Workgroup #6 Subgroup: Rethinking Energy Efficiency Program Policies: How to align regulatory practice with public policy goals (9/26/08)
Subgroup task: Review policies and criteria (e.g., various cost effectiveness tests, free rider/driver policies, IOU cost recovery for non-quantifiable elements like R&D and education) to determine their applicability in today’s energy efficiency market. (Note that this task was transferred from Workgroup #3.)

Status:
· Completed information gathering/discussion of cost effectiveness protocols set by the Act, Power Council and BPA
· Incomplete data gathering on public utility commission and state legislative protocols
· Remaining issues will be fleshed out in October. They include free ridership, low-income measure cost-effectiveness, point of application of cost-effectiveness criteria, implications of post-2011 BPA power sales contracts on avoided costs, interaction of codes and standards with existing equipment and buildings, recovery of costs for indirect expenditures, and state energy code differences.
Cost effectiveness tests. The Council, BPA and most state regulatory commissions rely on a Total Resource Cost (TRC) test that compares 
all quantifiable societal costs against all quantifiable societal benefits to establish whether a particular energy efficiency resource is a better investment than an alternative generating resource. The TRC test has been an appropriate mechanism for Integrated Resource Planning purposes and to help identify key energy efficiency priorities for regional efforts. However, there are some major issues with the TRC and its application to specific program operation that could be considered a limiting factor on accelerated energy efficiency program operations.
Issues identified include:

· Non-quantifiable Benefits. 
· TRC doesn’t work well in situations where it is difficult to quantify societal benefits for measures that have apparent high value for individual consumers. This sometimes leads to “counter-intuitive” program operations where an individual customer may be told they don’t qualify for a utility rebate on a piece of equipment for which they see enough value in to pay a significant portion of the costs. While the classic example of this phenomenon is residential replacement windows, other more important examples exist in both commercial and industrial environments. A simple solution for this problem would be to simply pay an incentive based on some cost per kWh of energy saved and let the consumer’s willingness to pay be a proxy quantification of non-energy societal benefits.
· Focus on Current Costs and Benefits. In most regulatory settings, TRC must be calculated based on demonstrable current costs and benefits.  This favors existing technologies that have already achieved economies of scale; it doesn’t allow for long-term costs perspective, and thus sometimes prohibits investment in new energy efficiency opportunities for the future.  For example, CFLs were initially only marginally cost-effective at $15 bulb in 1994, but now 14 years later they represent a significant EE resource and cost only $1 to $2 each.  If the analysis back in 1994 had concluded that CFLs were not cost-effective, it’s hard to believe we would be where we are today without the previous decade of investment in the technology.
· 
· 
· Confusion of TRC with Willingness to pay. TRC as a tool has been most useful as guidance for regional policy and providing direction on which EE measures to go after and also at what scale. However, when it’s applied within a specific program as a screening tool for projects or individual measures, it creates major problems with the market. Once a specific measure or targeted market opportunity has been shown to be a better alternative than a generating resource, the program implementation design should be structured based on the most effective way to address barriers to consumer adoption of the technology; e.g. what is the consumer willing to pay. That might include payments of incentives up to some portion of the total cost or it might be based on a flat payment per unit of energy saved. In any case, as long as the overall program total expenditures are less that the avoided generating resource the efficiency program is a better buy for society. 
· Codes and standards. On the other side of this issue is the convention that utilities should not pay for things consumers are required to pay for by law. Serious gaps in the code and standard enforcement raise questions about the applicability of this convention. The convention can also prevent full energy efficiency achievement when the consumer has a choice between purchasing new equipment that meets or beats an efficiency standard OR repairing very inefficient existing equipment.


