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or over 23 years, utility-funded energy efficiency programs have proven to be a widely available resource
for meeting customer demand at Jow cost. We now have a wealth of experience demonstrating thatenergy
efficiency programs cost a fraction of the cost of generating, transmitting and distributing electricity,

and provide a variety of benefits in terms of lower bills, reduced system risk, increased system reliabilicy,

reduced environmental impacts and more.

In ]une 2014, when the U.S. Environmental Protection Agency (EPA) issued proposed regulations! under the Clean
Air Act (CAA) for reducing greenhouse gas emissions from existing sources in the electricity industry, it created another
compelling reason for states to promote energy efhciency programs. Efficiency programs are among the lowest-cost
options for reducing carbon emissions, and can play a significant role in reducing the costs of complying with the EPA's
new plan (abbreviated here as “CAA 111(d)").

However, if we ate to unleash the full potential of energy efficiency programs to comply with CAA 111(d), many
states will need to improve their procedures for reviewing and approving utility-funded programs. Enormous reservoirs
of low-cost efficiency resources remain untapped, primarily because several regulatory practices and conventions hinder

the identification and development of the full potential of energy efficiency resources. In this article, we describe two

of the most important of these barriers and propose strategies for addressing them.

H Outdated Practices. Many states’ practices for evaluating
the cost-effectiveness of energy efficiency resources are otdated
and overly narrow, thereby leaving a large amount of cost-effective
efficiency opportunities out of reach of utility-funded programs.
States can modify their efficiency screening practices in several
important ways to ensure that they tdentify alt efficiency resources
that are in the public interest,

B Rate Impact Fears. Many states limit the budgets for
utiliey-funded energy efliciency programs due to unsubstantiated
concerns and/or misperceptions about rate impacts. States can
address these important concerns directly by properly analyzing
the rate impacts of energy efficiency programs, and raking advan-
tages of several opportunities for mitigating any such impacts.

Understanding the FPlan

As part of che Clean Power Plan, EPA proposed regulations o
reduce CO, from existing fossil fuel-fired power plants - the
largest single source of greenhouse gas emissions in the country -
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by 30 percent below 2005 levels
Howcanmy 0.0
State use For the purpose of setting
effic|ency to CO, reduction targets, EPA has

identified a set of options (called

cut GO, for
the least cost?

“building blacks™} that allow states
to achieve meaningful CO, reduc-
tions at a reasonable cost. These
building blocks include: (a) reducing coal-fired emission rates;
(b) re-dispatching existing nataral gas combined cycle units; {c)
crediting a portion of nuclear generation; (d) expanding renew-
able generation; and (¢} expanding end-use energy elliciency.
The energy efficiency building block is defined loosely and
could consist of utility-funded efficiency programs, building
codes, appliance standards and other measures to increase
end-use efficiency.

In developing specific CO, emission reduction targets for
each state, the EPA conducred what could be considered a
high-level feasibilicy assessment of each building block in each
state. Accordingly, the emission reduction targets differ from
state to state, with individual scate emission reduction targets
being based on the extent to which they could effectively use
each building block.

For the efficiency building block, EPA found that 12 leading
states have achieved — or will achieve with existing requirements —
annual incremental savings rates of at least 1.5 percent of retail
electricity sales. To the EPA, these 12 states provide evidence of
an achievable goal for all states. The agency determined char for
the efficiency building block, cach state’s annual incrementat

1, USEPA Proposed Rule: CAA Section 111{d) Emission Guidelines for Exisiing
Power Plants, Docket [D No. EPA-HQ-OAR-2013-0602, June 2, 2014,
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Annual Efficiency Savings of Three Leading States: Actuaf and Planned
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savings rate should increase from its 2012 annual savings rate to
a rate of 1.5 percent over a period of years starting in 2017, All
states are expected to reach the 1.5 percent annual incremental
savings rate by 2025 at the latest.

For the U.S. in toral, EPA estimated that end-use energy
efficiency could be used 1o achieve roughly 23 percent of the
total CO, emissions reduction target by 2030. The energy
efficiency portion of each state’s CO, target varies widely by
state, with EPA estimating that energy efficiency could be
used ro achieve anywhere from as lirtle as 10 percent to over
77 percent of the target, relative to the other building blocks.
Energy efficiency is cleatly intended to play a significant role
in reducing CO, emissions.

EPA allows states a tremendous amount of fexibilicy in
determining how they will meet their 111(d) emission rate wargets.
None of the building blocks described above are required for
compliance; they are used only to establish the emission targets
each state must meet. States may employ as much or as litde
of each building block as they sec fit, so long as cheir strategy
achieves the required emission performance.

This flexibility puts encrgy efficiency front and center in the
analysts and the process for complying with CAA 111{d). Since
energy efficiency is among the lowest-cost options for reducing
CO; emissions, then, generally speaking, the more energy
efficiency that a state can implement the lower the state's cost of
compliance will be. In fact, energy elficiency should be scen as
a “no regrets” option for complying with CAA 111(d) because,
unfike most other compliance options, it can reduce electricity
system costs as well as reduce CO; emissions.

Therefore, one of the key questions that CAA 111{d) raises for
each state ts: “How much energy efficiency can my state develop
in order to reduce CO, cmissions at the lowest possible cost?”
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Success Stories

Many states have been ramping up their energy efhiciency pro-
grams in recent years, with severaf states already achieving annual
efficiency savings of 2 percent of retail sales or more, just from
uciticy-funded programs (£.¢,, not counting addirional savings from
effictency codes, standards and other policies). Figure I presents
annual utility-funded efficiency savings in recent years for three
of the leading states on enetgy efficiency: Massachusetes, Rhode
[sland and Vermons. In 2008, both Massachusetts and Rhode
Island legislatures passed lovs mandating the implemencation
of all cost-effective energy efficiency resources. The results of
those efforts are clear in Figiore I, where savings in those states
increased significantly after 2008.

Towo other states — New York and Arizona — currently have
binding energy cfficiency resource standards (EERS) that will
require utility programs to achieve at least 2 percent annual
savings. An additional 13 states? have an EERS requiring annual
savings of at least 1.0 percent, with most of those at 1.4 percent
or higher. Other states, such as California (which has an EERS
for ucilities set at 0.9 percent), would almost cerrainly be added to
this list if the savings from building codes, equipment standards
and other polices were included.?

Despite the progress in developing energy efticiency resources
in these states, the majority of staces still have a long way to go.
As of 2011, 35 states had not achieved

The gap
between
feading and
lagging states
shows a vast
opportunity
for savings.

efficiency savings equal to 1.0 percent
of retail sales, and 19 states had yet
to achieve even 0.5 percent of sales.
This gap berween the efficiency
savings of the leading states and
the other states indicates that there
remains a vast opportunity for states
to significantly increase energy effi-
ciency savings. Some utilities claim

that they are not able to achieve sav-
ings levels as high as the leading states, because their states are
“ditterent,” citing clectricity prices, avoided costs, demographics
or customer demand for efficiency. While it is true chat these
tactors can influence the amount of achievable cost-effective
efficiency savings in a state, it is not true that these factors limit
the development of cost-effective energy efficiency programs to
the extent that savings levels in the 1.5 percent of sales range
and higher cannot be met. All states have a large potential for
cost-etfective efficiency savings, and new efficiency technologies

2. llinois, Matyland, Maine, Colorado, Minnesota, Connecticur, [owa, Ore-
gon, Hawaii, Washington, Arkunsas, New Mexico, Michigan,

3. American Council for and Energy-Efficient Econamy, 2013 State Energy
FEfficiency Scorecard,” Appendix B. Also, see ACEEE, State and Local Pelicy
Database, State Scorecard Rank, available at: heep://database aceee.org/

state-scorecard -rank,
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and opportunities are constantly emerging.*

The biggest difference between the states, and the main reason
for such vastly different efficiency results to date, is the regulatory
support thar each state provides energy efficiency. Cost recovery,
treatment of lost revenues, ucility incentives, cost-effectiveness
screening and consideration of rate impacts — they each play 2
critical role in determining the amount of etficiency savings thar
each state will achieve, States that wish to utilize the full potential
of efficiency to reduce the cost of compliance with CAA 111(d)
should consider options for improving these critical regulatory
policies. Improving cost-effectiveness screening practices is one
key option available co states for increasing regulatory support
of energy efficiency, as discussed in more derail below.

Prohlematic Practices

The Califernia Standard Practice Manual {CA SPM) has been
widely used for many years as a guide for how to apply energy
efficiency screening tests. The CA SPM describes several tests
that can be used to screen programs for cost-effectiveness, where
each test is intended to represent a different “perspective™ the
Rare Impact Measure (RIM) test, the Participant Cost test, the
Utilicy Cost test, the Tota! Resource Cost {TRC) test, and the
Societal Cost test.

Despite widespread use of the CA SPM, there has been
considerable debate for many years about the proper way to
define the cost-effectivencss of utility-funded energy efficiency
programs. Most states use the Total Resource Cost test, some
states use the Utility Cost test, and some states use the Societal
Cost test. However, each state applies these tests differently,
resukiing in very different screening practices across the states.

Furthermore, as states have increased their efficiency activities
in recent years, several problems with current efficiency screening
practices have become apparent.

First, many states apply the standard screening tests without
consideration of their own energy policy goals. This omission
often results in understating some of the key benefits of energy
efficiency programs.®

Second, many seates apply the TRC test in a way thart is
internally inconsistent. This test includes all of the participanc
costs of an efficiency measure by design. In order to be internatly
censistent, the test should include all participant benefics, includ-
ing non-gnergy benelits. Most states using the TRC west ignore

4. Sce, ez, McKinsey & Company, nUnlo(king Energy Efﬁcicncyin the US
Economy,” Ju ly 2009,

5. Most states have overlooked the face thar the CA SPM explicitly stares
that policy goals “are 20 integral part ot the cost-eftectiveness evaluation,”
although it docs not provide explicit guidance for taking these considerations
into account. California Public Utilities Commisston, “California Standard
Practice Manual: Economic Anslysis of Demand-Side Programs and Proj-
eces,” October 2001, page 7.
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or significantly understate non-energy benefits, leading to results
that are inherently skewed against energy efficiency.

Third, many scates are relucrant to account for energy effi-
ciency benefits chat are uncertain or difficult to quandfy. Since
efficiency costs are easy to quancify and many efficiency benefits
are difficult to quantify, this reluctance often leads to understating
some of the benefits of efficiency programs.

And lastly, the five screening tests defined in che CA SPM
do not address the one perspective that is most important when
deciding whether to approve energy efficiency programs: the
public interest perspeceive,

A Better Framework

These problems with efficiency screening practices led 1o the
development of the National Efficiency Screening Projece (NESP).
Energy

The NESP is a group of organizations
and individuals that are working together

8ff|C|ency to improve the way thac elecrricicy and
means ‘no natural gas energy efficiency resources are
, screened for cost-effectiveness, The purpose
2’egrets - of this initiative is to improve efficiency
It cuts both screening practices throughout the United
costs and States, and to help inform decision makers
reparding which efficiency resources are

carbon.

in the public interest and what level of

investment is appropriate.

NESP has developed a Resource Value Framework (RVF)
as a way to address the efficiency screening problems identified
above.® The RVF is a set of principles and recommendations
to provide guidance for states to develop and implement tests
that are consistent with sound principles and best practices. It is
designed intentionally to provide each state with the flexibilicy
to ensure that the test they use mects their state’s distince needs
and interests, as defined by relevant energy policies and regula-
tory orders.

The RVF includes the following six principles for screening
energy efhiciency resources.

1. The Public Interest

2. Energy Policy Goals

3. Symmetry

4. Hard-to-Quantify Benefies

5. Transparency

6. Applicability

Fitst, above all, remember that the ultimate objective of
efficiency screening is to determine whether a particular energy
efficiency resource is in the public interest. Efficiency screening
practices therefore should accouns for the energy policy goals

6. The National Etficiency Screening Project, “The Resource Value Framework:
Reforming Energy Efficiency Cost-Eftectiveness Scevening,” August 2014,
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of each state, as articulated in legislation, commission orders,
regulations, guidelines and other policy directives. These policy
goals provide guidance with regard to which efficiency programs
are in the public interest.

Motcover, efficiency screening practices should ensure that
tests are applied symmetrically. That means that both relevane
costs and relevant benelits are included in the screening analysis.
For example, a state that chooses to include participant costs in its
screening test should also include participant beacfits, including
non-energy benefits; otherwise, the test will be skewed against
energy efficiency resources.

And what abour those hard-to-quantify benefits? In particu-
lar, efficiency screening pracrices should not exclude relevant
benefits on the grounds that they are difficult to quantify and
monetize. Several mechods are available to approximate the
magnitude of relevant benefits. And to ensure transparency,
energy efliciency program administrators should use a standard
template to explicitly identify their state’s energy policy goals
and to document their assumprions and methodologies.

Lastly, the Resource Value Framework enjoys ease of
applicability. It can be used by regulators in any state to
determine it customer-funded energy efficiency resources are
cost-effective. The RVF muay also be applicable for evaluating
the costs and benefits of other demand-side and supply-side
resources, although application in this context has not yet
been fully examined.

To return again to the first of the six principles, what does it
mean to determine whether an efficiency resource is in the public
interest? Utility regulators’ primary responsibility is to serve
and protect the public interest through oversight of che ucilicy
system. In practice, regulators Frequenti)f make determinations
as o whether utility investments or actions are in the public
interest. Such determinations typically require weighing many
different factors and considerations, some of which invelve
tradeofts (e.g, cost versus reliability) and some of which require
consideration of impacts that are not quantified. In making
such determinations, regulators consider those factors that are
within the bounds of their authoriey. This same approach can,
and should, be applied 10 screening energy etficiency resources.

Note thart the public interest perspective is not the same as
the societal perspective. The societal perspective includes all
relevant impacts to society, whereas the public interest perspec-
tive includes only those impacts that are within the bounds of
regtilators’ scope and authority. Some societal impacts might fall
outside those bounds.

Applying the principles owtlined above, 2nd propetly recogniz-
ing the public interest perspective, would significantly improve
the efficiency screening practices in many seates. They would
also make the screening practices, and the rationale behind them,
more teansparent than they are today. To further encourage
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transparency, the RVE recommends that a standard template be
used to present the specific costs and benefits of each efficiency
program, including an indication of how the difficult-to-quantify
impacts ate accounted for.

Figure 2 presents an example of such a template. Note that it
presents an ilfustrative list of costs and benefits that a state should
take into account, depending upon its energy policy goals. States
may choose to account for impacts beyond the itlustrative impacts
presented. Also note that this template should be accampanied by
references that provide full documentation for all the assumptions
and results presented.

Estimating Rate Impacts
Ever since u{ili(y—fundcd energy cfﬁcicncy programs were first
introduced as a low-cost resource to meet customer demands,

EPA allows

many commissioners, consumer
advocates, business groups and others

states a have cxprcss?d concern that efficiency
t d programs will exert upward pressure
remenaous on rates. As a result, many states have
amOUﬂt Of limited or reduced efficiency program
ﬂeX|b|I|ty in budgets, resulting in widespread lost
det . opporeunities for realizing cost-effec-
etermini ng tive energy efficiency savings.
hOW they Although efficiency programs can
Wi" meet and do affect rates, the relationship

between che two is widely misunder-

their targets.

stood. [t is imporeant to recognize that
energy elficiency programs can inftu-
ence rates in four ways — upward, due to the need to recover
the costs of (1) the program or (2) lost revenues from reduced
sales — and downward, as costs are (3) avoided for generation,
transmission or distribution, and as (4} energy costs fall at the
margin, pushing rates down. ’

1. Program Costs. Many states allow for immediate recovery
of efficiency program costs through separace charges, pushing
rates up in the short term, /.., coincidenc with the program
implementatian. ‘

2. Lost Revenues. Rates might increase because of the need
to recover 1 portion of the revenues that are tost because of reduced
sales from the efficiency programs. The magnitude and timing
of this impact will depend upan whether a state adopts policies
to recover these lost revenues between rate cases.

3. Avoided Costs. Efficiency programs can help avoid
generation, transmission and distribution costs. The timing and
the magnitude of any reductions in rates will depend upon the
specific costs avoided, as well as the frequency of wility rate cases.

4. Falling Marginal Costs. This effect — rates dropping as
marginal costs fall - is most obvious in regions with competitive
wholesale energy markets, and is often referred to as the price

weny fortaightiy.com




TempLatE — THE RESOURSE VALUE FRAMEWORK

An itlustrative fist of costs and benefits that states should consider in nieeting energy policy goals.

Program Name: [ Date:
1. Key Assumptions, Parameters and Summary of Results
Analysis [evel - Program
I Partfolig
Measure Life Discount Rate
Projected Annual Savings Projected Lifetime Utility Savings
2. Monetized Utility Costs Monetized Utility Bensfits
Program Administration Avoided Energy Casts
incentives Paid fo Participants Avnided Capacity Costs
Sharehalder incentive Avoided T&D Costs
Other Utility Costs Wholesale Market Price Supprassion
| Avoided Enviranmental Compliance Costs
Dther Utility System Benefits
NPV Totaf Utilty Cost - NPV Total Utity Benefits -~ ="
3. Monetized Participant Costs Monetized Participant Benefits
Participant Contribution Participants' Savings of Other Fuels
Participant’s Increased O&M Costs  Participant Non-Energy Benefits: oo
Other Participant Costs Participants’ Water and Sewer Savings
Participants’ Reduced Q&M Costs
Parficipants' Health Impacts
Participant Employes Productivity
Participant Comfort
Additional Low-Income Participant Benefits
Other Participant Non-Energy Benafits
NPV Total Participant Cost .-~ NPV Total Participant Benefits =~ =]
4. Monetized Public Costs Monetized Public Benefits
Public Costs Pubfic Benefits of Low income Programs
Reduced Environmentaf Impacts {if monstized)
Public Fuel and Water Savings
Reduced Public Health Care Costs
Qther Public Benefits
NPV Total Public Costs NPV Total Pablic Benefits
Total Monetized Costs and Benefits
Total Costs Total Benefits
Benefit- Cost Ratio Net Benefits
5. Non-Monetized Public Costs and Benefits
Non-Monetized Benefits Comments
Promotion of Customer Equity
Reduced Risk
Increased Refiability
Reduced Environmental Impacts (if not monetized)
increased Jobs and Economic Development

6. Determination:

U Program is in the public interest

vivay. forfnightiy.com

= Program 15 not in the Public Interest

Ocreser 2014 Pustis UriLmies FORTHIGHTEY 35



suppression effect. Energy efficiency can also cause the marginal
costs of vertically integrated udilities to fall.

Many states limit efficiency program funding because of
concerns about rate impacts — without even estimating what
those impacts will be. In these cases, the mere perception of rate
increases creates a barrier o energy efficiency.

{n those cases where there is an estimate of rate impacts, the
estimate is frequently limited o the first impact described above
{the recovery of program costs) because it is the most obvious
impact and the eastest to identify and quantify. This practice
provides a misleading indication of the actual rate impacts, by
ignoring the other effects.

Those estimates of rate impacts that do account for the
recovery of fost revenues often overstare the lost revenues, by
ignoring opportunities to offset lost revenues (e.g., through
increased off-system sales), by oversimplifying the ratemaking
process (e.g., by assuming rate cases occur every year), or by not
accounting for the actual relationship between sales and rates.

Further, the downward pressure on rates as a result of avoided
costs is often understated due to the long-term nacure of those
effects. Efficiency programs typically result in costs in the first
year, with avoided cost savings strecching five, ten, even twenty
years into the Future. If the estimate of rate impacts does not
include all of those years during in which the savings occur
beyond the costs, then the estimate will significantly understate
the downward pressure on rates as a result of efficiency programs.

Consequently, most estimates of rate impacts from energy
efficiency programs—to the extent they are undertaken ar
all—grossly overstate the likely rate impacts. Overstatement of
rate impacts has led some stakeholders to reach the conclusion
that energy etficiency is generally bad for customers: a very
misleading conclusion, given that efficiency often costs less
than one-third 1o one-half of supply-side resources.

A more thoughtful approach to rate impacts requires rec-
ognizing that the central issue is about customer equity. All
custamers experience some benefits from energy efficiency
programs, in terms of reduced transmission and distribution
costs, reduced costs of environmental compliance, reduced risk,
increased reliability and price suppression effects in wholesale
electricity markets. However, efficiency program participants
experience even greater benefits than non-participants, as a result
of reduced elecericity bills. Therefore, 1o the extent thar rates are
increased as a result of enerpy efficiency programs, participants
will experience greater benefits than non-participants.

In order to understand fully the equity issues raised by
energy efficiency programs, it is necessary to properly consider
three related questions:

B How much are rates likely to increase?

B How much are bills likely to be reduced by the energy

efficiency?
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B What portion of customers is likely to participate and
experience net bill savings?

Providing answers to all three of these questions can help
illustrare how customers will fare overall under proposed effi-
clency programs. This information is necessary for regulators
to properly balance the tradeofts between the many benefits
of energy efficiency programs, especially reduced bills, and the
customer equity concerns raised by rate impacts.

The Vermont Study
Synapse Energy Economics, an energy consulting firm in Cam-
bridge, Massachusetts, recently estimated the rate, bill and partici-
patton impacts of the Long-Term Efficiency Plan in Vermont on
behalf of the Vermont Department of Public Service.” Vermont
has been a national leader in cfficiency savings for many years,
and the Long-Term Efficiency Plan assumes continued aggressive
efficiency programs with annual savings of approximately 1.5
percent of retail sales for the next 20 years.
The results will probably be surprising w those concerned
about rate impacts of energy efficiency. Synapse found that che
long-term averape rate impacts

Many states limit
efficiency program
funding because
of concerns about
rate impacts —
even without
knowing what
those impacts

will be.

for the 20-year plan are likely
to be relatively modest. Over
the long term, meaning the
20-year period of the plan
plus the time period for
which savings and benefits
attributed to the efficiency
programs will be experienced,
the plan results in a roughly
0.5 percent increase in rates
for business customers with
demand charges; a roughly
1.0 percent increase in rates
for business customers without demand charges; and less chan
a3 percent increase in rates for residential customers.?

Given the magnitude of efficiency savings already achieved
in Vermont, combined with the magnitude of efficiency savings
included in the 20-year plan, it is clear that states with less
efficiency experience and lower efficiency goals would see rate
impacts considerably lower than those estimated in Vermone.

The Vermont study also found thar participating customers
will be able to more than offset chese rate impaces through
participation in the efficiency programs. Even the program
wirh the smallest per-customer savings, the Efficienc Products

7. Synapse Energy Economics, [nc. "Rate and Bill Impacts of Vermont Energy
Efficiency Programs,” April 14, 2014,
8. Theannual rate impacts tend 10 be higher in che carly years and lower, includ-

ing net rate reductions, in the ]JLEr)’mrs.
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program (which includes retail lighting purchases), is expected to
reduce a typical residential customer’s consumption by roughly
5 percent, resulting in a net reduction in the electricity bill of 2
percent (after accounting for the rate increase). Other programs
offer participants significantly greater savings opportunities, as
much as 15 to 30 percent.

Even more interesting are the customer participation results.
From 2002 through 2012, Efticiency Vermont has already:
served the majority of its customers through the Efficient
Products program; served roughly 30 percent of business
customers through its business retrofic program; and served
over 10 percent of residential customers through its residential
retrofit program. By the end of the 20-year plan, Efficiency
Vermont could serve the vast majority of business customers
and as much as 60 percent of residential customers chrough
its retrofic programs. This finding comes in addition to the
participation in the Efficient Products program, which would
serve the vast majority of customers, including participation
multiple times by some customers.”

The specific indings of the Vermont study must be used
with some caution, however, given the uncertainties and data
limitations inherent in such forecasts.'"® Nonetheless, the gencral
findings are clear and robust. With one of the most aggressive,
long-term efficiency plans in the country, Vermont is achieving
efficiency savings comparable or higher than those used by the
EPA in setting the 111(d) CO, reduction targets. The Vermont
plan is likely to produce only modest rate impacts, yet achieve
net bill reductions for the vase majority of customers participating
in the programs.

Participation is Key

Ultimately, regulators need to balance the tradeoffs between
increased rates, and all the benefits of efficiency, particularly
reduced bills. Fortunately, program participation can have a
natural countervailing impact on rates. Those states offering
very modest efficiency programs will likely not experience any
noticeable rate impacts, but will have low participation rates.
Those states offering very aggressive efficiency programs will
likely see modest rate impacts, but these will be offset by much
higher participation rates. In the case of aggressive efficiency
programs, this is likely to be a perfectly appropriate tradeoft.

9. The Vermont Public Service Board found these results helpful in approving
the proposed 20-year plan, stating that the “breadth of customer participation
is a key component not only in understanding the implications of rate and bill
impacts, but also in building customer support for porentially more aggres-
sive energy efficiency budgets in the future.” Vermont Public Seevice Board,
“Order Re: Energy Efficiency Utility Budgets for Demand Resource Plans,”
July 9, 2014.

10. One of the key limitations in the data is the extent to which customers parrici-

pate in programs multiple times,

wviv fortnightiy.com

Furthermore, there are several steps that utilities and regulators
can take to increase customer participation. It is widely recag-
nized that rate impacts of efficiency programs can be mitigated
by reducing the costs of the programs themselves. It is much
less widely recognized that rate impacts can also be offset by
taking steps to increase customer participation in the efficiency
programs. Since long-term rate impacts of efficiency programs
tend to be modest, even the purchase of a few efficient light
bulbs or similar measures can completely offset rate impacts
from efficiency programs.

Customer participation can be increased through program
design practices. For exmnple, programs can provide efficiency
opportunities for all relevant end-use types; provide opportunities
for all customer types to participate; and tailor customer financial
incentives and technical support to assist each of these customer
types in overcoming the barriers to energy efficiency, specifically
pursuing hard-to-reach customers or those customers that have

A more
thoughtful
approach on
rate impacts
will focus on

not participated much historically.
More importantly, customer par-
ticipation can be increased through
avariety of regulatory policy options,
including larger program budgets to
increase participation, better data

gathering to document participation,

customer and incorporation of participation rates
. within both program goals and utility

eq UIty' shareholder incentives.

==y

Boosting program budgets to boost
participation might run exactly opposite to the typical response
to rate impact concerns, but might in fact result in a much better
way to address customer equity and to maximize the benefits of
energy efficiency. And the extent to which customers participate
in energy efliciency programs is not well documented or analyzed
in any state with which we are familiar, despite the critical
importance of this informacion.

Morcover, make the goal of increased participation explicit,
and require efficiency program administrators to express customer
participation rates in efficiency plans and in setting efficiency
goals, in the same way chat energy savings and capacity savings
are expressed in plans and goals. And along those same lines,
incorporate participation rates in utility shareholder incentive.
Many states offer shareholder incentives o encourage utilities
to design and implement successtul efficiency programs. These
incentives could be modified to encourage desired levels of
customer participation, as well as to encourage energy and
capacity savings.

Adoption of these practices can result in widespread adoption
of efficiency measures, significantly reduced utility system costs,
reduced bills across the vast majority of customers and minimal
customer equity concerns.
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The Takeaway
The EPA's proposed regulations have highlighted the impor-
tance of staes to identify and implement cost-effective energy
efficiency programs — not enly for the familiar benefits of
reduced cost, reduced risk, and improved reliability, bur also
for the benefit of being able to comply with CAA 111(d) at
the lowest possible cost. Consequently, proper identification
and implementation of energy efficiency programs is as much
a consumer issue as it is an environmental issuc.

Regulacors and other stakeholders in each scare should take
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stock of their current policies supporting utility-funded energy
efficiency programs to ensure that the state is able to make the
most of this important opportunity, States should ensure that
their efficiency screening practices are consistent with their own
energy policy goals and will identify all efficiency resources
that are in the public interest. States should also address any
concerns about rate impacts head-on, to avoid perpetuating
misperceptions about the potential for rate impacts, and to be
able to make well-informed decisions about the full impact of
efficiency on customers, I3
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