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Johanna Zetterberg:
Good afternoon everyone.  This is Johanna Zetterberg from the U.S.  Department of Energy.  We’re going to begin today’s webinar and I just like to do a check in the beginning making sure that you all can hear me and that the audio is fine.  Could you please write in the question area if you can hear me.  Just let me know all is well.


Okay, great.  Thank you for that feedback.  Okay.  Today’s webinar is called, “The Role of Public Utility Commissions in Energy Efficiency Program Delivery.”    We are very lucky today to have Rich Sedano, Principal and Director of the Regulatory Assistance Project who is a worldwide expert on this topic and I’m just so pleased that he could join us today.  

Next slide, please.  We do have a lot to cover so I’m gonna go over these introductory slides very quickly.  This webinar is offered through DOE’s Technical Assistance Program which provides support to energy efficiency and conservation block grant and state energy program grant recipients.  You see here on your screen the web portal URL for the TAP program and you can access one-on-one assistance on energy efficiency and renewable energy program and project design and implementation and you see all the services we offer here.  

Next slide, please.  This webinar in particular is part of a seven-part series that was created specifically for five states that have a cooperative agreement and funding under the state energy program with DOE but we did decide to open it up to additional states because a lot of folks are interested in the material.  If you want to learn more about the specific cooperative agreements you can go to the URL here on this page.  But the general gist is that all of these states are developing policy and program frameworks to support greater investment and cost-effective energy efficiency for the long term in their states and all of the activities build on the national action plan for energy efficiency which we’ll reference later on in the webinar.  

Next slide, please.  So just to go over a little bit on how questions and answers will work today, all the participants are muted to reduce background noise so the way we’re gonna handle questions is through the question box.  You can enter a question at any point during the webinar and we will take a few breaks potentially to answer those questions.  So just know that once you get it in the box it will be in the queue and we’ll be able to review it and we will read your questions aloud and then answer them to the best of our ability.


That’s all for my part today and now I’d like to turn it over to Rich Sedano from RAP.

Rich Sedano:
Thanks, Johanna, and thanks everyone for taking some time to talk about regulation and energy efficiency.  The issues relating to energy efficiency are deep and we’ve got some great performance in some states.  Other states have not had good performance and have had perhaps more conflicts than was needed and so we’ll talk about some of the ways that states can go about ensuring that they have good performance and certainly good regulation is important.


And I use the word good advisedly.  Best is not usually the right criterion for measuring things.  Best is pretty elusive, pretty judgmental, but there’s a lot of agreement about what good is.  

So, RAP helps a lot of states and we’ve had a lot of experience in this as perhaps many of you know and you can look at our website and RAP online for more information about what we do.


I wanted to repeat some of the questions that I understand were in the announcement for this so that we can check to see if you’re feeling that I’m addressing them as we get through the day.  There’s a lot here and one could probably build many, many days of presentations on the topics we’re doing here so you may need to focus on depth where you decide the questions should go later.  But we’ll at least try to build you a framework for what good regulation should do.


Generally, and this goes not just for energy efficiency but for everything, good regulation should be promoting good utility performance.  From a customer perspective, they should perceive the rates that they pay for their service to be fair, that those rates are based on just and reasonable costs to produce good utility performance, that regulators are reviewing performance and promoting improvement and people should generally see that the process is transparent.  

Transparent means it should be evident to somebody who is willing to do some work why the decision happened, why a rate case turned out the way it did, why a capital investment was made.  And there should be some consistency over time.  Many people are making decisions based on regulation and having solid regulation, consistent regulation over time helps assure that there is reasonable expectations and it reduces costs to customers because people can anticipate what is going to happen.  Wall Street can understand it.


So, generally we want from regulators a sense of stability, a sense of wisdom, competency, discipline and so for those of you who have been around for awhile you might remember Father Knows Best and the Andersons.  The nurturing, good advice, discipline when it’s needed.   This is what we want from regulators.


So, from the point of view of efficiency, these are some of the things that we would want to see applied to energy efficiency.  Advance review of programs at which time there can be some discussion about them.  Performance objectives and targets.  How costs are recovered, that utility business incentives are addressed, that there is process to evaluate, measure and verify savings as well as programs and processes.  The way that planning and collaborative bring a context to energy efficiency.


I think it’s important for us to talk about the contextual elements of politics which can be helpful or disruptive.  

Before getting into a lot of the details that are implied by what I just said it’s important to recognize that the big picture is very important for a regulator to maintain.  It’s so many details and there are lots of people to mind those details:  staff, the regulator and utility.  

The Commission is in a unique position to assure that the whole system is working well to support efficiency.  The businesses that are developing around it, the rules that makes sense, the behaviors that utilities are expressing.  So, it is important to see the forest.  This is one of those clichés that really applies in this case.


So, one of the questions in chief for this is what is a program and I think of a program as telling a story and these are some of the questions that the story should answer.  What’s the market, what’s the market failure that the program is addressing and what the program’s going to do about it.  And how the programs relate to other things that are going on in the marketplace, how you know how you’re doing, how you know if you succeeded and what are the likely changes that are gonna be made.


And, of course, there’s analytics in programs.  What are the expected costs?  What are the expected benefits?  So, like Rosanne Rosannadanna who asks a lot of questions, regulators are always asking a lot of questions about energy efficiency programs and it seems like it is always something to talk about.  

Programs are formed into portfolios and regulators are interested in how a portfolio hangs together.  They want to know that every customer has an opportunity to participate in programs.  Whether this is stated expressly or not, this objective of equity usually exists.  It doesn’t necessarily mean, it usually doesn’t mean equal opportunities.  It is appreciation that a property manager may have more of an opportunity to interact with programs than a person who has got a job and a family and a lot of other things to do but still the opportunity should be there.

And, regulators are interested in that opportunity across customer classes and they’re also interested in it across geography.  Many states have the parts of the state that always seem to be getting opportunities and other parts of the state that seem sometimes to be bypassed and regulators tend to be interested in assuring that there is equity in the way opportunities for efficiency are distributed across the state.


So, generally clarity of mission, a consistency across time and a consensus across stakeholders is very important to underpin what the regulator is doing.


So, what are the typical program categories?  These are five that I like to distinguish cover pretty much everything that the programs do.  Lost opportunity programs sometimes called opportunity programs intervenes when a decision is about to be made.  Retrofit programs get involved with improving or replacing things that are working but can work quite a bit better.  Market transformation tries to change the way we make decisions and over time hopefully can render the need for some programs no longer necessary although it does seem that once we transform a market a new idea, a new technology, a new system comes along and perhaps we can create continuous improvement.

Low income markets are different.  They’re important in most states and so very often there are distinct program efforts for that.  And emerging markets and technology, especially for states that are larger and can afford to do some experimentation, those things are part of it, too.


Commissions do put some bias into the system.  Low income markets are one source for that but also industrial markets are prominent in state businesses.  Sometimes public buildings, especially schools, get special attention and in some places there is also a focus on avoiding T&D investments and perhaps creating location specific program types to take advantage of those opportunities.


Cream skimming is something that sometimes happens when there are powerful incentives to get the least cost savings.  So, if there’s a limited amount of money, significant performance incentives perhaps to ring up, to save kilowatt hours and cream skimming is generally thought of as a bad thing.  Not necessarily all the time but generally thought of as a bad thing because usually there are cost-effective savings sitting right next to the lowest cost savings.   Cost effective but maybe not quite as attractive as others and once you’re in the building, once you’re in a customer’s premise, the opportunity to take advantage of all savings is important and so if you leave those on the table then you have to incur all the setup costs to go back in and it makes those other savings less likely to be achieved.

So, cream skimming works against what some call deep savings.   Deep savings suggests getting all the savings in a building and so a regulatory system that promotes cream skimming is going to put a lower horizon on how much they can save.  

So, advance review determines if the programs are serving the public interest, that they will work, that they’ll be cost effective, that they have the context that I’ve talked about and recognizes also that they will evolve.  Hopefully advance review is a positive thing and is not excessively burdened with process and states need to watch out for that.  Some states have mandatory annual program reviews and for some programs that have a long lifespan, that are going to go on for a while relatively as they’ve been, perhaps an annual review for a program like that is too frequent.


Cost-effectiveness tests are an important part of the advance review process.  They are used to determine which things are important to do, especially when there’s limited amount of money so you’re not getting all cost-effective energy efficiency, cost-effectiveness tests are used to decide which things to do.  

There are five standard tests.  The participant cost test is the one that determines from the participant’s perspective if it makes sense and that’s important for marketing.  The rate payer impact measure test is the one that determines how non-participants fare in spending utility rate payer money on the programming and generating savings in the system.


The utility cost test determines the utility’s response to these and those three generally are what some call the distributional tests determining how three different perspectives in the transaction are faring.  

There are two other tests that are more economy wide perspectives:  the total resource cost test and the societal test, and I’ll talk about the total resource cost test a little bit more in a minute.  All of these tests are useful.  They provide useful input to commissions.  Some commissions want to have a simple way of screening so they say we’re gonna use one or two particular tests and we’re going to have a benefit cost outcome where if it’s better than that we’re gonna do the program and if it’s worse, we’re not.  

There’s a lot of judgment that applies to cost effectiveness which the commission can either apply by just considering all the results or not apply by just using a screening criterion.  

There is a problem with the total resource cost test that many states distorted and the way the states have distorted the total resource cost test is that they’ve excluded the non-energy benefits.  The total resource cost test is supposed to be an economy wide test so it includes all the costs including what the participant pays but many states by taking out the non-energy benefits really handicapped the results of the total resource cost test and some cost-effective programs don’t get done.


What commissions, I think, should do is think carefully about what their scope is, what’s important to them.  And if they don’t like the economy wide test and they’d rather just focus on the utility perspective, then they should just use the utility cost test for screening and not use the total resource cost test.  One problem with doing that is that in some states statutes require use of the total resource cost test so that creates a bit of a bind.

This table just tries to show how the different important factors for cost and benefits tend to get used in the different tests and it shows the difference between the program administrator cost test which is the utility cost test, the second column, and the total resource cost test, the fourth column, compare.


Important thing for many regulators is the distinction between rates and bills.  Many people argue about this in front of commissions.  Commissions are, of course, all sensitive to rates.  They set the rates and of course many customers are sensitive to rates, especially low income and industrial customers.  

Consumers, of course, pay bills and for commissions to agree on significant budget levels they have to be able to determine that the long-term cost reductions, the bills that people will pay, is at least as important or perhaps more important than the short-term cost increase that they would be imposing to generate the savings through energy efficiency programs.  This is a conversation that in many states has not developed sufficiently and so in many states there is not I think the level of articulation that we need whereas in other states there is a very clear expression of how the commission is going to resolve the distinction between rates and bills.


And this points out a couple of other notes about spending and savings.  Spending is going north of 4 percent of utility revenues in the highest spending states and is generating pretty impressive savings compared to what low growth tends to be so that some states are starting to be able to aspire to load growth being neutralized by energy efficiency savings.  

Cost recovery is important, of course.  Energy efficiency tends to be the most scrutinized utility work area.  This is of some frustration to utility efficiency program administrators because they notice that their distribution engineers don’t get nearly as many questions as they do in a rate case.  

But I think there’s some reasons why efficiency gets such attention.  The financial incentives cause average people to ask why is my next door neighbor getting a new refrigerator and a $250.00 check.  I didn’t get that and why should that person get that?   So there are these social questions that are important for commissions to have a good answer for and that’s where rate cases come from.  I can’t tell you how difficult this question can be in some states.  

Also, the efficiency resources are a very high priority in many states and so you get states like California with its loading order where there’s such significant attention put on it.  

So, the traditional approach to cost recovery works just fine.  You can consider efficiency as part of the costs in a rate case but many states have done other things.  They’ve created system benefit charges to set efficiency costs apart.  There’s also an approach to set a rider.  Many utility bills are loaded with riders to pay for different kind of things and in that case you set a base amount and then allow the amount to go up and down.


One of the issues with system benefit charges is whether it’s a floor or a ceiling.  Many who advocate for efficiency would like the system benefit charge to represent a floor and if more efficiency is justified, then you do more than that.  But others who want to control costs to customers want to limit that and this is a question for regulators to apply some clear judgments about and, hopefully, there’s no lingering questions in your state, but perhaps there are.


The rider is a good approach because it reflects that the markets for efficiency, the technology, the way customers are behaving are always changing and it’s hard to get the budget exactly right.  Some programs are gonna work better than you thought and you’d like to get more money for those and there’s more savings to get.  Other programs just don’t work verify well and you want to be able to shut them down and if you’re spending less money than you thought you would, then charge customers less.


So, all these different ways are acceptable and what you just need is for regulators to settle in on a pattern and then people can get it.  

Utility business incentives are something that gets a lot of attention.  I spend a lot of time on this myself.  We know that utilities are very important in markets and there’s a really strong force that utilities have in influencing the messages that customers get about energy.  Customers feel a lot of different ways about utilities but they still have a way of being able to influence customers and will a utility be an enthusiastic supporter of efficiency?  Or will a utility be just looking to avoid anything bad happening and to just try to achieve compliance?


Some utilities, I think, have been shown to view efficiency as a social program really apart from the other things that they’re doing.  Maybe something that’s more focused just on customer relationships and something that they’re doing because they’ve been told to.  

It’s also useful to appreciate if by the totality of the economics of energy efficiency programs if the CFO is feeling like this is a good thing or a bad thing.  Bottom line is that regulators control business incentives and recognizing that is the first step in regulators acting to push business incentives in a way that support efficiency.  

Now, one approach for regulation to take is to use its traditional tools for disallowing imprudent or inappropriate costs, to penalize utilities in different ways including rate of return penalties and utilities basically can have a downside but no upside and that’s the way a lot of traditional regulation can work.  

Some states apply performance incentives to efficiency as well as other things like service quality and reliability to motivate exceptional or above average performance and might also include penalties in those.  

There is also the issue of incremental sales and incremental savings.  This is what decoupling addresses and we could have a whole webinar about decoupling but these are generally the business incentive categories that regulators ought to be paying attention to if they’re really totally sensitive to how efficiency affects businesses.  And this becomes much more important as the savings aspirations get larger.


Now, if we’re gonna measure – the last bullet on the previous slide was about performance targets and here are some ways to measure savings in different ways.  Participation is a useful way of measuring how many people are engaging in programs.  Market share is an interesting one.  Energy efficient products.  Energy star products and the sales of them year over year can be increasing and that can be a metric.


There are also process metrics.  How people are doing with database management, with other things that perhaps in the background are supporting the efficiency programs.  Customer satisfaction is another way of measuring.


Two ways that are suspect are simply measuring spending.   Measuring spending is suspect because you can have a lot of spending and not a lot of savings.  And cost per saved kilowatt hours sounds like a good metric but you can get into the cream skimming issue there.  If you’re trying to drive down the cost of per kilowatt hour, you may be motivated to do cream skimming.  You may also have high avoided cost situations to avoid transmission and distribution that might raise your average cost per saved kilowatt hour so that metric is a complicated one to use.

So, where you are in the program evolution makes sense and measuring inputs may be important early on to make sure that everything is getting set up properly but in the long run generally measuring outputs is a wise thing to do.


Evaluation measurement verification is a critical part of efficiency programs.  It’s important for consumers to know that they’re getting value and that what the utility is doing is generating that value so the net savings of the utility action is important but also system planners want to know generally that the markets are being transformed and that savings are happening everywhere and so sometimes in this situation the gross savings are most important.

And for the regulator here, the regulator comes to grips with the fact that the more precisely you measure attribution the more money you’re spending and so finding the right balance is important.  So, coming to terms with accuracy versus precision with bias, the reasonable level of accuracy is important and so figuring out that you want to avoid bias but perhaps not spend the money to hit the bull’s eye every time you make an estimate is what you might want to be thinking about as a reasonable objective.


A lot of commissions ask me about administrative costs and I always caution against having a strict percentage related to administrative costs because while it’s certainly possible to mismanage and spend too much on administration, it’s also possible to come up with important ways that efficiency administrators can organize their programs to be very smart but spend some money on systems and other systems to make their programs more effective.  

So, it requires a process assessment to really understand these things and while it’s understandable that we want as much money collected from customers to go into buildings as possible, sometimes the investment in administration can produce bigger savings.  

Some states who are just starting out have thought about quick start programs and that’s a good thing to think about because it takes the good ideas that have been created elsewhere and applies them to you.   Now, some states have to decide okay, I’m not gonna worry that this wasn’t invented here.  I’m happy to take something that works someplace else and apply it.  It’s a good way to use limited funds.   You’re not always sure that it’s the best program for you but that takes time and you might as well get some experience and this is a good way to do it.  And so over time you can do work to customize programs.

This slide is from a presentation from the AEP guy who deals with energy efficiency for SWEPCO in Arkansas and this was their list of quick start programs that Arkansas used and one note here.  They include demand response, that’s the top one, but all the other ones relate to the programs that they thought they could get on the ground, be very successful very quickly and that’s turned out to be a pretty good approach for Arkansas.


I always suggest that reporting is a useful thing to do whether there’s a requirement for it or not.  Year-end reports are useful to demonstrate successes in qualitative and quantitative ways.  And also it helps you decide which program areas to change.


The public process is important for the commission to encourage.  Some commissions are very scrupulous about this.  Some states have directed some significant process.  In Massachusetts and Connecticut, for example.   So, having collaborative is a useful thing to figure out how you’re doing.  

Integrating efficiency into the planning process is also important to figure out how much energy efficiency is valuable.  And here’s where commissions run up against whether they should use an energy efficiency resource standard basically set savings standards over a future set of years or allow the integrated resource plans to determine what makes the most sense.


There are pros and cons to each of these.  The efficiency resource standard is precise but it may not be accurate.  The integrated resource plan approach is likely to provide accuracy at some cost so in any case periodic potential studies which are basically assessments of the market are desirable and in any case it’s important to build nimbleness into whatever process you have.  

This graph shows some states with energy efficiency resource standards.  Some of them imposed by the legislature, some of them by the commissions.  And the cumulative effects of energy efficiency over time.  This is an important thing to remember is that a few percent a year turns into many, many percent over many years and so significant resources avoided in these states by energy efficiency.

There is constant communication between regulators and utilities of course and the efficiency is just one topic for that.  So this is a summary of the different ways that the communication occurs.  In a good state, there’s routine levels of communication on all of these matters and there are no surprises.

Some states the statutes clearly put the commission in a position to order efficiency or at least direct them to consider it but other states are silent about efficiency but in some of those states there’s more general directives about least cost resource procurement while efficiency is a least cost resource and adjusting reasonable rates if efficiency will help control rates over time, that authority may exist but I know in some states they’ve determined that the commission cannot order efficiency.  

Some commissions issue rules governing efficiency and I think more of the states that are recently engaging in efficiency feel the need to do that.  A lot of the early adopting states just went ahead and did it without rules but a lot of the states that are feeling their way feel that having a rule helps create some better clarity about what’s going on.


Some commissions see the environment as integral to energy and build that into their evaluation of efficiency programs.  Either because they see that as part of the societal cost of energy or because they see that there is risk associated with environmental compliance costs in the future which can be avoided through energy efficiency.


So, finally, I want to mention something about politics.  Politics can really help efficiency, create a good foundation for building businesses around the state to support them, to build customer confidence around efficiency.  They can also create a lot of chaos by building in conflicting forces into regulation.  Directing a lot of energy efficiency but leaving business incentives unresolved is one way that that can happen in some states.


To help deal with this I think publicizing success stories.  There’s a lot of businesses that are developing around energy efficiency in many states so that when someone who doesn’t think energy efficiency is worth doing comes along to a state legislature there’s an established story that says we’re not gonna stop doing that.  This is a good thing for us.


But conflicting statutes can be confounding for regulators or statutes that aren’t as clear as they can be.  Some state legislatures, unfortunately, raid the treasuries of efficiency budgets and that’s very disruptive.  Or at least make annual threats to disrupt energy efficiency programs but legislatures that provide a structure of guidance and support can really help efficiency programs succeed.


Before the program there was a question from one of the participants about – well, I’m showing you the questions.  Where PUCs are following their own process to produce energy efficiency resource standards where legislatures pass bills along these lines and where PUCs use the IRP process to determine how much efficiency to do.  

And so I have listed some states that address each of those and so you can see there are lots of states that will fit any of these categories and that’s part of the laboratory that is these states and a lot of different ways that people do energy efficiency.

So those are all of the slides that I have prepared.  There’s lots of resources.  Here are two sources of resources.  Johanna mentioned the National Action Plan for Energy Efficiency before and showed you one chart from many that are in the National Action Plan Library and my group, the Regulatory Assistance Program, has a lot of PowerPoints that go into quite a bit more depth and detail on how these issues play out in states.  

So, I’ll start turning to questions now.  I see there’s one here that I’m gonna try to expand the window so I can see the whole thing.  Are there examples of states that have successfully used voluntary utility participation to incentivize both regulated and non-regulated utilities to initiate system benefit charge that would be matched by the state to deliver energy efficiency programs by a third-party operator for the customers of those participating utilities?


Well, use of the word voluntary right there already sends you off into there aren’t gonna be very many examples of this.  Most states the utilities that are doing efficiency are doing them based on a process that we’ve talked about with advance program plan approvals, etc.  

I’m being asked to read – oh, the final slide with the web address.  Just a moment.  Here we go.  So, there are a lot of different ways of dealing with the issues of motivating utilities but they generally need to be directed.  

Now, we do have customer owned utilities, municipals and co‑ops, who very often are doing energy efficiency because they feel that they want to, so perhaps that’s where it’d be best to talk about.   And I think in those cases what we generally see are franchise lines being pretty strict.  Utilities are doing programs for themselves.  If there’s a third-party entity, they’re usually doing the programs that they want to do.  

Now, Indiana’s gonna be an interesting example because while they’re not totally up and going yet, they have established a set of core programs for a independent administrator to do that will apply statewide and then the utilities themselves will complement those programs with programs that they want to do themselves and that they’ll have to raise money for in rates and so that’ll be an interesting example to see how that plays out.


Now, I’m being asked to go back to the second-to-last slide listing the different ways PUCs have dealt with sufficiency so that’s this slide here.  And we can certainly talk about that if you’d like.  The PUCs that have focused on their own administrative process without the legislature setting any numbers, all of these have happened relatively recently and all of these have set numbers out at least three years out into the future.  

In Arizona’s case, the resource standard goes out ten years, out to 2020.  In the second block, all of those states had legislature pass laws and the laws included the numbers and now the regulator and utilities have to comply and to some degree there’s a bit of scrambling because they didn’t leave a lot of time for the utilities to do these things.  That’s one thing perhaps I didn’t mention is that it is useful to have a reasonable sense of time because ramping up energy efficiency is hard.  

The bottom group, IRP processes are driving the amount of efficiency that are being done and so that’s driven by value.  

So, we have another question that has come up.   Is there any trend of states that have established energy efficiency programs through the commission where the commissioners are elected or the co-ops are not regulated?

Well, in New Mexico there is a fabulous law that directs the utility to do energy efficiency.  There has been during this year some discussion among the elected commissioners there about the value of energy efficiency and so at least from a distance it appears that the commission is second guessing the intent of the law.  

But there are a lot of elected states like Montana, for example.  Arizona where efficiency is an important thing and where significant efficiency is going on.  So in most examples there are examples both ways.


With co-ops, there’s a lot of co-ops doing a lot of great things in efficiency while there are other co-ops who are not doing anything.  Recently I’ve been working with the Pedernales electric co-op in Texas, the largest one in the United States, and their board has decided to make a big investment into energy efficiency.

Another question by John from Kentucky.  Can you talk a little about the industrial sector opt out?  Why this is a good, bad or ugly approach.  

Well, there’s certainly been a lot of different views about how to deal with industrial customers who are doing energy efficiency and commissions do find themselves on the horns of dilemmas in this respect.  One fundamental issue is that the horizon, the way that the industrial customer decides what’s cost effective for it, is different from the way a regulator would decide what’s cost effective for a utility investment.  

An industrial customer with lots of opportunities to deploy capital and wanting to pick the best one is going to tend to look for investments that have a payback period that’s very fast.  A year, 18 months, two years at the most.  So remarkably high discount rates apply to industrial customers as compared to the general public which have lower discount rates.  And so what industrial programs tend to do is to make longer paybacks,  four, five, six year paybacks, look like a shorter payback to the industrial customer by providing financial incentives as well as technical assistance  

The problem with an opt-out is usually an opt-out is accompanied by basically a banishment.  An industrial customer isn’t eligible to participate in programs and so these three, four, five and six year payback programs, measures in the industrial customer’s premise, don’t get done because the industrial customer doesn’t do it themselves and they’ve excluded themselves from the programs that would accomplish them.   


So, the best in self-direct programs, opt-out is a term that basically means the industrial customer just exits.  Self-direct puts some responsibility on the industrial customer and some responsibility on the regulator to manage a self-directed approach in which the industrial customer is going to be a part of setting the agenda for efficiency on their premise and use utility money if the regulator thinks it’s appropriate to buy down the cost of longer payback measures.


ACEEE has written I think the best work on this and, in fact, I’m aware that they’re going to be publishing later this year a new guide on evaluating the opt-out and self-direct systems that may states have and I’ll urge people to look at what they’ve already written.  I think Anna Cheatham is the chief writer and look forward to a new piece that they are planning on putting out soon.  

John also asks about lost revenue recovery.  First of all, what is lost revenue?  I mentioned the utility business incentives relating to incremental savings and sales.  So, when you save a kilowatt hour, a certain amount of the fixed costs that are included in that revenue don’t come to the utility.  So from the utility’s perspective, that contribution to fixed costs is lost and that’s a problem because we want the utility to have its lines, to have its customer service people, to have all the things that lead to good service and good reliability, and those are paid for by fixed costs.     

So, what are we gonna do about that?  There’s a few different mechanisms along those lines.  One is one that simply corrects for the lost revenue from the efficiency program.   That has a lot of deficiencies to it which would take some time to elaborate on.    The approach that I like the best is one that reconciles rates periodically so that revenues to cover fixed costs are assured.  The fixed costs have been resolved in the last rate case so it’s not like the utility is getting something that they shouldn’t be getting.  

This process is often called decoupling but this reconciliation of rates means that the costs that were found in the last rate case will be recovered by the utility and to support service.  Lost revenues have a lot of significant problems, not the least of which is that it makes the calculation of savings much, much more of an intense activity for the regulator.  The utility will now fight very hard to get every kilowatt hour that they can post to savings so that they can capture these lost revenues and those kinds of incentives are difficult to manage for regulators.

All right.  Question.  Do PUCs govern community owned utilities or cooperatives?   So, in a majority of states PUCs do not regulate co-ops and municipal electric departments, public utility districts.  But in many states they do.  Where I live in Vermont, the regulator regulates all the utilities of all kinds.   

In terms of the relationship, I think very often there is something that I think theorists call a yardstick competition between investor owned companies and consumer owned companies.  If the investor owned company has a fabulous energy efficiency program, it’s probable that a nearby consumer owned utility will eventually have one, too, because neighbors talk to neighbors and people figure these things out.  

There’s also the issue of whether there’s a chronic problem with all the utilities doing efficiency and in those kinds of cases the third party or independent administrator can be a useful way of bringing the quality of efficiency across the board up to a good level.


Do I have an example of any states where the PUC led an effort either a resource standard or voluntary target accompanied by a consideration of alternative rate designs to align utility interests with the investment in energy efficiency?


So, that’s a great question.  I appreciate that.  You’re asking basically if any state’s gotten it right because I think of any state that’s thinking about a coherent approach to all of the different things under the control of government to work together to support energy efficiency.  

So, there’s a few states that have done pretty well.  California has decoupling.  It has strong standards.  It seems to be getting bogged down a little bit in trying to get the right level of evaluation, measurement and verification right.  But they’ve elevated efficiency in the loading order of resources, in the preference of resources to the highest position and so there’s a lot of good things to point to about the effort that California has gone into to create this coherence.


I think Vermont is another state that fits this description.  With a little bit less noise and drama, things are perking along in Vermont at a high rate and we have a third-party administrator in Vermont.  The utilities are decoupled anyway even though they’re not doing efficiency because there’s a general recognition that everybody wants utilities to be supportive and not feeling like every time Efficiency Vermont does well, utilities don’t do well.  So, creating decoupling is a good example of that.


Oregon, I think is a state that’s also trying to do a good job with this.  They’re trying to deal with the utility incentives even though they have an independent administrator.  And still have integrated resource planning for their utilities bringing the work of the Energy Trust of Oregon into that.  

Massachusetts is another good example.  Their governor came in with a law shortly after he became governor.  He’s just started his second term now but during his first term the Green Communities Act has put a lot of positive energy efficiency messages into the state government which have been implemented and those are now propelling Massachusetts to very high energy efficiency targets.  

I guess I’ll stop there.  There’s a lot of other states that are perhaps setting themselves up to be that.  Connecticut just passed a good law this year.  We’ll see how that gets implemented.  Arizona has put a lot of good measures in place through the commission.  It’s a little unclear how lasting those will be.  I think there’s going to be some tests for those and we’ll see if they last.


So there are a lot of good states to look to and unfortunately there are a lot of other states which have had more confusing records.  

Oh, and alternative rate design.  The straight fixed variable approach is not a popular one in electric.  It’s a little more popular in gas but in either case a straight fixed variable rate design is not supportive of energy efficiency.  

What is straight fixed variable?  It’s basically taking the money that needs to be collected by the utility to support fixed costs and putting that all into the customer charge.  So, if you think about your own electric bill and in some places the customer charges around the United States are $3.00 or $5.00 or $7.00.  Imagine if that were $30.00.  Or $40.00.   So, automatically before you use a kilowatt hour, your bill is $30.00 or $40.00.  And then the energy charge is just the incremental energy and a short run marginal cost at that.  Not really a long run marginal cost.


So it really disrupts the customer’s perspective and there’s a lot written about the merits of straight fixed variable but generally it is not constructive for energy efficiency.  It’s very useful for the utility but it’s not really constructive for energy efficiency.  

In how many states do PUCs regulate co-ops and municipally owned utilities?  I don’t have the answer to that.  That’s one of those things where perhaps offline Johanna can get your contact information and we can gather that information for you.


Is there a state program or parts of state programs to emulate in the Southeast?


Well, Arkansas is a great example.  I showed you their quick star programs.  Arkansas is a case where in 2006 they decided that a 1977 law passed in the midst of the oil crisis actually provided them with the support that they needed.  They didn’t need the legislature to act.  

They went through a process of creating a rule.  It was a very public process.  I happened to participate in that.  The rule then led to a process that the utilities and the advocates seemed to like.  Which one measure of success is if everybody finds that it’s a workable process and in Arkansas I think it was workable.  

I think there was a recognition that Arkansas was gonna crawl before they walked.  I think they’re now in the process of walking.  They’ve upgraded their practices and their goals and I think they’re looking ahead to running some day in the future.  And I think many of the other Southeastern states are aware of Arkansas and how well that’s turned out.  

There’s Kevin.  If you have an electric utility where a large percentage of their customers heat their homes with propane, are there incentives that can be used to encourage electric utilities to invest?


This is a tough one for regulators because they feel very often that the money that comes in to support energy efficiency programs should go back out to support their utility service.  So, remember what I had talked with you a little bit about the difference between a total resource cost test and the utility cost test.  The state that feels that an economy wide approach to energy efficiency would see the opportunity for propane energy efficiency as something worth doing potentially because there would be significant benefits in that.  But some commissions have trouble going that far and they might feel that it would be more important to just focus on using consumer dollars to improve the utilities system and if a utility cost test approach is important for that.  

There is a political aspect to this.  Propane dealers sometimes feel that by providing service to propane customers you’re taking value added services away from them and so one has to watch out for the politics in this.  A few states in the regional greenhouse gas initiative region, which is the Northeast, are using dollars from selling carbon allowances to support energy efficiency and unregulated fuels and that’s one way of getting around this.  They’re using the money to merge into their utility programs but the source of the money is really one about reducing carbon and so that gets away from the nexus issue that can be difficult


Next question.  In the states where PUC followed its own administrative process in issuing an order mandating ERS, independent of legislative action, what has been the legislative response?


Interesting question.  I think the commissions in these cases have to be measured so Arkansas is an example where I think the initial things that they did were measured so that it wouldn’t cost too much.  The industrial customers who were opposed to what the commission did didn’t have too much to complain about because it wasn’t gonna cost them very much and meanwhile support for the programs built.  The goals are now more.  The charge is now more.  

But there’s more support for the programs so this measured approach of commission living in the real world of politics knows not to go too far.  Now it will be interesting to see – I mentioned Arizona, an elected state, the chair during the work that they did there was term limited.  There is now a couple of new commissioners.  So far there has been no change to what they have done there.

One other thing about Arizona because they’re elected the legislature really has less to say about what the commission does because they think of themselves really as a distant arm of government.  So that’s an interesting dynamic there.


Montana I think there has been no fuss.  Idaho there’s been no fuss.  Those are the IRP processes.  No significant fusses there.  New York commission has a lot of latitude.  There hasn’t been any legislative response.  Indiana it’s all new so there hasn’t been time for a response and as you probably know Vermont just loves this stuff so the legislature just wants more of it.  

We’re a little bit past four and I see we’re at the end of the questions so, Johanna, I’ll turn it back to you.

Johanna Zetterberg:
Thank you, Rich.  I think now would be a good time to   conclude the webinar and I want to thank you very much, Rich, for taking the time to answer all these questions and present to us today.  

If anyone participating on the call is interested in speaking with Rich further, if you have some more specific questions for your state, or if you have any questions of a general nature, either way, I’ll ask that you get in touch with me, Johanna Zetterberg, and we will move your request forward from there.  

So, thank you everyone for participating and this will be the end of the webinar.  Goodbye.

[End of Audio]
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