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SYSTEM AND METHOD FOR RESIDENTIAL
EMISSIONS TRADING

CROSS REFERENCE TO RELATED
APPLICATIONS

The present invention relates to, and is entitled to the
benefit of the earlier filing date and priority of, U.S. Provi-
sional Application Ser. No. 60/342,853, filed Dec. 28, 2001,
entitled “System and Method for Residential Emissions
Trading,” which is hereby incorporated by reference.

FIELD OF THE INVENTION

The present invention relates to a method of residential
emissions trading and a residential emissions trading com-
modity. In particular, the present invention is directed to a
method of identifying, quantifying, and aggregating reduc-
tions in residential emissions into a form in which they can
be traded for consideration. The present invention further
comprises a method for measuring, monitoring, and verify-
ing residential energy savings and the resulting emissions
reductions. Energy savings are quantified and aggregated to
produce a commodity that may be traded in any suitable
program, facility, or transaction.

BACKGROUND OF THE INVENTION

Various systems and programs for quantifying and trading
emissions credits have evolved in response to environmental
legislation and/or regulations in the United States. For
example, the “bubble concept” of treating an entire indus-
trial complex as a single source, with a single allowable
emission rate, was advanced by the U.S. steel industry in the
late 1970s. This approach let companies choose the most
cost-effective mix of controls to achieve the overall envi-
ronmental goal for the facility. In contrast, the prevailing
regulatory framework at that time imposed individual emis-
sion limits on each source within the complex. The U.S.
Environmental Protection Agency (EPA) later adopted such
a “bubble policy” for air emissions.

The intra-plant bubble concept thereafter evolved to allow
for trading of emissions credits between companies. Pursu-
ant to the Clean Air Act of 1970, EPA, in December 1976,
published an interpretive ruling that allowed new source
construction in areas that were not in attainment with
national ambient air quality standards only if a new source
obtained emission reduction “offsets” that exceeded the
emission increases from the new construction. EPA’s inter-
pretive ruling expressly allowed owners of new sources to
obtain these offsets from other companies that operated
facilities located in the same air quality control region. EPA
adopted regulations codifying the emissions offset require-
ment subsequent to the Clean Air Act Amendments of 1977.
To implement the emissions offset requirement, many states
have developed regulations allowing sources to register their
emissions reductions as “emission reduction credits” that
can be sold to companies required to offset emissions from
new of modified sources. Brokerage companies typically
handled sales between companies having surplus emission
reduction credits and those wanting to acquire such credits.

In 1990, the Clean Air Act Amendments formally legis-
lated emission trading. For the EPA Acid Rain Program, the
Chicago Board of Trade has, since 1998, administered an
annual auction of sulfur dioxide (SO,) allowances from
private allowance holders (utilities or brokers) to regulated
companies, brokers, environmental groups, and the general
public. Beginning in 1999, the EPA Ozone Transport Com-
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2

mission NO, Budget Program allowed trading in nitrogen
oxides (NO,) credits in a group of U.S. states, to reduce
summer smog.

Other domestic emissions credit programs have been
proposed or implemented on a state or regional level. The
RECLAIM Program (Regional Clean Air Incentives
Market) applies to stationary sources in southern California
and is administered by the South Coast Air Quality Man-
agement District (SCAQMD). Trading of RECLAIM Trad-
ing Credits (RTCs) in sulfur oxides (SO, ) and NO_ began in
1994 in an effort to reduce the area’s severe smog. If
emissions are below the permitted limit, the excess RTCs
may be sold to others.

California’s SCAQMD program provides alternate meth-
ods of compliance with local emissions reduction regula-
tions. For example, in 1997, the SCAQMD promulgated
Rule 2506, which established a voluntary program that
encourages replacement of old, higher-emitting equipment
not subject to state permitting or registration requirements
(area sources) with lower-polluting technology. The Rule
2506 program generates emissions credits termed Area
Source Credits (ASCs).

The PERT Project (Pilot Emission Reduction Trading), in
Ontario, Canada began in 1996 and comprises members
from industry, government, and public interest organiza-
tions. Under PERT, Emission Reduction Credits (ERCs) are
created when the pollution source reduces emissions below
its actual level or regulated level. ERCs may be used by the
source to meet current or future emissions caps, or may be
sold. ERCs may be SO,, NO,, CO,, greenhouse gases
(GHG) or other contaminants.

Emission trading is also contemplated on an international
level. The 1997 Kyoto Protocol, an agreement pursuant to
the United Nations Framework Convention on Climate
Change, provides for “bubbles” or the pooling of obligations
within groups of countries, e.g., the European Union, for
GHG. Other proposals under the Kyoto Protocol include
international trading of emissions among certain countries,
and credit for joint projects implemented in certain coun-
tries. A number of countries have ratified the Kyoto Proto-
col.

The various schemes described above provide substantial
incentives for certain sources of pollution, such as utilities
and industrial plants, to reduce their emissions. Notably
lacking in these schemes, however, are programs for cap-
turing the benefits of potential energy efficiency measures
and the resulting emissions reductions by residential con-
sumers.

Theoretically, residential emission reductions could be
recognized under a variety of emissions trading programs.
However, four hurdles have historically kept reductions
from residential housing sources off the market:

1. Residential emission savings are generated in very

small quantities relative to those sought by the market;

2. Residential emission savings are not yet fully recog-
nized by prior known regulatory regimes;

3. Residential emission savings are generated by many,
many homeowners with no means or incentive for
collective action; and

4. Transaction costs—those associated with quantifying,
certifying, marketing, selling, and transferring the
reductions—have been prohibitive.

Residential housing units account for approximately one-

fifth of GHG emissions in the U.S. Building more efficient
homes, retrofitting existing ones, and/or making other struc-
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tural and fuel changes can dramatically decrease the amount
of energy used. Energy efficiency improvements are made to
residential units in some instances in response to energy
company demand-side management programs, consumer
upgrades, and/or builder incentives. Yet, the energy savings
from a simple individual home has a non-measurable impact
at electricity generation plants. The aggregate impact of
energy efficiency upgrades to thousands of homes, however,
could have a significant impact, such as reductions in peak
load.

These decreases in energy consumption naturally lead to
a reduction in air pollutant emissions (i.e., criteria pollutants
and GHG). Other measures, such as switching to low-VOC
paints, paving driveways, and improving home design, can
also have significant impacts on air pollution. Although the
air quality impact of a single energy efficient home is
relatively small, the result can be quite dramatic when the
emissions reductions from large numbers of homes are
aggregated together. When the individual residential energy
savings are aggregated in sufficient volumes, embodiments
of the present invention contemplate that the aggregation
will represent a significant tradable commodity in existing
and future emissions trading markets.

Embodiments of the present invention have many poten-
tial benefits and advantages. Energy costs are typically the
second largest cost for homeowners. A program that pro-
vides incentives to invest in energy efficiency will save the
homeowner money. It has been estimated, for example, that
an efficient house can save 30% on annual energy bills. In
addition, embodiments of the present invention may create
a valuable new commodity and decrease the cost of energy
efficiency. Embodiments of the present invention may
reduce the amount of air pollution associated with housing:
an energy efficient house may save 2-3 tons of CO, per year
and 3-5 1bs. of NO,, per year.

It is therefore an advantage of some, but not necessarily
all, embodiments of the present invention to provide a
method for trading residential emissions.

It is another advantage of embodiments of the present
invention to provide a residential emissions trading com-
modity.

It is another advantage of embodiments of the present
invention to identify energy savings opportunities in resi-
dential properties.

It is yet another advantage of embodiments of the present
invention to provide a method for converting an aggregate of
residential emissions reductions into a tradable commodity
that can be marketed.

Additional advantages of the invention are set forth, in
part, in the description that follows and, in part, will be
apparent to one of ordinary skill in the art from the descrip-
tion and/or from the practice of the invention.

SUMMARY OF THE INVENTION

In response to the foregoing challenges, Applicants have
developed an innovative method for trading residential
emissions credits, comprising the steps of: identifying an
energy savings opportunity in a residential property; quan-
tifying an emissions reduction produced by the energy
savings opportunity; and aggregating the emissions reduc-
tions into a tradable commodity.

The step of aggregating the emissions reductions into a
tradable commodity may further comprise the step of con-
verting the emissions reductions into at least one tradable
credit.

The step of quantifying an emissions reduction produced
by the energy savings opportunity may further comprise the
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4

steps of: measuring an energy savings resulting from the
energy savings opportunity; and calculating an emissions
reduction resulting from the energy savings. The step of
measuring an energy savings resulting from the energy
savings opportunity may be selected from the group con-
sisting of conducting one or more of: on-site inspection;
metering; sub-metering; utility bill analysis; and engineering
modeling.

The step of conducting on-site inspection may be selected
from the group consisting of conducting one or more of:
report review; visual inspection; and device rating verifica-
tion. The step of conducting utility bill analysis may further
comprise conducting one or more of the steps of: analyzing
samples of measured data of the energy savings from the
residential property; analyzing at least one sample of control
data of residential energy use; analyzing raw data; analyzing
data normalized by weather; analyzing stratified data; and
analyzing data that are both stratified and weather-
normalized.

The step of conducting engineering modeling may further
comprise the step of utilizing building energy software. The
engineering modeling may be selected from the group
consisting of conducting one or more of: degree day analy-
sis; bin analysis; hourly analysis; and time-step analysis.

The step of calculating the emissions reduction may
further comprise the step of qualifying a technical confi-
dence factor for the energy savings opportunity.

The step of aggregating the emissions reductions into a
tradable commodity may further comprise the steps of:
identifying a tradable portion of the emissions reductions;
assigning a technical confidence factor to the emissions
reductions to quantify the tradable portion of the emissions
reductions; converting the emissions reductions; and mon-
etizing the emissions reductions. Alternatively, the step of
aggregating the emissions reductions into a tradable com-
modity may further comprise the steps of: identifying a
tradable portion of the emissions reductions; assigning a
technical confidence factor to the emissions reductions to
quantify the tradable portion of the emissions reductions;
and converting the emissions reductions into a non-
monetary consideration.

The method for trading residential emissions reductions
may further comprise the steps of: verifying the quantifica-
tion of the emissions reduction; and monitoring the identi-
fication of the residential energy savings opportunity and the
quantification of the emissions reduction. Alternatively, the
method may further comprise the step of verifying the
quantification of the emissions reduction, or the method may
further comprise the step of monitoring the identification of
the residential energy savings opportunity and the quantifi-
cation of the emissions reduction.

The step of verifying the quantification of the emissions
reduction may further comprise the step of calculating a
measured emissions reduction. The step of calculating the
measured emissions reduction may further comprise the
steps of: estimating a measured baseline energy use for the
energy savings opportunity; estimating a measured baseline
emissions factor for the energy savings opportunity; calcu-
lating a measured baseline emission by multiplying the
measured baseline energy use with the measured baseline
emissions factor; estimating a measured program energy use
for the energy savings opportunity; estimating a measured
program emissions factor for the energy savings opportu-
nity; calculating a measured program emission by multiply-
ing the measured program energy use with the measured
program emissions factor; and calculating a measured emis-
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sions reduction by subtracting the measured program emis-
sion from the measured baseline emission.

The method may also further comprise the step of com-
paring the measured emissions reduction to a forecasted
emissions reduction to verify that the emissions reduction
predicted in the forecasting phase is achieved. The step of
comparing the measured emissions reduction to the fore-
casted emissions reduction may further comprise the step of
calculating the forecasted emissions reduction, wherein the
step of calculating the forecasted emissions reduction com-
prises the steps of: estimating a forecasted baseline energy
use for the energy savings opportunity; estimating a fore-
casted baseline emissions factor for the energy savings
opportunity; calculating a forecasted baseline emission by
multiplying the forecasted baseline energy use with the
forecasted baseline emissions factor; estimating a forecasted
program energy use for the energy savings opportunity;
estimating a forecasted program emissions factor for the
energy savings opportunity; calculating a forecasted pro-
gram emission by multiplying the forecasted program
energy use with the forecasted program emissions; and
calculating a forecasted emissions reduction by subtracting
the forecasted program emission from the forecasted base-
line emission.

The step of monitoring the identification of the residential
energy savings opportunity and the quantification of the
emissions reduction may further comprise the steps of:
compiling the quantified emissions reductions; and assess-
ing the emissions reductions potential for a plurality of the
energy savings opportunities.

According to another embodiment of the present
invention, the method for providing a residential emissions
trading program comprises the steps of: identifying an
energy savings opportunity in a residential property; quan-
tifying an emissions reduction produced by the energy
savings opportunity; and aggregating a plurality of the
emissions reductions from a plurality of the residential
properties into a tradable commodity. The step of aggregat-
ing a plurality of the emissions reductions may further
comprise the step of converting the plurality of emissions
reductions into at least one tradable credit. The method may
further comprise the step of marketing the tradable com-
modity.

According to this embodiment of the present invention,
the step of aggregating a plurality of the emissions reduc-
tions may further comprise the step of bundling the emis-
sions reductions. The emissions reductions may be bundled
into an emissions pool. The step of marketing the tradable
commodity may further comprise the step of conducting
closed sales of a plurality of the tradable commodities. The
step of marketing the tradable commodity may also further
comprise the step of reserving a portion of the emissions
reductions.

In another embodiment of the present invention, the
method for providing a residential emissions trading pro-
gram comprises the steps of: identifying an energy savings
opportunity in a residential property; quantifying an emis-
sions reduction produced by the energy savings opportunity;
verifying the quantification of the emissions reduction;
monitoring the identification of the residential energy sav-
ings opportunities and the quantification of the emissions
reduction; aggregating a plurality of the emissions reduc-
tions from a plurality of the residential properties into a
tradable commodity; and marketing the tradable commodity.

Applicants have also developed an innovative residential
emissions trading commodity, comprising: an aggregation of

10

15

20

25

30

35

45

50

55

60

65

6

emissions reductions produced by at least one energy sav-
ings opportunity in at least one residential property. The
aggregation of emissions reductions may further comprise at
least one tradable credit, or an emissions pool. Also, the
aggregation of emissions reductions may further comprise a
function of energy use and an emissions factor for the at least
one energy savings opportunity.

According to another embodiment, the residential emis-
sions trading commodity comprises: a verified aggregation
of emissions reductions produced by at least one energy
savings opportunity in at least one residential property.

It is to be understood that both the foregoing general
description and the following detailed description are exem-
plary and explanatory only, and are not restrictive of the
invention as claimed. The accompanying drawings, which
are incorporated herein by reference, and which constitute a
part of this specification, illustrate certain embodiments of
the invention and, together with the detailed description,
serve to explain the principles of those embodiments of the
present invention.

BRIEF DESCRIPTION OF THE DRAWINGS

In order to assist the understanding of this invention,
reference will now be made to the appended drawings, in
which like reference characters refer to like elements. The
drawings are exemplary only, and should not be construed as
limiting the invention.

FIG. 1 is a flow chart depicting a method of identifying,
quantifying, aggregating, and marketing reductions in resi-
dential emissions according to an embodiment of the present
invention;

FIG. 2 is a flow chart depicting a method of measuring an
energy savings and calculating the emissions reductions
resulting from the energy savings according to an embodi-
ment of the present invention;

FIG. 3 is a flow chart depicting a method of identifying,
quantifying, measuring, calculating, verifying, monitoring,
aggregating, marketing, and reserving reductions in residen-
tial emissions according to another embodiment of the
present invention;

FIG. 4 is a graph depicting GHG add-on sampling versus
creditable emissions according to prior art monitoring and
verification programs;

FIG. 5 is a graph depicting baseline and program emis-
sions with emission reductions according to an embodiment
of the present invention;

FIG. 6 is a flow chart depicting forecasted baseline and
program emissions according to an embodiment of the
present invention; and

FIG. 7 is a flow chart depicting measured baseline and
program emissions according to an embodiment of the
present invention.

DETAILED DESCRIPTION OF EMBODIMENTS
OF THE INVENTION

Reference will now be made to the method of the present
invention, an example of which is shown in FIG. 1.

FIG. 1 is a flow chart depicting an embodiment of the
method for identifying, quantifying, and aggregating reduc-
tions in residential emissions. As embodied herein, the
method 10 comprises the steps of identifying a residential
energy savings opportunity 100, quantifying an emissions
reduction produced by the energy savings opportunity 200,
and aggregating the emissions reductions into a tradable
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commodity 300, such as, but not limited to, emissions
reductions or emissions trading credit(s). The method may
further comprise the step of marketing the emissions trading
commodity 400.

Identification of Energy Savings Opportunities

Step 100, identifying a residential energy savings
opportunity, may comprise any one or more of a variety of
energy efficient improvements. Such improvements may
include, but are not limited to: replacing older appliances
with more energy efficient appliances; upgrading domestic
hot water (DHW) heating systems; upgrading heating,
ventilation, and/or air conditioning (HVAC) systems; modi-
fying lighting; fuel switching; and renovating the entire
home. Purchase of new homes with more energy efficient
systems or upgrades from existing systems to more energy
efficient ones are both contemplated by the present inven-
tion.

The replacement of less efficient appliances is a simple
method by which to increase average houschold energy
efficiency. Newer and more energy efficient appliances may
consume less energy without sacrificing performance.
Energy efficient products may also provide energy-saving
benefits by working faster, thereby using energy for less
time. Appliance upgrades may include, but are not limited
to: refrigerators; stoves and ovens; clothes washers and
dryers; and dishwashers.

DHW systems consume energy by heating water for
showers, baths, and other household uses. Improvements in
the DHW system of homes may result in substantial energy
savings. For example, an oil-fired boiler may be replaced
with a natural gas hot water heater.

Residential HVAC systems maintain comfortable tem-
peratures in buildings. The demands placed on a particular
HVAC system may be highly dependent not only on the
weather, but also on how well the home is insulated and the
demands of the occupants. In geographic regions where the
exterior environment is uncomfortable for much of the year
(whether for heating or cooling), improvements in the
HVAC system have the potential for substantial energy
savings.

Adequate lighting is typically preferable in living and
working environments. Many spaces, such as hallways, may
require twenty-four hour illumination. Lighting upgrades
therefore have substantial potential to reduce energy
consumption, especially in situations where lights are on for
extended periods of time. Improvements in lighting efficien-
cies may also lead to reduced cooling loads because ineffi-
cient lights cause electrical energy to be converted to heat
instead of light.

Fuel switching may include changing from a more-
polluting to a less-polluting fuel. Most combustible fuels,
while producing energy, result in a range of air pollutants.
Although increasing the efficiency of the device or system
involved can reduce this pollution to some degree, changing
to a “cleaner” fuel may be advantageous to reduce emis-
sions. Fuel switching improvements may include, but are not
limited to, maintaining use of a specific fuel (e.g., switching
from coal with a high sulfur content to coal with a low sulfur
content) or switching to a different fuel type (e.g., switching
from fuel oil to natural gas). Other cleaner fuel sources may
include, but are not limited to, solar, heat pump, geothermal,
and methane. Fuel switching changes the emission factors
for the device and may also result in a greater operating
efficiency, because maintenance may be done on the device
while doing the fuel conversion.

10

15

20

30

35

40

45

50

55

60

65

8

Whole home upgrades may increase home insulation and
decrease both infiltration of outside air (cold air in winter
and hot air in summer) and leakage of inside air (warm air
in winter and cool air in summer). Such renovations may
include, but are not limited to: installing insulation in attics
and exterior walls; installing more efficient windows; and
reducing infiltration. Whole home energy consumption is
heavily dependent on the exterior environment and it may
be, therefore, advantageous to normalize the result using a
weather index for the local environment, when possible.

Other energy efficient upgrades or improvements are
considered to be within the scope of the present invention.

Quantification

The step of quantifying the emissions reduction produced
by an energy savings opportunity 200 may further comprise
the steps of measuring the energy savings resulting from the
energy savings opportunity 201 and calculating the emis-
sions reduction resulting from the energy savings 202, as
shown in FIG. 2. Emissions reductions may be calculated on
a per house basis. In an embodiment of the present
invention, this quantification process is a step by step
approach for the measurement, monitoring, and verification
(M&V) of energy efficiency programs. An embodiment may
be designed to address the needs of the different participants
of an emissions trading initiative (ETI). It is anticipated as
demand for tradable emissions increases in the marketplace
(and the value of tradable emissions increases), that a more
rigid (or less flexible) approach to M&V may be warranted.
As shown in FIG. 4, the sampling rigor in existing programs
has a direct correlation to the amount of creditable emissions
that are generated (in this example, for a GHG program).

An embodiment of the present invention may further
provide credible monitoring 600 and verification 500 pro-
cedures for various potential energy efficiency programs, as
shown in FIG. 3, in order to:

Define a common M&V language to be used by partici-
pants in an ETI;

Define a range of acceptable methods for quantifying
energy savings and emissions reductions;

Define acceptable methodology for deriving emissions
reductions from energy savings;

Give guidance to programs that are starting to develop
their own protocols;

Evaluate the technical rigor of existing M&V techniques
for energy savings and emissions reductions and deter-
mine technical confidence factors for calculating trad-
able emissions reductions; and

Explain the relationship between technical rigor and eco-
nomic feasibility of existing and planned M&V proto-
cols.

Embodiments of the present invention may comprise an
M&V protocol for participants in an ETIL, including but not
limited to: ETI partners; ETI administration staff; third party
auditors; and ETI investors.

In an embodiment of the present invention, the M&V
protocol may focus on the specification of measurement
protocols that are to be implemented by partners in an ETI.
It may also include monitoring protocols that may be
implemented by ETI administration staff, and verification
protocols that may be implemented by third party auditors.
Apurpose of the monitoring protocol may be to compile and
manage data collected by ETI partners. The verification
protocol may act as a quality assurance mechanism on data
submitted by utilities (for the benefit of ETI investors).
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Additional, fewer, or different participants in an ETI are
considered well within the scope of the present invention.

A responsibility of ETI partners may be to carry out
measurement of emissions reductions from qualifying
energy efficiency programs or improvements. A responsibil-
ity of ETI administration staff may be data collection and
management. A responsibility of third party auditors may be
quality assurance and quality control (on data supplied by
partners) for investors. A responsibility of ETT investors may
be to provide a source of funding for an ETI.

As embodied herein, M&V may be modified for several
types of projects aimed at improving energy efficiency in
residential buildings. Embodiments of the present invention
may comprise a sequence of steps that are typically followed
in establishing estimated savings and verifying the actual
savings from any given energy efficiency project:

1. Estimation (measuring) and verification of energy

savings;

2. Quantifying emissions reductions;

3. Assignment of tradable emissions reductions; and

4. Provisions for entering into credit markets.

Estimation and Verification of Energy Savings

An initial estimate of the energy savings to be achieved
from the implementation of a particular energy efficiency
measure or project may be calculated based on an assess-
ment of the difference between:

The baseline energy use; and

The post-implementation or measured energy use.

Baseline forecasts may be constructed from historical
records of energy consumption and use. When historical
information is not available, or alternatively, field monitor-
ing may be utilized. Post-implementation energy use may be
measured or may be estimated through engineering calcu-
lations or deemed savings estimates. Deemed savings esti-
mates may be used for energy efficient technologies that are
well-understood (e.g., many electric appliances). For these
technologies, there is general agreement in the field of art on
the energy use and savings that can be achieved. After
installation of the measures, the baseline energy use and
post-implementation energy use may be verified through
field monitoring or deemed savings estimates. Net energy
savings may be calculated by subtracting the post-
implementation energy consumption from the baseline
energy consumption. In cases where the energy consumption
is highly dependent on external variables (such as an HVAC
system’s dependence on weather), the energy consumption
may be normalized for such variables.

Verifying Emissions Reductions

The method of the present invention may further comprise
a step to verify the quantification of the emissions reduction
500. Baseline emissions and emissions reductions that result
from the implementation of a project may be calculated from
energy consumption and savings data. The translation from
energy use/savings to emissions/reductions may be based on
emissions factors appropriate to the device and fuel source
(ie., gas, oil, electric) being examined. In accordance with
an embodiment of the present invention, a methodology may
be used to determine emissions factors based on EPA’s
“Compilation of Air Pollutant Emission Factors” (frequently
referred to as “AP-427), which is incorporated herein by
reference. Once the energy consumption has been calculated
for the baseline and upgrade scenarios, the emissions factor
database may be used to calculate emissions reductions of
the program.
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10
Calculating Emissions Reductions

An ETI of the present invention is intended to create a
marketplace for the trading of residential emissions reduc-
tions that result from energy efficiency programs. Energy
efficiency programs may reduce household energy consump-
tion through the implementation of more efficient technolo-
gies or the maintenance of existing devices within the home.

To calculate emissions reductions from an energy effi-
ciency program, the baseline energy use and resulting emis-
sions may be calculated. Baseline emissions are those emis-
sions that would have occurred if the energy efficiency
program had not been undertaken, or if the status quo had
not been altered by the energy efficiency program. This
baseline may not be constant over time because changes in
occupant behavior, and/or weather may affect baseline
energy use and emissions.

Once the baseline emissions have been calculated, pro-
gram emissions may be calculated. Program emissions are
those emissions that occur after the energy efficiency pro-
gram has been installed or completed. Program emissions
may also change in time due to the effects of occupant
behavior or weather.

After the baseline emissions and the program emissions
have been calculated, the emissions reductions may be
calculated as the difference between the baseline and the
program emissions. The emissions reduction, shown in FIG.
5, is the amount of emissions that are avoided due to the
energy efficiency program.

Assigning Tradable Emissions Reductions

As embodied herein, there are several general approaches
that can be used to measure energy savings and the resulting
emissions reductions. Depending on the measurement
method used, the reliability of the resulting emissions reduc-
tion assessment will vary. For example, the impacts of some
energy efficiency programs are evaluated using random
on-site inspections, while other energy efficiency programs
are evaluated using detailed sub-metering. The sub-metering
approach to M&V provides a much more reliable assess-
ment of the energy savings (and resulting emissions
reductions) than the random inspection approach.

For an ETI of the present invention, it may be advanta-
geous to develop a reliable assessment of the emissions
reductions that are to be traded. Rather than mandating a
specific rigorous M&V protocol that ensures a fixed quantity
of emissions reductions, an embodiment of the M&V pro-
tocol of the present invention allows for the use of one of
several optional approaches to M&V. Each of these optional
M&V approaches may be assigned a “technical confidence
factor” (TCF). This factor effectively discounts the emis-
sions reduction quantified, based on the level of rigor of the
M&V approach used. Thus, not all of the calculated emis-
sions reductions may be offered for sale or trade in step 400,
due to the uncertainty inherent in the calculation of both
energy savings and emissions reductions. A certain amount
of the calculated emissions reductions may be kept in
reserve, step 401, while the rest is offered for sale or trade.

M&V Phases

The method of the present invention may further comprise
step 600, monitoring the residential energy savings oppor-
tunities and the quantification of the emissions reductions. In
the early stages of a program, it may be desired to predict
emissions reductions years into the future. This may neces-
sitate a number of assumptions about energy consumption
and emissions factors. This forecasting phase is outlined in
FIG. 6.
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Once the program has been implemented, actual energy
consumption and emissions factors may be measured,
thereby allowing estimates of the actual emissions reduc-
tions. This measurement phase 201 is shown in FIG. 7.

The calculations and estimates undertaken in the mea-
surement phase may be used to verify that the emissions
reductions predicted in the forecasting phase are achieved.
This verification process 500 gives the emissions reduction
purchaser confirmation that the reductions are genuine.
Consequently, this process may ensure that the emissions
reductions garner a reasonable price in any marketplace.

Energy savings may be initially calculated from analysis
of historical energy consumption and modeling of future
consumption. These calculations will have a degree of
uncertainty and may be verified after the program has been
in place for a length of time, thereby allowing actual
consumption to be measured, such as from utility bills or
metering devices.

For each energy savings opportunity or energy efficiency
program, the energy consumption with the energy efficiency
program may be subtracted from the energy consumption
without the energy efficiency program, giving the energy
savings from the program. Energy consumption may be
calculated from a number of measurable variables and their
associated measurement techniques.

As embodied herein, the present invention contemplates
quantifying the following aspects of a given energy effi-
ciency (or emissions reduction) project:

1. The annual energy use in the baseline home (without

upgrades) for each year in the life of the program;

2. The annual energy use in the upgraded home (with
installed energy efficiency measures) for each year in
the life of the program;

3. The appropriate emissions factors for the energy con-
sumed for each year in the life of the program;

4. The total emissions reductions from the program; and

5. The tradable portion of these emissions reductions.

For each type of energy efficiency program, specific data
types and analytical procedures may be identified. ETI
partners may be responsible for data collection (i.e.,
measurement) for their energy efficiency programs. Using
data provided by the partners and an M&V procedure, the
data may be compiled and used to assess the emissions
reductions potential for each energy efficiency program
participating in an ETL

In the step of calculating the emissions reduction 202 for
a particular energy efficiency program, project or
opportunity, first a forecasted baseline energy use and a
forecasted baseline emissions factor for the energy savings
opportunity may be estimated. A forecasted baseline emis-
sion may be calculated by multiplying the forecasted base-
line energy use with the forecasted baseline emissions factor.
After the baseline calculation, a forecasted program energy
use and a forecasted program emissions factor for the energy
savings opportunity may be estimated. A forecasted program
emission is calculated by multiplying the forecasted pro-
gram energy use with the forecasted program emissions
factor. Finally, a forecasted emissions reduction for a par-
ticular energy efficiency program, project or opportunity
may be calculated by subtracting the forecasted program
emission from the forecasted baseline emission.

In the step of verifying the quantification of the emissions
reduction 500 for a particular energy efficiency program,
project, or opportunity, a measured baseline energy use and
a measured baseline emissions factor for the energy savings
opportunity may be estimated. A measured baseline emis-

10

15

25

30

35

40

45

50

55

60

65

12

sion may be calculated by multiplying the measured baseline
energy use with the measured baseline emissions factor.
Then, a measured program energy use and a measured
program emissions factor for the energy savings opportunity
may be estimated. A measured program emission may then
be calculated by multiplying the measured program energy
use with the measured program emissions factor. A mea-
sured emissions reduction is calculated by subtracting the
measured program emission from the measured baseline
emission. To complete the verification step, the forecasted
emissions reduction may be compared with the measured
emissions reduction. This comparison permits the quantifi-
cation of a TCF for the particular energy efficiency program,
project, or energy savings opportunity.

In the step of aggregating the emissions reductions into a
tradable commodity 300, the estimated emissions from all of
the programs offered by the partners may be combined into
a single emissions pool. Only a portion of this aggregate
pool may be offered for trade. Third party auditors may also
periodically review the utility data collection procedures
(i.e., perform verification).

Avariety of aggregation methods may be used in embodi-
ments of the present invention. For example, the aggregation
may be a simple pooling mechanism with no guarantee; a
guaranteed pooling mechanism; an investment fund; or any
other appropriate aggregation technique.

The level of assumed risk and the level of buyer accep-
tance in the market differ in the pooling options. In an
embodiment with a guaranteed pooling mechanism, to the
extent that third parties assume a portion of the risk, this
would tend to support the value of the credits. Thus, the
more risk that is assumed, the more improved may be the
product’s market acceptance and the better the market
perception of the initiative.

Another distinction between the pooling options is the
level of due diligence required to complete the transaction.
If the program administrator stands behind its technical
specifications, and guarantees delivery of reductions accord-
ing to those specifications, the buyer’s due diligence may be
limited to accepting the M&V protocols for the pool. If the
program administrator does not guarantee delivery, every
component of every offering may need to be fully disclosed,
and the M&V protocols potentially may have to be
re-negotiated for every offering. Under a guaranteed pool
option, the commodity may have a much better chance of
becoming a uniform product offering.

Further, greater discretion may be available through a
guaranteed pool or an investment fund. The supply risk,
performance risk, regulatory risk, and market acceptance
may be smoothed out through these two instruments but
typically not in the simple pooling mechanism.

Another distinction between the aggregation methods is
the speed at which these options can be executed. An
unsecured pool may be delivered quickly. An investment
fund may take longer to structure.

In the step of aggregating the emissions reductions into a
tradable commodity 300, the tradable portion of the emis-
sions pool may be determined, based on the measurement
methods used by each partner. Instead of mandating a
specific measurement protocol, a TCF may be assigned to
each measurement method to be used by each partner. A
purpose of TCFs is to quantify the portion of the “measured”
emissions reductions that are “tradable.” For example, con-
sider two utility programs that promote the installation of
high efficiency air-conditioners. Each generates 1,000 tons
of GHG emissions reductions. One utility chooses to use an
engineering calculation approach to the evaluation of its
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programs (with a TCF of 0.6), thus yielding 600 tons of
tradable emissions. The other utility chooses to use a sub-
metering approach to the evaluation of its programs (with a
TCF of 0.8), yielding 800 tons of tradable emissions.

The step of aggregating the emissions reductions into a
tradable commodity 300 may further comprise monetizing
the emissions reductions, or converting the emissions reduc-
tions to another form of consideration. The tradable com-
modity may comprise emissions reductions, credit(s), or any
other suitable commodity. In the step of marketing the
emissions commodity 400, the “rights” to the emissions
commodity resulting from the energy savings may be
exchanged for a pro-rata share of the net revenues from the
sale of the emissions commodity. The emissions commodity
may be sold by an emissions credit broker to domestic and
international emissions markets. The net proceeds may be
distributed to the utility participants. As contemplated by the
present invention, the emissions commodity may also be
transferred in closed sales.

As an example of an embodiment of the present invention,
a municipal utility becomes a partner in an ETI. The
municipal utility provides builders with a $500 rebate in the
utility hook-up fee per energy efficient home. Over the
course of a year, the utility provides rebates to 1,000 homes,
resulting in a reduction of 3 million tons of GHG each year
for the next 10 years. The utility assigns the emissions
credits, and the credits are aggregated with additional credits
and are brought to market as a pool. After administrative
costs are deducted, a prorated share of the proceeds is
returned to the utility. The utility in turn may reinvest the
funds in future demand side management programs. This
example of an embodiment of the present invention is
exemplary and illustrative only and is not intended to limit
the invention as claimed to any particular embodiment or
combination of embodiments.

The present invention is also directed to a residential
emissions trading commodity. The commodity may be
defined by the method steps described above. The trading
commodity may comprise an aggregation of emissions
reductions produced by one or more energy savings oppor-
tunities in one or more residential properties. Alternatively,
verification processes described above may be employed to
create a commodity that is a verified aggregation of emis-
sions reductions.

It will be apparent to those skilled in the art that various
modifications and variations can be made in the
construction, configuration, steps, and/or operation of the
present invention without departing from the scope or spirit
of the invention. The steps of the method may be performed
in an order other than that described. Alternative M&V
protocols could be used, provided the tradable commodities
remained sufficiently reliable to be marketable.

On-site inspection, metering, sub-metering, or utility bill
analysis or a combination thereof may be used to assess the
energy savings. On-site inspection may include report
review, visual inspection, and device rating verification.
Utility bill analysis may comprise analyzing: samples of
measured data of the energy savings from the residential
properties; samples of control data of residential energy use;
raw data; data normalized by weather; stratified data; data
that are both stratified and weather-normalized; or any
combination thereof.

Additional measuring methodologies may include engi-
neering modeling or engineering calculations to assess the
energy savings. Engineering modeling may be performed on
a computer using building energy software. Engineering
modeling may use degree day analysis, such as heating
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degree day analysis, bin analysis, hourly analysis, time-step
analysis, or any other appropriate modeling means.

The present invention contemplates participation in exist-
ing new source review, open market, and area source emis-
sions trading markets where other pollutants such as NO,,
VOC, SO,, PM, and CO and CO, emissions reductions are
traded. Further, a four pollutants—NO,, SO,, CO, and
mercury—approach to emissions regulation is currently
under consideration in legislative arenas. It is expressly
contemplated that these—and other pollutants yet to be
determined—are within the scope of the present invention.

In addition, some or all of the method steps may be
implemented via data processing means in an embodiment
of the present invention. In particular, a system for residen-
tial emissions trading may comprise client device(s) for
inputting data relating to energy savings opportunities in
residential properties. Client device(s) may comprise, but
are not limited to, one or more computers or any other
suitable hardware device. Client device(s) may communi-
cate with one or more servers via a network, such as, but not
limited to, the Internet. One or more databases may reside on
server(s) for storing inputted data. Data stored on
database(s) may be processed for quantifying and aggregat-
ing emissions reductions produced by the energy savings
opportunities. Software contained on database(s) may com-
prise program instructions for carrying out the various
calculations. Thus, it is intended that the present invention
cover the modifications and variations of the invention,
provided they come within the scope of the appended claims
and their equivalents.

What is claimed is:

1. A computer-implemented method for providing a resi-
dential emissions trading program, comprising the steps of:

identifying an energy savings opportunity in a residential

property,

quantifying an emissions reduction produced by the

energy savings opportunity,

wherein quantifying the emissions reduction further
comprises measuring an energy savings resulting
from the energy savings opportunity and calculating
an emissions reduction resulting from the energy
savings, and wherein calculating the emissions
reduction further comprises qualifying a technical
confidence factor for the energy savings opportunity;
and

aggregating the emissions reductions into a tradable com-

modity.

2. The computer-implemented method according to claim
1, wherein the step of aggregating the emissions reductions
into a tradable commodity further comprises the step of
converting the emissions reductions into at least one tradable
credit.

3. The computer-implemented method according to claim
1, wherein the step of measuring an energy savings resulting
from the energy savings opportunity is selected from the
group consisting of conducting one or more of: on-site
inspection; metering; sub-metering; utility bill analysis; and
engineering modeling.

4. The computer-implemented method according to claim
3, wherein the step of conducting on-site inspection is
selected from the group consisting of conducting one or
more of: report review; visual inspection; and device rating
verification.

5. The computer-implemented method according to claim
3, wherein the step of conducting utility bill analysis further
comprises conducting one or more of the steps of:

analyzing samples of measured data of the energy savings

from the residential property;
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analyzing at least one sample of control data of residential
energy use;
analyzing raw data;
analyzing data normalized by weather;
analyzing stratified data; and
analyzing data that are both stratified and weather-
normalized.
6. The computer-implemented method according to claim
3, wherein the step of conducting engineering modeling
further comprises the step of utilizing energy software.
7. The computer-implemented method according to claim
3, wherein the engineering modeling is selected from the
group consisting of conducting one or more of: degree day
analysis; bin analysis; hourly analysis; and time-step analy-
Sis.
8. A computer-implemented method for providing a resi-
dential emissions trading program, comprising the steps of:

identifying an energy savings opportunity in a residential

property,

quantifying an emissions reduction produced by the

energy savings opportunity; and

aggregating the emissions reductions into a tradable

commodity, wherein aggregating the emissions reduc-

tions further comprises identifying a tradable portion of

the emissions reductions; assigning a technical confi-

dence factor to the emissions reductions to quantify the

tradable portion of the emissions reductions;

converting the emissions reductions; and monetizing
the emissions reductions.

9. The computer-implemented method according to claim
1, wherein the step of aggregating the emissions reductions
into at least one tradable commodity further comprises the
steps of:

identifying a tradable portion of the emissions reductions;

assigning a technical confidence factor to the emissions

reductions to quantify the tradable portion of the emis-
sions reductions; and

converting the emissions reductions into a non-monetary

consideration.

10. The computer-implemented method according to
claim 1, further comprising the steps of:

verifying the quantification of the emissions reduction;

and

monitoring the identification of the residential energy

savings opportunity and the quantification of the emis-
sions reduction.

11. The computer-implemented method according to
claim 1, further comprising the step of veritying the quan-
tification of the emissions reduction.

12. The computer-implemented method according to
claim 1, further comprising the step of monitoring the
identification of the residential energy savings opportunity
and the quantification of the emissions reduction.

13. The computer-implemented method according to
claim 10, wherein the step of verifying the quantification of
the emissions reduction further comprises the step of cal-
culating a measured emissions reduction.

14. A computer-implemented method for providing a
residential emissions trading program, comprising the steps
of:

identifying an energy savings opportunity in a residential

property,

quantifying an emissions reduction produced by the

energy savings opportunity;

aggregating the emissions reductions into a tradable com-

modity;
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verifying the quantification of the emissions reduction,

wherein verifying the quantification of the emissions

reduction comprises calculating a measured emissions

reduction, and wherein calculating the measured emis-

sions reduction further comprises:

estimating a measured baseline energy use for the
energy savings opportunity;

estimating a measured baseline emissions factor for the
energy sayings opportunity;

calculating a measured baseline emission by multiply-
ing the measured baseline energy use with the mea-
sured baseline emissions factor;

estimating a measured program energy use for the
energy savings opportunity;

estimating a measured program emissions factor for the
energy savings opportunity;

calculating a measured program emission by multiply-
ing the measured program energy use with the mea-
sured program emissions factor; and

calculating a measured emissions reduction by sub-
tracting the measured program emission from the
measured baseline emission; and

monitoring the identification of the residential energy

savings opportunity and the quantification of the emis-
sions reduction.

15. The computer-implemented method according to
claim 13, further comprising the step of comparing the
measured emissions reduction to a forecasted emissions
reduction to verify that the emissions reduction predicted in
the forecasting phase is achieved.

16. A computer-implemented method for providing a
residential emissions trading program, comprising the steps
of:

identifying an energy savings opportunity in a residential

property,

quantifying an emissions reduction produced by the

energy savings opportunity;

aggregating the emissions reductions into a tradable com-

modity:

verifying the quantification of the emissions reduction,

wherein verifying the quantification of the emissions
reduction further comprises calculating a measured
emissions reduction;

monitoring the identification of the residential energy

savings opportunity and the quantification of the emis-
sions reduction; and

comparing the measured emissions reduction to a fore-

casted emissions reduction to verify that the emissions

reduction predicted in the forecasting phase is

achieved, wherein comparing the measured emissions

reduction to the forecasted emissions reduction further

comprises calculating the forecasted emissions

reduction, and wherein calculating the forecasted emis-

sions reduction comprises:

estimating a forecasted baseline energy use for the
energy savings opportunity;

estimating a forecasted baseline emissions factor for
the energy savings opportunity;

calculating a forecasted baseline emission by multiply-
ing the forecasted baseline energy use with the
forecasted baseline emissions factor;

estimating a forecasted program energy use for the
energy savings opportunity;

estimating a forecasted program emissions factor for
the energy savings opportunity;

calculating a forecasted program emission by multiply-
ing the forecasted program energy use with the
forecasted program emissions; and

calculating a forecasted emissions reduction by sub-
tracting the forecasted emission the forecasted base-
line emission.
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17. The computer-implemented method according to compiling the quantified emissions reductions; and
claim 10, wherein the step of monitoring the identification of assessing the emissions reductions potential for a plurality

the residential energy savings opportunity and the quantifi- of the energy savings opportunities.
cation of the emissions reduction further comprises the steps

of: * % % % %



