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Conservation Resources Advisory Committee

Northwest Power and Conservation Council

March 12, 2009, 9:30am-3:30pm

The first meeting of the Council’s Conservation Resource Advisory Committee (CRAC) was convened at the Council’s Portland Offices on March 12, 2009.  Tom Eckman, the Council’s Manager of Conservation Resources and Charles Grist, Senior Analyst led the meeting. A list of the CRAC members and other interested parties attending the meeting accompanies these notes.

Work Plan: Eckman opened the meeting with a presentation outlining the CRAC’s anticipated work plan and meeting schedule. (Presentations and other background material from the meeting are available for download from the Council’s web site: http://www.nwcouncil.org/energy/crac/meetings/2009/03/Default.htm). Eckman explained that the primary role of the CRAC is to provide input to the Council and Council staff on major policy issues. It is also to serve as a venue for developing and vetting proposed action items for the 6th Power Plan. The Council’s Regional Technical Forum (RTF) has been focusing on technical issues related to conservation savings and cost. In addition, the Council is hosting two additional meetings specifically addressing the technical data and assumptions underlying its assessment of regional conservation potential. These meetings are scheduled for April 21st and 28th at the Council Portland offices.

Eckman explained that the CRAC, like all Council advisory committees, is not expected to provide formal recommendations to the Council. However, if its members believe such recommendations are warranted it should feel free to provide them to the staff or directly to the Council.  Staff anticipates that the CRAC will meet three to four times before the final adoption of the Council’s 6th Plan in late summer. Eckman then summarized the major issues that will come before the CRAC. These include:

· Conservation Resource Assessment

· Cost-Effectiveness Methodology

· Achievable Potential (Long-term & Near-term)

· Modeling Issues

· Conservation Uncertainty & Direct Use of Gas

· Conservation “Action Plan” Recommendations for the 6th Plan
· Regional Conservation Acquisition Targets

· Implementation Strategies & Mechanisms

· Model Conservation Standards & Surcharge Policy

· Regulatory Recommendations

· Address NEET Recommendations

· Cost-Effectiveness (Handbook, Limitations & Bundling Measures)

· Recovery of Energy Efficiency Support Costs

· Long term regional energy efficiency forum  

The CRAC members were asked to provide comment on each of these issues during the presentation. With regard to the direct use of natural gas, a concern was raised regarding the politics of asking electric utilities to encourage their customers to switch to another energy source. Several members also wanted to make sure that the analysis was treating the potential for switching symmetrically. That is, that the study was testing whether the economics and risk mitigation favor switching to natural gas or from natural gas to electricity. Staff indicated that the analysis would look at both options.  

CRAC members were also asked to suggest other policy issues that should be addressed by the group. Ken Eklund stated that he would like to understand how the Council’s analysis was going to address carbon control risk and specifically which resources were “at the margin” in the Plan’s portfolio model. Lauren Gage stated that she would like the CRAC to discuss the derivation and impact of the conservation “risk mitigation” premium. Gage also asked if the CRAC would be addressing demand response. Eckman responded that issues related to demand response were being covered in the Pacific Northwest Demand Response Project (PNDRP) collaborative being led by Council staff member Ken Corum.  Steve Weiss expressed a concern that the cost-effectiveness of conservation measures for the weatherization of homes occupied by low-income households should somehow be addressed in the Plan.

Dick Byers asked if the staff was evaluating the potential for cost-effective small scale renewable resources. Eckman indicated that only two direct application renewable resources were being reviewed (solar water heating and solar photovoltaics). Eugene Rosolie stated that there are specific provisions in the Energy Independence and Security Act (EISA) of 2007 that will require utilities to address small scale combined heat and power (CHP). Eckman stated that these resources are not considered conservation under the Act, so that issues relating to their potential development would be best addressed by the Council’s Generating Resource Advisory Committee (GRAC). Charlie Grist suggested that the group should consider how the cost of meeting the state Renewable Portfolio Standard’s is treated in determination of the cost-effectiveness of conservation. Jim Lazar added that the CRAC should also take up the issue of how non-energy benefits are treated in this calculation as well.

Conservation Cost-effectiveness

The committee then turned to a discussion of the Northwest Energy Efficiency Task Force’s (NEET) Work Group 6 recommendation that the Council review its approach to determining cost-effectiveness. Eckman began with a presentation of the Council’s current methodology for determining conservation cost-effectiveness. Jim Lazar raised a concern that the Council is too conservative in its assessment of the Act’s requirement that “similarly available and reliable” resources be compared. He asserted that if nuclear power plants can be included as potential resources late in the Council’s planning period, then as least as speculative conservation resources should also be considered. Dick Byers asked if capacity cost was included in the Council’s estimate of avoided cost. Eckman responded that both the Aurora market model and the portfolio’s produced by the Council’s resource planning model include the cost of meeting both energy and capacity requirements. 

Hossein Haeri asked how the Act’s requirement that the Council prepare a “least-cost” plan can be reconciled with the use of a “risk mitigation premium” when determining conservation’s cost-effectiveness. Eugene Rosolie raised a similar issue, noting that there is considerable confusion about how the Council justifies buying conservation “above” avoided cost.  Eckman responded that the very first Council plan in 1983 proposed a mechanism to reduce the risk of future resource development. This concept was referred to as “resource optioning.” Securing “options” on sites and securing permits well in advance of construction would raise the initial cost of resource development.  However, having the ability to quickly exercise these “options” was expected to minimize the long-term cost of developing new resources since it could shorten construction lead time when a resource was needed and potentially avoid the high cost of premature development when loads did not grow as fast as forecast.  The current “risk mitigation premium” is just another mechanism that attempts to produce a “least cost” resource development plan over the long-term. Eckman continued that electric utilities have always incorporated risk mitigation in their planning by including such things as the cost of “spinning” reserves and redundant transmission and distribution system links to ensure higher reliability.  

Sara Patton, who was co-chair of the NEET Work Group 6, then explained that the intent of the group’s recommendation was not to have the Council change its cost-effectiveness methodology, but to provide more guidance to program implementers on how to translate it “to the field.” Patton went on to state that while some utilities and the Energy Trust of Oregon appear to apply the “Total Resource Cost” methodology used by the Council and the RTF in a flexible manner, others, and in particular, Bonneville’s customers, feel they are severely constrained.  For example, she said, there is inconsistent ability to bundle non-cost-effective measures with cost-effective measures to improve program penetration. Steve Weiss added that a customer’s willingness to pay should be used to indicate some measure of a measure’s non-quantifiable benefits.

Ken Keating responded by noting that one must be careful when using a customer’s willingness to pay as a proxy for non-energy benefits since it quickly becomes tautological. For example, first we assume that if someone is willing to pay for a measure it must be cost-effective. However, if they are willing to pay for the measure based on its non-energy benefits, why should a utility incent the measure for its energy savings since it is apparently “cost-effective” without considering these savings?

Fred Gordon recommended that we should establish some broad guidelines or principles.  Ultimately, cost-effectiveness must be reduced to rules used for program design and implementation.  Incorporating non-energy benefits that a customer may perceive into program designs requires nuanced thinking. It’s a slippery slope, and depending upon the way it’s implemented it can result in more or less rate-payer value. The question is, who should do this thinking?

Sara Patton suggested that what the Council, RTF, or someone should prepare is a “Practical Application of Cost-Effectiveness Handbook.”  This document should provide guidelines on issues such as, when it is appropriate to bundle measures, how non-energy benefits can be included in the determination of cost-effectiveness and other such “nuancing.” Fred Gordon replied that in practice, what is needed is a limited set of rules to screen out really bad ideas.

Hossein Haeri stated that the “handbook” needs to deal with two aspects of the problem. The first is translating measures as characterized in “supply curves” into programs. The second is dealing with practical issues faced by program implementation staff in the field, such as determining the “incremental cost” of custom measures. 

Karen Meadows asked whether the Council is the Regulator here for Bonneville’s programs and for those utilities covered by Washington Initiative 937. Eckman and Grist both stated that this is not a Council role. 

Mike Slate recommended that their needed to be some regional consistency in the “application” of Fred Gordon’s practical handbook in order to maintain sanity in the conservation delivery marketplace. Adjoining utilities should not be playing by completely different rules of engagement. Jeff Harris agreed with the need for a handbook, but reflected on the fact that pragmatically bundling is a dynamic activity.  Since measures and markets change over time, what makes sense to bundle changes over time. Harris asked, who oversees these “guidelines” going forward?  

Jim Lazar explained how Puget Power (now Puget Sound Energy) addressed the issue of consumer non-energy benefits in the early 1990’s. One “guideline” that evolved from that process is that individual conservation measures are tested for cost-effectiveness without program administrative costs. These measures are then bundled into “programs” and then all measures in the bundle are tested for cost-effectiveness at the program level with administrative cost included.  A second “guideline” was that customer willingness to pay can be used as a proxy for non-energy benefits. However, for measures that are only cost-effective due to the consideration of these benefits, the utilities incentive is constrained to a level that passes the Rate Impact Test so that other customers are not impacted by the payment.  

Fred Gordon warned that while “putting a dime on a dollar builds trust,” doing so could result in giving customers false confidence that they are investing in the right thing. Eugene Rosolie stated that from a publicly owned utilities perspective there is a limit to how much they are willing to incent for non-cost effective measures due to the rate impacts. It’s a built-in control.

Grist attempted to summarize the group’s discussion. It appears that the problem is not so much the way the Council determines cost-effectiveness, as it is the translation of the results of that process to the field. There appears to be mixed support for a “Translating Cost-Effectiveness to Programs” handbook because there are inconsistencies and problems with field application of cost-effectiveness.  This handbook needs to be developed with regional input. It is an open issue as to who should develop such a handbook and how it would be maintained over time.

Constraints on Conservation Acceleration and Sustained Annual Acquisition Levels

After returning from lunch, Charlie Grist presented an overview of the proposed assumptions on near-term and long-term achievable potential being used to develop the 6th Plan. He began by explaining how “achievability” is used and calculated. Grist noted that in the 5th Plan the Council had used just two assumptions for the pacing of conservation over time and the long-term maximum potential penetration. In contrast, Grist explained, staff developed individual maximum deployment rates for each major measure bundle included in the 6th Plan’s supply curves. These individual “ramp rates” were then aggregated to estimate the overall maximum pace of conservation acquisition that is achievable.

The long-term (20-year) maximum achievable potential assumption of 85% used in all prior Council plans remains unchanged, Grist stated. He noted that following the adoption of the 5th Plan the Council had prepared an issue paper that took a retrospective look at the 1983 Council Plan’s assumption of “85% achievability.” This paper concluded that the 85% assumption was supported by historical improvements in efficiency. Grist asked for comment on the proposed near term ramp rate assumptions as he presented each sectors.

Lauren Gage expressed concerned over the effect of proposed ramp rates on near-term regional conservation targets. She stated that some of the program-specific targets need to reflect pilot and proving-up nature of some of the initiatives.  For example, commercial lighting replacement ramp rate may be too high since it involves more than just lamp and ballast replacement.

Doug Swier stated a similar concern. He noted that if one breaks down the pump replacement rate to an individual plant it results in an undoable numbers of pump replacements per year. Fred Gordon responded this might be less of an issue if programs focus on the large pumps first.  The distribution of savings potential per pump system is not uniform across all sizes.  Savings are highly skewed to the large pumps so by replacing these first, far fewer pumps need to be converted. He also suggested that the Federal Economic Stimulus money might induce faster near-term ramp rates.

Stan Price expressed a desire to review the implications of the commercial building commissioning ramp rates. Ralph Cavanagh suggested that the Council review the participation rates in new commercial building programs being achieved by California utilities. He stated that these appear to exceed those being proposed for use in the 6th Plan.

Jim Lazar suggested that we consider declining cost curves in the technologies. Jeff Harris suggested splitting up the ramp rates being proposed for the distribution system efficiency measures. He proposed that faster ramp rates be used for load tap changers, since this measure simply requires that a utility send a technician out several times a year to reset the taps. On the other hand, Harris continued, slower ramp rates should be assumed for measures that require major capital investments such as end-of-line voltage control and re-conductoring. Finally, Harris noted that NEEA has recently initiated a market transformation venture focused on home electronics in collaboration with California utilities. As a consequence, he suggested that the near-term ramp rates for televisions should be faster.

Sara Patton expressed concern that much of what she was hearing was “target fear” rather than proactive efforts to ramp up the acquisition of the lowest-cost resource for carbon control.

In response to Chris Robinson’s request that Grist “cut to the chase,” he showed the overall ramp rates for lost-opportunity and non-lost opportunity resources. Grist then displayed a chart showing that the maximum ramp rate for lost-opportunity resources costing less than $100 MWH begins at around 80 aMW per year in 2010 and ramps up to a maximum of around 140 aMW per year by 2019. For non-lost opportunity resources costing less than $60 MWH the maximum ramp rate begins at around 140 aMW per year in 2010 and ramps up to a maximum of around 160 aMW per year by 2019. 

Tom Eckman adjourned the meeting at approximately 3:45 PM.  The next meeting of the CRAC is set for Friday, April 17, at the Council Portland office.  
These minutes are an accurate and complete summary of the matters discussed and conclusions reached at the Conservation Resource Advisory Committee meeting held on March 12, 2009.

Certified by:      /s/  Tom Eckman___      _               


    Tom Eckman, Chairman
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