations from non-condensing furnaces to condensing furnaces or heat pump systems where
such technology is economically feasible. Further, Rheem stated that the DOE made numerous errors in
its analyses of the proposed standards, both in the logic of the models that it used to assess standards
and in the data that goes into the models. Rheem disagreed with DOE’s approach to calculating lifetime
distribution, assumption of a decreasing trend in furnace prices, projections of future shipments based on
historical shipment data, and overly simplified approach to fuel switching.

Southern California Gas Company (“SoCalGas”): SoCalGas opposed the rulemaking, arguing that
while the DOE does not consider state by state analysis in their rulemakings, the negative impact to
Southern California customers is real and burdensome enough to warrant full opposition to the rule.
SoCalGas contended that government intervention is unnecessary because the condensing furnace
market has moved substantially toward the proposed 92 percent AFUE level in the appropriate markets
without it being mandated by the standard. In addition, SoCalGas argued that the burden on low-income
consumers may be compounded by the fact that low and fixed-income homeowners typically live in
smaller spaces that require less energy to heat, further reducing the potential value of a high-efficiency
product to this segment. SoCalGas noted that the situation in Southern California would be worse due to
the mild climate. While DOE maintained that increased costs are necessary and worthwhile given the
energy needs of the nation, SoCalGas argued that the rule would constitute an undue burden on a
significant number of vulnerable residents. Furthermore, SoCalGas noted that DOE’s calculated simply
payback times are greater than 10.8 years for all permutations of the DOE’s own provided input
parameters, exceeding the 21.5 year life quoted by the DOE. SoCalGas argued that despite this payback
resulting in positive lifecycle savings by the DOE’s own calculations, it is important to note that such long
payback times would be very problematic for homeowners. SoCalGas stated that it worked with
Negawatt and GTI, and reviewed the Technical Support Document (TSD) and evaluated the underlying
inputs, assumptions and methods of DOE’s LCC analysis and also filtered the data by region (California
and Southern California). SoCalGas raised numerous issues regarding the LCC assumptions, inputs and
methods, including but not limited to: (1) DOE’s method to determine furnace and installation first costs;
(2) DOE'’s estimate of equipment life; and (3) DOE’s use of potentially outdated price forecasts for energy
prices. SoCalGas requested that DOE reconsider this rulemaking and pursue adjustments that take into
account various climates and customer impacts across the nation.

Southern Gas Association (“SGA”): The SGA raised concerns regarding the cost the proposed rule will
impose on consumers in different regions as well as in different types of homes, including single-family
and multifamily. SGA stated that the cost of installing a new condensing furnace would cause consumers
to choose less-efficient electric systems. SGA was particularly concerned with the proposed rule due to
the south’s relatively warmer winters, and the effect this weather will have on consumers’ choice of
furnace. SGA recommended that DOE withdraw the proposed rule and reevaluate an efficiency standard
that would better serve consumers. SGA argued that a more practical rule would be one that took
regional and structural needs into account, as well as one that established separate product classes for
condensing and non-condensing furnaces.

State of Indiana: The State of Indiana raised concerns regarding the cost of installing new condensing
furnaces for low-income consumers, citing AGA and GTI figures. Due to these high costs, Indiana argued
that the proposed rule will lead to increased energy consumption, as consumers would choose to use
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less-efficient electric heating systems. The State of Indiana argued that these changes will in turn lead to
greater utility costs to consumers, as electric is less cost efficient in the long term. The State of Indiana
urged DOE to reconsider the rule and also suggested that DOE establish separate product classes for
both condensing and non-condensing furnaces so as to allow consumers multiple options.

Town of Rockford, Alabama: The Town of Rockford raised concerns regarding the installation costs
that would potentially be imposed on its many low-income residents as result of the proposed rule.
Rockford was also concerned in regards to the environmental impact of switching to electric heat
systems, as they are less expensive up front, but also less energy efficient. Particularly due to the short
winters, Rockford doubted that low-income residents would ever see a return on a new furnace. Rockford
recommended that DOE establish separate product classes and efficiency standards for condensing and
non-condensing furnaces in order to allow citizens to choose between the two based on income level.

UBUNTU Center of Chicago (“UBUNTU Center”): The UBUNTU Center expressed concern about the
impact that the proposed rule would have on low-income consumers, and recommended that DOE delay
the rule. UBUNTU Center emphasized the impact on tenants and the difficulty of cost-effectively installing
a condensing furnace.

U.S. Chamber of Commerce et al.: The Chamber of Commerce was joined by numerous trade
associations in this comment, specifically the American Chemistry Council, the American Coke and Coal
Chemicals Institute, the American Forest & Paper Association, the American Fuel & Petrochemicals
Manufacturers, the American Petroleum Institute, the Brick Industry Association, the Council of Industrial
Boiler Owners, the National Association of Home Builders, the National Association of Manufacturers, the
National Mining Association, the National Oilseed Producers Association, and the Portland Cement
Association. These organizations objected to the DOE’s use of the Social Cost of Carbon, arguing that it
should not be used without a more rigorous notice, review and comment process.

United States House of Representatives Congressman Brooks et al.: Brooks et al. raised concerns
regarding the ability of low- or fixed-income households to pay for the installation of more efficient natural
gas heating systems. The inability to pay for installation, according to Brooks, would result in the use of
less efficient electric heating systems, increasing greenhouse gas emissions. Brooks et al. stated that the
proposed rule would force citizens to pay thousands for new installations or abandon natural gas use
altogether. Brooks et al. recommended that DOE establish separate product classes with respective
efficiency standards for condensing and non-condensing furnaces to remove the financial burden from
low-income citizens.

United Technologies Building and Industrial Systems (“UTBIS”): UTBIS agreed with AHRI that there
were errors in the DOE’s analysis for the proposed rule, specifically in terms of faulty models and flawed
data assumptions. UTBIS submitted 13 concerns and offered seven recommendations, the latter of which
will be discussed. First, UTBIS recommended that DOE postpone rulemaking because the market was
already transitioning to more efficient furnaces. Second, UTBIS recommended a delay in completion of
the NOPR until products which comply with a Fan Efficiency Rule are completed and argued that DOE
should use these products in its life-cycle analysis. Third, UTBIS suggested that DOE, at a minimum,
allow non-condensing furnaces in retrofit multi-family buildings and in all markets with heat loads of
90,000/Btu/hour. Fourth, UTBIS recommended that DOE consider the impact of condensing furnace heat
exchangers on air conditioning performance in low heating degree day regions. Fifth, UTBIS urged DOE
to issue the test procedure before this rulemaking process, so that manufacturers can determine the
impact of the test procedure on the rulemaking. Sixth, UTBIS expressed the concern that non-condensing
furnaces will result in an economic burden on homeowners, forcing them to switch to electric furnaces.
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University of Pennsylvania, Kleinman Center for Energy Policy (“Kleinman Center”): The Kleinman
Center observed that condensing furnaces’ venting requirements are more expensive and argued that the
proposed rule would have a disproportionately negative impact on high-density housing in Philadelphia.
The Kleinman Center argued that these venting problems will delay the adoption of higher efficiency
furnaces, encourage fuel switching, and force consumers to use furnaces beyond their safe operating life.
The Kleinman Center outlined multiple suggestions for how DOE can revise the proposed rule to
accommodate these concerns. Initially, the Kleinman Center suggested two separate product classes for
condensing and non-condensing furnaces. Additionally, the Kleinman Center suggested that non-
condensing furnaces could be used in buildings that meet certain energy performance levels, like row
houses. This second recommendation, the Kleinman Center argued, would recognize that row houses
with non-condensing furnaces still consume less energy than free-standing homes with condensing
furnaces.

Vectren Corporation (“Vectren”): Vectren raised concerns regarding the uneconomic fuel switching
from natural gas to electric heating that will be prompted by the proposed rule. Vectren stated that DOE’s
economic and energy analyses are methodologically flawed, leading to systematic and material
overstatement of benefits and understatement of costs of the proposed rule. Vectren stated that the
DOE’s economic analysis results are distorted for multiple reasons, including: DOE’s derived furnace
prices are not well aligned with actual furnace pricing in the Furnace Price Guide; DOE overestimates the
marginal gas prices that consumers face, which leads to an overestimate of the benefits associated with
energy savings from more efficient furnaces; and DOE’s analysis assumes that consumers are buying
less-efficient furnaces than what is actually being purchased. Additionally, Vectren stated that DOE failed
to consider the impacts of the proposal on natural gas local distribution utilities and their

customers. Vectren recommended that DOE analyze the impact to retail natural gas customers because
regulation-driven fuel switching threatens to raise delivered natural gas prices, as fixed costs must be
allocated over fewer remaining customers. As an alternative to DOE’s proposed nationwide standard of
92 percent AFUE, Vectren stated that it supports the development of a tailored approach for residential
furnaces that supports continuing increases in market penetration of high efficiency natural gas furnaces
where practical and economical, without adopting a rigid policy that punishes significant subset of
consumers and drives up electricity consumption and associated emissions.

Washington Gas and Light (“WGL”): WGL stated that it appreciated DOE’s effort toward increased
energy efficiency with respect to natural gas space heating. However, WGL raised the concern that
removal of a non-condensing furnace option for customers, especially for a replacement project, would
unduly increase installation costs to a level that would prevent customers from recovering their
investment through energy savings. Therefore, WGL contended that DOE’s proposal could likely either
result in an uneconomic investment in a 92 percent AFUE gas furnace or a decision to abandon natural
gas space heating for an option that is less energy efficient, less environmentally friendly and more costly
to operate. WGL stated that is supports an overall approach on energy efficiency that would continue to
incentivize the installation of high efficiency natural gas furnaces through rebate programs while at the
same time allowing customers that option to install non-condensing furnaces where individual
circumstances do not economically or practically support installing a condensing furnace. Further, WGL
stated its support of AGA’s comments, and agrees with AGA in that DOE is understating the high
potential of fuel switching that will occur as a direct result of eliminating non-condensing furnaces.

Individuals: The majority of individuals who filed comments were against the furnace ruling as it stands.

While all individuals supported increased efficiency, many objected to the new standard, maintaining that
it was too strict and thus places an unnecessary burden on owners and renters, particularly those of low

income. Furthermore, many raised concern over the high and impractical cost of adjusting to a
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condensing furnace as well as to the associated necessary ventilation system. These individuals called
for DOE to differentiate between condensing and non-condensing furnaces as well as differentiating
between different modes of housing.
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Introduction

The American Gas Association (“AGA”) is pleased to submit comments in response to the
Notice of Data Availability (“Notice”) issued by the U.S. Department of Energy, Office of Energy
Efficiency and Renewable Energy (“Department” or “DOE”) in the Federal Register on September
14, 2015, regarding energy conservation standards for residential furnaces and the provisional
analysis of the potential economic impacts and energy saving that could result from
promulgating amended energy conservations standard for residential non-weatherized gas
furnaces (NWGFs) that include two product classed defined by btu input capacity.

AGA, founded in 1918, represents more than 200 local energy companies that deliver
clean natural gas throughout the United States. There are more than 71 million residential,
commercial and industrial natural gas customers in the United States, of which more than 68
million customers receive their gas from AGA members. Today, natural gas meets almost one-
fourth of the United States’ energy needs.

AGA members are directly affected by the manner in which DOE develops energy
conservation standards, including standards applicable to natural gas appliances such as gas
furnaces. In particular, AGA’s local distribution company members, and the Nation’s economic
and environmental well-being, can be directly and adversely affected by standards for products
including furnaces and water heaters that threaten, through government intervention, to skew
consumers’ fuel choice decisions away from clean and economical natural gas to other energy
sources.

Summary

AGA appreciates the opportunity to comment on DOE’s analytical output and
models/spreadsheets used in the NODA and applauds the department for its responsiveness to
issues raised by various stakeholders relating to the negative impact the department’s proposed
rule would have on consumers. However, DOE has failed to effectively address the
methodology issues and the resulting overstated economic and national benefits identified and
described in the Gas Technology Institute report number GTI-15/0002 that was submitted to
DOE as part of AGA’s comments on the Furnace NOPR. The fact that DOE has used the same





flawed methodology in the NODA makes it impossible to use the analytical results to evaluate
whether or not promulgating amended energy conservations standard for residential non-
weatherized gas furnaces (NWGFs) that include two product classed defined by btu input
capacity fully addresses the issues stakeholders have identified with the proposed rule.

AGA is also concerned with the lack of information provided by DOE on changes it
made to the Life Cycle Cost (LCC) and Payback Period (PBP) spreadsheets/models used in the
NOPR that were then used in the NODA. Changes made to the LCC spreadsheet/model that
incorporated new data that was released after the issuance of NOPR (i.e. EIA energy cost data,
AHRI shipment data) is very appropriate and was appropriately identified. However, changes to
the calculations used for developing LCC savings in the NODA analysis that produce
significantly different results than the calculations used in the NOPR analysis and the lack of
transparency associated with these changes is very troubling. DOE referenced in the NODA that
it “fixed a bug” that was discovered in the LCC analysis used in the NOPR but did not provide
any information on the “bug” or the impact it had on the spreadsheet/model results. In addition,
DOE purposely did not provide the results for all scenario options for small furnace size
thresholds included in the LCC spreadsheet/model. AGA, through its contractor GTI, attempted
to generate the results of the additional scenarios in DOE’s LCC spreadsheet but discovered that
they could not reproduce the same results for the scenarios DOE presented by DOE in the
NODA. As a result, AGA and the American Public Gas Association (APGA) submitted a joint
letter to DOE requesting the following:

e information and data needed to help understand the changes made to the LCC
spreadsheet/model,

e atechnical workshop on the models used in the NODA,

e LCC and NIA model results of the additional scenarios for small furnace size
thresholds not included in the NODA,

e an extension the 30 day comment period for the NODA.

As of the date of this letter, DOE has not responded to the above referenced requests.
This lack of response certainly does not align with Secretary Moniz’ desire to encourage a “spirit
of collaboration” within the DOE.

The American Gas Association respectfully requests that the DOE address the flawed
methodology it used in the March 10, 2015 furnace NOPR as identified in AGA’s NOPR
comments and the aforementioned GTI report (GTI-15/0002), conduct additional analysis after
adjusting the analytical spreadsheets/models impacted by the flawed methodology and issue new
analyses on the potential economic impacts and energy saving that could result from
promulgating amended energy conservations standard for residential non-weatherized gas
furnaces (NWGFs) that include two product classed defined by btu input capacity.





October 14, 2015

Respectfully submitted,

Kathryn Clay

American Gas Association
400 N. Capitol Street, NW
Washington, DC 20001
(202) 824-7000

kclay@aga.org
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