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Why is Water Heating Important?
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Residential and commercial gas water heating is the largest share 
of total gas use in California with 38% for commercial or 800 million 
therms and 38% for residential or 1,900 Million therms in 2000.

Commercial Total: 2,100 Million therms per year
Source PG&E, SCE, SDG&E CEUS and Xenergy

Residential Total: 5,000 Million therms per year
Source CEC 2000, California Energy demand 2000-2010 
and Xenergy
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Why Upstream Rebates are Important?
Residential and commercial storage gas water heating uses 38% of
total gas use in California or 2,300 million therms in 2000.
California has approximately 10 million storage gas water heaters, 
and 0.5 million new units are installed annually. 
Studies show most gas water heaters are emergency replacements 
with a failed or leaking unit where homeowners purchase whatever
unit is available.
Studies also show 61% of plumbers make the decision regarding 
efficiency of water heaters selected by end users.
50% of plumbing installers are more concerned about warranty than 
efficiency.
2004 US DOE Federal Standards will realize approximately 11% of 
the potential gas water heater savings or 253 million therms/year. 
A statewide upstream high efficiency gas water heater program 
would yield savings of 7% of approximately 160 million therms/year.
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Efficient Gas Water Heater Market Barriers

Market Barrier Description
Information Cost Consumers and plumbers who make purchasing decisions are 

unaware of higher efficiency units and distributors don’t stock 
higher efficiency gas water heaters. 

Hassle or Search Costs Emergency replacement is typical in the retrofit market and 
consumers and plumbers don’t have time to consider high 
efficiency gas water heaters.

Misplaced or Split 
Incentive

Interests of distributors or plumbers who make decisions are not
aligned with those of buyers who would benefit from high efficiency 
water heaters.

Bounded Rationality Distributors, plumbers, and customers typically only consider 
standard efficiency gas water heaters.

Organizational Practices Distributors only stock and plumbers typically install standard 
efficiency units due to demand for lower price units.

Product Availability Distributors, and dealers don’t stock high efficiency gas water 
heaters due to lack of awareness.

There are many market barriers to high efficiency gas water heaters 
such as information, hassle or search costs, split incentives, bounded 
rationality, organizational practices, and availability.
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High Efficiency Gas Water Heaters 
Can Capture 8% or more of Savings

Upstream high efficiency gas water heaters can capture 8% of potential 
savings by increasing stocking and availability of high efficiency units.

Solar water heaters can capture 63% and end use efficiency can capture 
16% of the potential savings.
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Previously Successful Programs
ADM Associates implemented two third-party upstream high 
efficiency gas water heater incentives programs for SoCalGas in 
1999 through 2000 and for PG&E in 2003 through 2004. 

The programs were successful in delivering upstream incentives for 
approximately 100,000 high efficiency gas water heaters saving 
roughly 2.1 million therms/year or 31.5 million lifecycle therms with a 
total resource cost (TRC) test of 4.4 (EM&V ex post).

An independent evaluation, measurement, and verification study 
assessed the continuing need for the program by analyzing cost 
effectiveness under the new US Department of Energy (DOE) gas 
water heater efficiency standards effective January 20, 2004.  

Under the new US DOE standards the program would be cost 
effective. Focusing incentives on higher efficiency units (i.e., 0.62 EF 
or greater), the TRC test for future programs will be greater than 2.
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Conclusions
Residential and commercial storage gas water heating uses 38% of
total gas use in California or 2,300 million therms in 2000.
California has approximately 10 million storage gas water heaters, 
and 0.5 million new units are installed annually. 
Studies show most gas water heaters are emergency replacements 
with a failed or leaking unit where homeowners purchase whatever
unit is available.
Under the new US DOE standards an upstream high efficiency gas 
water heater incentives program would be cost effective. Focusing 
incentives on higher efficiency units (i.e., 0.62 EF or greater), the 
TRC test for future programs will be greater than 2.
Previous programs have already demonstrated success.
A statewide upstream high efficiency gas water heater incentives
program can capture 8% or more of potential savings by increasing 
stocking and availability of high efficiency gas water heaters and 
solar water heaters can capture 63% of potential savings.
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