NEET Workgroup #6:  Rethinking Governance and Energy Efficiency Policies: 

How do we optimize the alignment of regulatory practice with public policy goals?

–Work Group 6 divided itself into four sub Work Groups: Program Policies, which dealt with cost effectiveness and cost recovery policies; Load Management and Smart Grid, Direct Application Renewables and Decoupling. This Report covers the first three sub Work Groups’ first and second priority recommendations. The Decoupling sub Work Group submitted its final report separately.

Although none of the Work Group 6 recommendations calls for the formation of new regional entities or substantial new responsibilities for existing regional entities, they ask for new thinking and new solutions for a very broad variety of actors throughout the region. They ask public utility commissions, individual utilities both publicly and investor owned, the governing boards of publicly owned utilities, the Northwest Power and Conservation Council, the Bonneville Power Administration and others to make changes in some of the important policies that govern the acquisition of energy efficiency in the region. Work Group 6 members believe that these changes are critical for a new generation of energy efficiency to provide the foundation for green jobs, a healthy economy and a stable climate the twenty first century.
1. Cost Effectiveness 

Priority Recommendation on Cost Effectiveness: To accelerate regional energy efficiency, cost-effectiveness rules and regulations should allow “bundling” of energy efficiency measures so long as the bundle of measures costs less than avoided cost. 

Problem: Some utilities miss a lot of conservation potential by applying the cost effectiveness test to the measure level instead of the building or project level. This approach limits regional energy savings in several important ways: 

· It misses the opportunity to motivate customers to do more energy efficiency measures at the same time;

· Many customers are turned off from participating in any conservation program the utility offers because the one measure they really want (e.g., windows) isn’t eligible for incentives; 

· Not including minor repair work (e.g., a hole in the roof) as part of low-income weatherization negates the very purpose of the program. 
Solution: Rules and regulations should encourage bundling at the project (home, building, facility) level. For example, utility incentive programs are likely to attract more program participants to their home weatherization programs IF they offer financial incentives for retrofitting windows (paying for the kwh savings value to the utility) as a package deal. For low-income weatherization programs, measures essential to the proper installation and effective functioning of the efficiency measures should be bundled with the efficiency measures with the bundle subjected to the avoided cost test. 

Discussion: 

· Investing in measures that are more expensive than avoided cost might lead to increases in “free-riders,” but including those measures only when they can be bundled into a package that costs less than avoided cost mitigates that risk. 

· The Direct Application Renewables recommendation proposes bundling customer-side-of-the-meter renewable projects with energy efficiency measures for many of the same reasons cited in this recommendation.

· Endorsing bundling would expand the I-937 definition of conservation Washington utilities are required to achieve. But utility IRPs and conservation plans calculate the TRC of energy efficiency portfolios and programs, not individual buildings. Over time, the Council’s model may be able to capture the conservation potential of bundling at the individual building or project level, the first time that would happen comprehensively would be in the Seventh Power Plan, more than five years from now.
What is the value added to the region of the recommendation?  Why is it important? 

This change would increase efficiency savings 

a) By doing more measures,

b) By leveraging less attractive but more cost-effective measures through customer interest in less cost-effective measures (leveraging attic insulation with new windows in single family homes), and 

c) By meeting customer interests and preferences.

This recommendation would reduce long-term program costs by eliminating the need to return to a project in the future when, for example, windows do meet the cost effectiveness test. Cutting off cost-effectiveness at the measure level is one of the main reasons energy efficiency investments at the program level come in so much lower than the avoided cost of new generation. While this phenomenon helps sell energy efficiency in policy debates, it is not clear that society, utilities or customers are better off when we invest in energy efficiency only up to 1¢ or 2¢ per kwh.

What is not occurring now that we should be doing? 

Many utilities are already bundling, but there is widespread confusion on the application of Northwest Power and Conservation Council (NPCC) and Regional Technical Forum (RTF) methodologies, Bonneville program specifications and in some cases, state law restrictions. Public utility commission guidelines may not be as ambiguous. All energy efficiency incentive programs should be bundling measures at the project level. 

Is there a way to do things more efficiently than what we are doing today? 

The Council and the RTF should develop a “Cost-Effectiveness for Dummies” handbook written for non-technical policy makers and utility managers. Such a handbook would increase regionally consistent understanding and application of how cost-effectiveness is calculated and how and when to apply it. It would eliminate one barrier cited by some utilities that continue to avoid investing in energy efficiency.

How would you suggest that your recommendations be implemented?  Who and how?  

The NPCC, the Regional Technical Forum, the Bonneville Power Administration, and individual publicly owned utilities and public utility commission should examine their cost-effectiveness rules, regulations, orders, specifications and other guidelines to determine whether they allow bundling at the project level and if they do not, adopt changes to allow it. 

Is there strong support within your Work Group for the priority recommendations?  Support was nearly unanimous.

Secondary Recommendations on Cost Effectiveness
In addition to the Primary Recommendation, above, the sub-Work Group on Program Policies considered a number of additional possible changes to current cost-effectiveness definitions and rules, many of which would increase the amount of deliverable energy efficiency in the region and thus align regulatory practice with public policy goals. Workgroup 6, with nearly unanimous support, is endorsing two of those recommendations for further consideration by the Executive Committee. They are presented below and relate to how energy codes and standards interact with cost-effectiveness restrictions and how cost effectiveness tests treat non-energy benefits.

Three other policy concepts were also put forward but for a variety of reasons, they are not included as secondary recommendations: 

· Health and safety measures in low-income energy efficiency programs

· Determination of avoided cost for BPA customers post 2011

· Regionally consistent CO2 values for utilities to include in their IRPs and to use in assessing cost effectiveness of energy efficiency at project and program levels.

· Secondary Recommendation on Cost Effectiveness - Codes and Standards:  In commercial building retrofits, existing HVAC operating conditions should be considered as baseline instead considering building energy codes or standards as baseline.

Problem: Some commercial HVAC energy efficiency retrofits are considered to be building renovation project, thereby triggering local or state energy codes or standards. Since utility financial incentives pay only for the incremental energy savings associated with exceeding codes and standards, the utility may no be able to offer a financial incentive large enough for the customer to proceed with the project. The customer then opts to continue with the old, inefficient equipment.

Solution: Even if an HVAC energy efficiency retrofit project inadvertently triggers the energy code (i.e., the project was initiated as an energy efficiency project – not as part of a building renovation) the retrofit’s energy savings value (and potential utility incentive payment) should be based on the incremental savings between the existing equipment and the more energy efficient equipment. 
Discussion: Many utility program staff and others involved in implementing energy efficiency retrofits are reporting that advanced energy codes are, in certain circumstances, actually slowing investments in energy efficiency. What can happen is that a commercial building owner responds to a conservation program offer to help pay up to 75% of the cost of an HVAC improvement. Once actual design and specification work gets started, the building owner learns that the size of the project triggers the energy code, and the only incentive payment available is, if any, the small amount to exceed the energy code. This means a substantial out-of-pocket expense for the owner to replace an old but still functioning HVAC system (or component) – and how many of us are willing to spend a lot of money to replace something that is working, To achieve more of our region’s energy conservation potential, utility incentive programs and rules need to be structured to encourage early replacement of inefficient equipment. 

What is the value added to the region of the recommendation?  Why is it important? 

By adopting this recommendation, we can replace more older, inefficient HVAC equipment with efficient, new equipment – in other words, capture a lot more of the energy efficiency that is identified as cost effective but not achievable. This policy change removes a real barrier to increased energy efficiency, making it easier for utilities to market their programs and to achieve their goals.

What is not occurring now that we should be doing? 

See above.

Is there a way to do things more efficiently than what we are doing today? NA

How would you suggest that your recommendations be implemented?  Who and how? 
This recommendation is aimed at utilities, the Regional Technical Forum, BPA and all decision makers involved in conservation program design and implementation. As per an earlier recommendation, a Cost Effectiveness for Dummies Handbook would be a useful implementation tool for this recommendation.

 Is there strong support within your Work Group for the priority recommendation?

Support was nearly unanimous.

· Secondary Recommendation #2 on Cost Effectiveness - Customer Contribution/Non-energy Benefits
Problem: The Total Resource Cost (TRC) test 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. It works well for IRP purposes and for setting energy efficiency priorities, but on a project or program level it inhibits utility investment in energy efficiency especially in the situation in which the non-energy benefits are not known (or easily quantifiable), but the customer is willing to pay for those benefits. For example an improvement in an industrial process that will reduce energy and raw materials cost as well as the risk of air pollution fines. The utility incentive program or project analysis may not be able to quantify the raw material and regulatory cost savings, but the customer may be willing to pay for them as well as a portion of the energy savings costs. If the customer’s contribution for all three benefits is balanced against the value of the energy savings ONLY because the other benefits are not quantified, the opportunity may fail the TRC test and the region will forego energy the efficiency. In addition the TRC favors existing technologies that have already achieved economies of scale: it doesn’t allow for a long-term costs perspective, and thus sometimes prohibits investment in new energy efficiency opportunities for the future.

Solution: On the project level, when non-energy benefits are not known or quantifiable, utilities and other TRC test users should be allowed to assume that any amount the customer is willing to pay above the value to the customer of the energy savings (calculated at the customer’s retail energy costs) is going for the unknown or unquantifiable non-energy benefits. In other words, the customer’s payment above the value at the customer’s energy costs can be ignored. Furthermore utilities and other TRC test users should be encouraged to provide incentives up to the level at which total program costs (excluding customer contribution) are equal to or less than avoided cost.

Discussion: So long as the program costs (excluding customer contributions) do not exceed avoided cost, the region’s expenditure for the efficiency savings will not be too high. The concern about whether this change will allow free riders (customers that would have made the investment to obtain the non-energy benefits (the raw materials and regulatory savings in the example above) will have to be dealt with on a case by case basis and should be the subject of program evaluation studies, but the potentially lost opportunities justify those risks.

What is the value added to the region of the recommendation?  Why is it important? 

This change will allow utilities and other efficiency incentive providers to capture efficiency savings that would otherwise not occur. It may reduce program costs by achieving more of the savings potential in a specific home, building or facility in one program intervention rather than several over time.

What is not occurring now that we should be doing? 

Efficiency incentive programs are foregoing energy efficiency opportunities that also produce significant non-energy benefits are unknown or unquantifiable when the customer’s willingness to pay for those non-energy benefits makes the energy benefits fail the Total Resource Cost test. In this situation, we should encourage incentive providers to ignore customer contributions that are higher than the customer’s energy benefit so long as the total program costs (excluding customer contribution) do not exceed avoided cost.

Is there a way to do things more efficiently than what we are doing today? 
Allowing incentive providers the ability to put together a more attractive package of efficiency investments will reduce program costs by convincing customers to put their investment into a more comprehensive package and potentially reduce program costs by avoiding multiple interventions over time in the same building/facility.

How would you suggest that your recommendations be implemented?  Who and how? 
TRC test rules for individual incentive providers differ. NEET, its successor and/or the Northwest Power and Conservation Council should survey public utility commissions, individual publicly owned utilities and Bonneville to determine the situations in which a change in the TRC test would achieve the savings identified in by the Work Group and propose specific new rules to achieve them.

Is there strong support within your Work Group for the priority recommendation?

Yes

Which other Workgroups do these Cost Effectiveness recommendations link to? Work Group 3’s new program initiatives
2. Cost Recovery 

Primary Recommendation on Cost Recovery: Policies and regulatory practices should encourage and support utility use of nontraditional marketing activities.

Problem: In the past, there have been instances where the value of broad based programs promoting themes like energy efficiency have been questioned by utility regulatory agencies and cost recovery has been challenged, This has created a reluctance by some utilities to engage in activities that will be necessary to change customer behavior in ways that create long lasting change in energy consumption habits.

Solution: The recommendation is for approval for recovery of energy efficiency marketing expenses for both program and non-program specific marketing activities. One type of example would be to create a more prominent image for energy efficiency that provides a unifying theme for various specific energy efficiency products and services. A formal policy adopted by the NPCC and/or state legislatures would influence utility commissions to approve cost recovery for marketing more consistently. 

What is the value added to the region of the recommendation?  Why is it important? Consumer acceptance of, and participation in, efforts to accelerate energy efficiency can be increased by extending marketing activities into areas that utilities have not traditionally ventured. To a certain extent, this may involve applying marketing techniques commonly used in other industries. It may also require finding innovative ways to approach customers and increase their involvement in energy efficiency. Creating a readily recognizable image for energy efficiency can help increase consumer awareness of it as the preferred energy product, one that delivers multiple benefits.

What is not occurring now that we should be doing? There are no regionally consistent parameters used by regulators for cost recovery of energy efficiency programs that can’t demonstrate quantifiable energy saving benefits. This is a disincentive for some utilities to invest in energy efficiency awareness and education programs. Generally this disincentive to investment in effective marketing efforts is higher for investor-owned utilities than for publicly owned ones because of the difference in regulatory regimes.

Is there a way to do things more efficiently than what we are doing today? NA

How would you suggest that your recommendations be implemented?  Who and how? Each state’s utility commission addresses cost recovery differently. Depending on history and relationships, not all utility requests for cost recovery for these kinds of programs are considered consistently within a commission. Those utilities that can document other metrics – i.e., number of ads, brochures, customer survey results, etc – have been successful in obtaining utility commission approval of cost recovery for education and awareness.  

The risk of inappropriate cost recovery associated with marketing is low because ratepayer advocates scrutinize each case and public utility commissions retain decision-making authority. 

Generally, the issue of cost recovery does not apply to publicly owned utilities because their elected boards or city councils have decision making authority on issues like spending rate payer dollars on promoting energy efficiency as the cheapest, most abundant and environmentally sound energy resource available.

Note that when the NPCC conducts its cost effectiveness analysis, it adds 20 percent to cover the cost of program implementation, including marketing, staff, evaluation, etc.

Is there strong support within your Work Group for the priority recommendation?

Support was nearly unanimous.

Secondary Recommendations on Cost Recovery

· Secondary Recommendation #1 on Cost Recovery: Policy and regulatory practices should encourage and support recovery of costs for research, development, demonstration and commercialization of technologies to improve energy efficiency.

Problem:  At times, utility regulatory commissions have been reluctant to allow cost recovery for energy efficiency programs that do not deliver quantifiable benefits such as costs associated with promising new technologies that would further improve energy efficiency, both by consumers and within the electric utility system. While utilities are not positioned to perform basic research and development themselves, the utility industry can play a more prominent role in ensuring that R&D is focused on appropriate technologies. Paving the way toward adoption of such technologies can also be improved. This will require increased attention, participation and cost by utilities up front, but can pay off in terms of increased assurance that the technologies will be effective, along with quicker results. 

Solution:  The utility industry should take on increased responsibility for providing input and feedback to “upstream” R&D activities. Utilities should also devote greater resources to “downstream” demonstration and commercialization activities. The increased levels of utility industry involvement will incur costs, which should be recognized as necessary and approved for recovery.

What is the value added to the region of the recommendation? Why is it important?

More rapid introduction of new technologies will accelerate the capture of energy savings and other benefits that new technologies can deliver. Meanwhile, increased participation by the utility industry will help to ensure that specific new technologies are robust and integrate more effectively with other technologies, including complementary new technologies and the existing utility system.

What is not occurring now that we should be doing?

Recently, BPA and a few other organizations have begun to devote increased attention to modern technologies and the opportunities that they offer for increasing energy efficiency. However, the overall level of attention and investment in this area by the utility industry is quite low. One sign of this is the relative lack of communication and coordination between the electric utility industry and organizations that are developing new technologies. Specific new technologies are being developed without adequate emphasis on practical needs such as interoperability. In addition, the processes for identifying, selecting and field-testing promising new technologies are inadequate. As a result, the development and introduction of new technologies occurs haphazardly, inefficiently and slowly. In certain instances, vendors also gain the ability to hold attractive new technologies captive (e.g., within proprietary systems), which increases costs and delays adoption.

Is there a way to do things more efficiently than what we are doing today?

Utilities should become more involved in guiding research and development activities, including defining system constraints and opportunities that could be addressed with modern technologies. Higher costs and risks for initial implementations of new technologies should also be recognized as a necessary and justifiable cost of achieving long-term benefits.

How would suggest that this recommendation be implemented? Who and how?

Northwest utilities should become more actively engaged with R&D organizations to better define the needs and opportunities that can be addressed with more energy-efficient technologies. In addition there should be greater and better organized utility participation in technology demonstration and commercialization, including collaborative, cost-sharing efforts. Regulators and other policy makers should adopt policies that recognize the higher costs of first-time implementations can be justified by long-run benefits, and ensure recovery of associated costs.

Is there support within your Work Group for this recommendation?

Strong support from most group members.

· Secondary Recommendation #2 on Cost Recovery: Policy and regulatory practices should encourage and support smart grid and load management investment cost recovery and rate structures.

Problem:  Smart grid technologies have become recognized as offering various benefits to the electric utility system, including opportunities to achieve increased energy efficiency. However, the smart grid represents a major shift from use of familiar electro-mechanical technologies that were developed decades ago toward increased use of more complex digital technologies that offer expanded capabilities. Rather than a quick and simple fix, implementation of smart grid approaches will occur over the long term, involving a number of incremental steps. Meanwhile, the value of load management appears to be increasing in the Northwest, a region that has historically had relatively little need or experience in this area.

Recommendation:  The region’s utilities should consider plans for investments in smart grid and load management. They should also consider rate structures designed to maximize the benefits, including increased energy efficiency that smart grid and load management can deliver. Policy and regulatory practices should provide assurance for recovery of costs for smart grid and load management.

What is the value added to the region of the recommendation? Why is it important?
Investments in smart grid and load management, in combination with complementary rate structures, can help the Northwest region acquire larger amounts of energy efficiency. Smart grid and load management will also provide more flexibility to “dispatch” energy efficiency at the times and locations that it is most valuable. Providing assurance of cost recovery will encourage utilities to move forward to capture these benefits with minimal delay.

What is not occurring now that we should be doing?

Policies and regulatory practices do not provide adequate guidance or assurance of recovery of costs for utility investments in smart grid and load management, or for associated rate structures. Utilities bear an inordinate share of the risks of committing to these new and different approaches. As a result, progress toward realizing the opportunities they present has been slowed.

Is there a way to do things more efficiently than what we are doing today?

In order to encourage utilities to move forward with smart grid and load management, policies and regulatory practices should recognize the costs and risks that are a natural part of the learning process. Rather than discouraging early adopters, policies and regulatory practices should assure utilities that commit to move forward that they will be able to recover their costs.

How would suggest that your recommendations be implemented? Who and how?

At the regional level, the Power Council should identify the overall benefits that smart grid and load management can provide to the power system. Policy makers should acknowledge that investing in load management and smart grid is desirable, and recognize that higher costs and risks are typical for new technologies and approaches. Regulators should provide assurances that utilities will have the opportunity to recover their costs.

Is there support within your Work Group for the priority recommendations?

Support from most group members.

· Secondary Recommendation #3 on Cost Recovery: Policy and regulatory practices should encourage and support cost recovery for participation in regional or other collaborative energy efficiency efforts, such as the Northwest Energy Efficiency Alliance.

Problem:  Collaborative energy efficiency efforts can create substantial benefits that flow to the Northwest region as a whole. One example of this type of regional collaboration is the Northwest Energy Efficiency Alliance. NEEA’s market transformation and other activities are helping to accelerate the commercialization and implementation of more energy-efficient products and services. While this and other partnerships provide clear net benefits to the region as a whole and to individual utilities, there have been challenges in obtaining commitments from utilities to provide funding support for them. In some cases, this has been due to regulatory practices that do not recognize utility funding support for collaborative efforts as a justified expense.

Solution:  Policies and regulatory practices should clearly recognize that broad participation in regional and other forms of collaborative efforts represents a cost-effective approach to accelerating the development and acquisition of energy efficiency. Utilities should be encouraged to participate in regional and other collaborative efforts. Assurance of cost recovery should also be provided. 

What is the value added to the region of the recommendation? Why is it important?
Collaborative efforts help to leverage investments in new technologies and approaches for acquiring energy efficiency. By pooling funds where appropriate, economies of scale are achieved, maximizing the net benefits to the region and to individual utilities. Encouraging utility participation in such efforts and assuring recovery of participation costs will reduce the barriers to regional collaboration. In turn, this will cost-effectively accelerate the availability and acquisition of energy efficiency.

What is not occurring now that we should be doing?

In certain cases, policies and regulatory practices do not recognize the value of collaborative efforts around energy efficiency. As a result, not all utilities are adequately incentivized to participate and given assurance that their costs will be approved for recovery. This can reduce the effectiveness of existing collaborative efforts. In addition, it makes the process of forming desirable new efforts more difficult.

Is there a way to do things more efficiently than what we are doing today?

Yes. Policy makers and regulators should clearly recognize the value of collaborative efforts on energy efficiency. Utilities should be given assurances that their costs of participation are a necessary and important expense.

How would suggest that your recommendations be implemented? Who and how?

The Power Council should reiterate its support for collaborative efforts on energy efficiency, and request support from policy makers and regulatory bodies around the region. Policy makers and regulators should encourage utility participation, and approve recovery of the costs to do so.

Is there support within your Work Group for the priority recommendations?

Support from most group members.

· Which other Workgroups might link with these cost recovery recommendations?

The Marketing and R&D work group recommendations and the Smart Grid/Load Management recommendations that follow in this report.

3. Load Management/Smart Grid

Recommendation: Regional Load Management/Smart Grid (LM/SG) Cooperation/Coordination:  Form a group of interested persons from the region’s utilities, governance, and non-profit sectors to 1) share information and experience about emerging technology and practices in the areas of load management and smart grid, 2) lead regional efforts on analysis and research value of capacity, reliability, and energy efficiency associated with LM/SG, 3) assess and monitor the state of applicable LM/SG regulations and legislations, and 4) assemble and share information of the impacts that (LM/SG) technologies and applications will have on low and limited-income households.

Background and Discussion:

· More analysis and research is needed to evaluate the potential amount of energy efficiency that may be accomplished through LM/SG activities.
· The grid must contain significantly more “intelligence” than currently as we transition to a two-way flow of power, support customers in developing strong energy management practices that enable them to reach their financial and environmental goals, and strive for the high reliability the system will require for increasingly sensitive electrical applications.

· Load management is already important in parts of the country that have faced capacity constraints far earlier than the Northwest.  As the Northwest adds additional intermittent resources, however, and the hydro-electric systems reaches the limit of its ability to provide large amounts of on-demand and extended capacity, load management will become increasingly important in the Northwest as well.

· Individual utilities and personnel within various government agencies and non-profits are currently engaged in research, experiments, and projects pertaining to both LM/SG.

· Significant activity is occurring at the federal level and in several national groups, the activities of all of which are time-consuming, but important, to follow.

· The residential sector cannot meet its full energy efficiency, demand management, and carbon reduction potential if such a large proportion of the sector are living in energy inefficient dwellings and utilizing appliances that do not have the capability of effectively interfacing with the Smart Grid; effective evaluation and assessment needs to occur regionally.
· The Energy Independence and Security Act of 2007 already requires that state commissions consider some smart grid. Close monitoring of regulatory activity and effective communication to the region would be beneficial. It could also lead to coordinated lobbying activities.

· While the capability of the NW hydro system has not yet been exhausted, it seems inevitable that the region will need new ways to cover peak loads and ancillary services in the foreseeable future.  Completion of the Sixth Power Plan by the NWPCC is intended to give us a better understanding of this situation.  The assessment of costs should include both the short term and long term perspectives. More analysis and research is needed to evaluate the potential value of meeting these capacity needs with LM/SG activities
1. What is the value added to the region of the recommendation?  Why is it important?

· More analysis and research is needed to evaluate the potential amount of energy efficiency that may be accomplished through LM/SG activities.
· Coordination and cooperation could significantly speed the region’s realization of benefits/risks from load management and adoption of smart grid components, as well as lessen the chance of costly mistakes.

· Such efforts depend on the continued willingness of regional entities to provide in-house resources and, potentially, funding.  If managed effectively, this group could lead to more effective use of funds, and may better position the region (thru BPA) to secure grants.

2. What is not occurring now that we should be doing?

The region has no process or forum through which it can coordinate efforts, particularly with respect to research and experimentation, share learnings, or cooperatively design and fund major work that would advance the region’s understanding of benefits, risks (e.g. impacts on low/limited income customers) and costs associated with both LM/SG.

3. Is there a way to do things more efficiently than what we are doing today?

Coordination and cooperation could significantly speed the region’s realization of benefits from load management, impacts on low/limited income customers and adoption of smart grid components, as well as lessen the chance of costly mistakes.

4. How would you suggest that your recommendations be implemented?  Who and how?

A group sponsored/supported by NWPPC, NEEA and BPA, and having NWPCC act as facilitator, may be the best approach for this group, using an informal letter of intent to guide its formation and include a date certain by which the region will assess the effectiveness of the group. Participation from regional IOU utilities, publicly owned utilities, regional stakeholders (e.g. low/limited income representatives), national labs, universities, large business, technology centers (e.g. NCAT) to attend meetings and staff projects identified by the group would provide diverse viewpoints and broader acceptance.  The group could agree on simple cost-sharing for work beyond the time or experience capabilities of the in-house resources, such as detailed cost-benefit studies.  Governing bodies, such as the state public utility commissions, public utility boards and member organizations, and other state government agencies should request that the group provide an annual report of its activities, findings, and plans for the following year.


Further, we suggest this group have a defined life (e.g. 3 years) and an obligation to poll whether it should continue thereafter before going further.  In essence, the groups above would re-up to their roles.

5.  Is there strong support within your Work Group for the priority recommendations?

Yes – if managed effectively and efficiently, with clear goals and purpose defined. 

Which other Workgroups do these Smart Grid/Load Management recommendations link to?

The Cost Recovery recommendation on Smart Grid/Load Management above and the R&D recommendation.
Direct Application Renewables 

DAR Priority Recommendation 1: Point of Application of TRC: Bundle DAR and EE Measures for Cost-Effective Projects 

There is the potential to increase energy efficiency in the region by combining less visible but low cost energy efficiency measures with higher profile DAR measures to create a compelling and cost-effective bundled package at the project level. Customer-sited clean distributed generation, including renewables and combined heat and power, could be effectively delivered to consumers within some energy efficiency programs and the inclusion of these high public recognition measures could increase consumer interest and demand for the programs. 
Background and discussion:

· NW Policy Framework Does Not Exclude DAR From Conservation Programs

· The 1980 Pacific Northwest Electric Power Planning and Conservation Act’s section 839 (d) Conservation Measures: Resources
 says that “The Administrator shall acquire such resources through conservation, implement all such conservation measures and acquire such renewable resources which are installed by a residential or small commercial consumer to reduce load”. (839d (a) (1)) . There are a number of other supporting references to customer-sited renewables as conservation resources throughout section 839d. 

· In Washington, RCW 54.16.280 and RCW 35.92.360 legislation created low interest loan programs to be which administered by public utilities which specifically called out customer-cited renewables as a type of conservation.

· Oregon’s Business Energy Tax Credit (BETC) funds customer sited renewables along with energy efficiency. Oregon’s SB 1149 establishes systems benefits charges administered by the Energy Trust which fund thermal renewables as conservation, while renewable electricity generators at customer sites are administered under a separate fund. The Energy Trust is currently piloting ways to seamlessly deliver both offerings to consumers through program collaboration.  

· This recommendation is related directly to the NEET Workgroup 6 Cost-Effectiveness Recommendation 1, on bundling energy efficiency measures at the project level for cost-effectiveness tests.  Since this recommendation basically expands upon the qualified measures for the Bundling Measures for Cost-Effectiveness recommendation, most of the background and answers to the executive committee’s questions in that recommendation also apply to this recommendation, but are not repeated here.  

1. What is the value added to the region of the recommendation?  Why is it important? 

The rise of the green building and integrated design movements along with the availability of emerging technology and growing public awareness of the societal and individual impacts and costs of energy are creating widespread public interest in deploying clean distributed generation (DG). This interest is sparking an unprecedented investment of private capital in comprehensive energy projects in buildings that cross the lines of conservation, efficiency and renewable generation. From the perspective of the end user, these measures all have initial capital cost and all reduce their electricity or gas bills while reducing their environmental footprint. From the perspective of many in the design community and some policy makers promoting or mandating major reductions in energy use in buildings, industry and agriculture or driving towards zero energy building goals, these energy efficient buildings of the future will include distributed renewable energy whenever possible. 
Simultaneously, the commercialization status and relatively low current deployment of direct application renewables (DAR) creates questions and challenges around best practices in system integration and performance in buildings and on-going concerns about cost-effectiveness. 

2. What is not occurring now that we should be doing? 

The market increasingly packages energy efficiency and solar measures together, especially in new construction. Distinctions between the two are being reduced in the eyes of the consumer and many policy makers. End-use consumers are increasingly interested in implementing bundled energy efficiency and solar measures. 
By continuing to create policies and programs which dis-incentivize comprehensive approaches to decreasing the negative impacts of power generation, the energy policy community fails to serve customer demand or to capitalize on these occurring market forces to meet public policy goals. 

3. Is there a way to do things more efficiently than what we are doing today? 

As a stand-alone measure, these types of DAR are relatively expensive when compared to other energy efficiency measures, and Solar PV is not considered total resource cost effective as a stand-alone measure at this time. But there is the potential to bundle a single DAR measure with multiple low cost energy efficiency measures in an efficient integrated program delivery approach for an overall cost-effective project, driving both increased cost-effective energy efficiency and increased consumer participation in these programs 
4. How would you suggest that your recommendations be implemented?  Who and how?  

The NPCC, the Regional Technical Forum, the Bonneville Power Administration, and public utility commission should examine their cost-effectiveness rules, regulations, orders, specifications and other guidelines to determine whether they allow bundling at the project level and if they do not, adopt changes to allow it, explicitly including DAR. 

5. Is there strong support within your Work Group for the priority recommendations?  
There was agreement supporting this recommendation amongst almost all Workgroup 6 participants, with 2 participants expressing concern and a need for analysis to ensure that funding for conservation measure implementation is not negatively affected by this recommendation.
A near term opportunity exists to employ some of these ideas in the region within the BPA’s Conservation Rate Credit program, as detailed in the DAR subgroup’s Recommendation 2 below.
DAR Priority Recommendation 2: Modify Treatment of Solar PV and Solar Water Heating Systems Under BPA’s Conservation Rate Credit 

Currently BPA’s program includes solar strategies and other DAR with other, primarily utility-scale renewable resources rather than with the efficiency programs.  Considering solar strategies along with the conservation measures would better reflect the role they play in the utility system and in the consumer’s mind, as well as aligning the resources better for acquisition.  Finally, by not including solar strategies in utility consumer-directed resource acquisition efforts, we are sending consumers the message that we do not value the contribution to the system that solar systems can make.

Background 

· The treatment of DAR changed when BPA closed out the Conservation and Renewable Discount (C&RD) “infrastructure development” program and implemented the Conservation Rate Credit (CRC) “conservation acquisition” program beginning in October 2006.  This resulted in solar thermal and solar PV being included within the list of eligible projects in the renewables option (CRC-CAA Implementation Manual, Section 9, April 2008). 
· Under the previous C&RD, these DAR measures had been included within the conservation program. 
· This change has had an unfavorable effect for these DAR systems, as they are now in competition with more cost-effective, larger scale renewable power projects for a much more limited amount of total available funding. 
1. What is the added value to the region of the recommendation? Why is it important?

Harmonized policies, incentives and regulation should encourage everyone to innovate and get to a common goal - energy services that minimize costs to individuals, the environment, utility, system. By continuing to create policies and programs, which are difficult to navigate or which actually discourage customer investment in comprehensive approaches to achieving energy savings, the energy policy community fails to serve customer demand or to capitalize on these occurring market forces to meet public policy goals. 

2. What is not occurring now that we should be doing?

There are many incentive mechanisms in place for renewable energy today at the state and federal levels. But these systems are not well supported by policy mechanisms or incentives which lump utility scale renewable power projects with small scale distributed renewable energy. Solar is a particularly relevant example of this. Considering solar strategies along with conservation measures would better reflect the role they play in the utility system and in the consumer’s mind, as well as aligning the resources better for acquisition.  Finally, by not including solar strategies in utility consumer-directed resource acquisition efforts, we are sending consumers the message that we do not value the contribution to the system that solar systems can make.

3. Is there a way to do things more efficiently than what we are doing today? 
The exclusion of these measures from the conservation section creates a challenge in program delivery, as home owners and businesses are asked to rework integrated energy efficiency project packages to back out the energy savings associated with DAR elements. 
4. How would you suggest that your recommendation be implemented? 

This development of this recommendation has benefited from the involvement and contributions of BPA energy efficiency program staff. Although the outcome remains to be determined, they are committed to bringing this recommendation up through BPA’s established procedure for proposing, reviewing and adopting proposed changes to the program. 

Recommendation Details: Treat Customer-sited DAR as a separate category, distinct from commercial (or generation) scale renewables, and package solar strategies with energy efficiency measures.

The recommendation is predicated on the following assumptions:

(a) That the DAR measure is cost-effective and included in the Power Planning Council’s resource supply curves in the 5th Power Plan (or any future Power Plan) such that any associated savings would count toward the achievement of BPA’s conservation targets (i.e., our limited funds must be used to acquire the conservation savings that help meet our current and future targets), and 

(b) Any DAR measure would be subjected to the same qualifying criteria (e.g., cost effective) as any conservation measures as outlined in the most current edition of the CRC/CAA Implementation Manual.    

5. Is there strong support within your Work Group for the priority recommendations?  
Yes, there was unanimous support for this recommendation within the workgroup. 
DAR Secondary Recommendations
DAR Recommendation 3. Conduct Primary and Secondary Research Designed to Characterize Different DAR Options to Inform Policy Decisions

As emerging technologies that are beginning to see broader commercialization in a changing energy supply landscape, the economic, environmental and performance characteristics of DAR systems are also changing. There is a need to keep current in characterizing the attributes and quantifying the costs and benefits of various types of DAR systems to customers, to utilities and to society in order to determine the appropriate policy response. 

This recommendation could be supported in priority recommendation 2 of NEET Workgroup #1 by explicitly including customer-sited renewables in data collection and analysis efforts.  

1. What is the added value to the region of the recommendation? Why is it important?

To support better-informed energy policy decision-making and design throughout the region, achieve regional environmental and economic benefits of reduced energy impacts. 

More thorough research on the characterization of DAR is needed - system size, fuel type, typical application, and performance. There is a need to capture how different policy/ regulatory mechanisms support different "flavors" of renewables. Although there is a desire to be technology neutral, targeting incentives or programs to support less contentious, zero-emissions renewables such as solar and small scale wind residential or commercial applications may prove easier than incenting biomass or biogas systems in ag or industrial applications. Regardless, the differences in typical system size, generation characteristics (intermittent vs baseload), cost effectiveness (biomass and biogas chp can be half the $/kW of small solar and wind) and end-use sector would suggest that separate policy mechanisms would be effective. 

2. What is not occurring now that we should be doing?

During Phase 1 preliminary literature search, the workgroup was unable to locate a recent and regionally relevant characterization of DAR systems, which also compares the costs and benefits of various system types to customers, to utilities and to society. Similar recent research is available for merchant scale systems related to the development of State RPS’ but much of the information uncovered is not directly relevant to distributed generation systems. 

3. Is there a way to do things more efficiently than what we are doing today? 
By not excluding and ideally including DAR in regional energy efficiency planning and research efforts. For instance, this recommendation could be supported in priority recommendation 2 of NEET Workgroup #1 by explicitly including customer-sited renewables in data collection and analysis efforts. This recommendation could also be connected to some of Workgroup 2’s Innovations efforts.   

4. How would you suggest that your recommendation be implemented? 
This is essentially a research question. It is expected from current events that increased public funding will be targeted to R&D for clean distributed generation in upcoming years. Work with the Council and RTF. Identify opportunities through the National Labs and opportunities to collaborate with private sector leaders in the green building industry on regional research.
DAR Recommendation 4. Provide Coordinated, Comprehensive Rebate, Incentive and Technical Assistance Information 

Integrated and coordinated rebate, incentive and technical information for consumers will help them make wise choices at the right time regarding energy and other related utility services. Although electric and gas utilities are stakeholders and may provide their customers with access to this information, informational assistance programs that cross disciplines to serve customers may be best administered by others.

This recommendation, which is essentially a program concept, could link to the efforts and some of the recommendations of NEET Workgroup #3, High Impact Energy Initiatives, for instance, the recommendation related to promoting low or zero carbon buildings. 
1. What is the added value to the region of the recommendation? Why is it important?

Harmonized policies, incentives and regulation should encourage everyone to innovate and get to a common goal - energy services that minimize costs to individuals, the environment, utility, system. By continuing to create policies and programs which are difficult to navigate or which actually dis-incentivize customer investment in comprehensive approaches to achieving energy savings, the energy policy community fails to serve customer demand or to capitalize on these occurring market forces to meet public policy goals. 
2. What is not occurring now that we should be doing?
This recommendation addresses two barriers to the adoption of DAR – (1) the perceived lack of easy, reliable sources of information about DAR technologies themselves and their appropriate use, and (2) the perceived absence of a reliable source for information about available incentives for DAR projects and how those affect DAR project economics.  

The first barrier stands in the way of consumers seeking to make informed choices, because gathering the information they need about their choices is difficult and is subject to conflicting information about the benefits, costs, implementation challenges and uncertainties associated with various DAR options.  Reducing this barrier will facilitate the adoption of DAR strategies that are appropriate and that can serve as success stories for the others to follow.

The second barrier mentioned above reflects the challenge individual consumers face to find all of the programs they are eligible for, because they vary from area to area, fuel source, contractors, codes and retail options, and because it is hard for consumers to find someone knowledgeable about federal, state and utility assistance efforts.  Integrated and coordinated rebate and incentive information for consumers will help them make wise choices at the right time regarding energy and other related utility services. Although electric and gas utilities are stakeholders and may provide their customers with access to this information, informational assistance programs that cross disciplines to serve customers may be best administered by others.
3. Is there a way to do things more efficiently than what we are doing today? 
Integrated and coordinated rebate, incentive and technical assistance information available for consumers will help consumers make wise choices at the right time regarding energy and other related utility services. 

· It is challenging for individual consumers to find all of the programs they are eligible for because they vary from area to area, fuel source, contractors, codes and retail options.  If consumers better understood the construction process and how the various infrastructures interrelate they could optimize decisions.

· There should be a common methodology and verification to rank choices.  In addition to a simple rating system, full lifecycle cost information should be provided.  Water, sewer and energy are all related thus the information; rebates and incentives should be integrated.
· Although electric and gas utilities are stakeholders and may provide their customers with access to this information, informational assistance programs that cross disciplines to serve customers may be best administered by local, state or federal agencies.   
4. How would you suggest that your recommendation be implemented? 

1. Identify regional organizations currently providing information on DAR, their strengths, technology scopes, current funding, etc. (examples include a number of WSU Energy Program managed efforts: Northwest Solar Center, Regional CHP Application Center, Northwest Building Efficiency Center and the Energy Efficiency and Renewable Energy Information Center, as well as NEEA’s integrated design labs and smaller efforts by the Energy Trust of Oregon, and the states of Idaho and Oregon)
2. Develop strategy to strengthen, support or replace these in order to provide a more effective mechanism for addressing consumer DAR questions

3. Have states or some other entity prepare financial resource availability summaries covering state and federal incentives for DAR that can be used by utility staff and consumers to identify assistance options and their impact on project economics.  If the summaries are done by different entities, they should follow a common methodology and cover standard topics, such as:

· Type of incentive

· System(s) supported

· Fuel source - electricity, gas, oil, wood

· Related utilities - water, sewer, garbage, recycling

· Location 

· Program delivery approach

· Products by category

· Incentive application process and timing

· Documentation required

· Connection with LEED or other certification system

DAR Recommendation 5.  New Construction Focus – Solar Ready / Upgradable/ DG Codes - Preventing Lost Opportunities  
Integrating DAR into existing building electrical and mechanical systems can be technically challenging and expensive. New buildings offer a unique opportunity to optimize efficiency, integrate the envelope, lighting (both electric and daylighting) and HVAC systems.  New buildings can be more easily upgraded with additional features, such as solar PV, if these future improvements are anticipated and the buildings are designed for the upgrades. 

The Pacific Northwest currently does not have in place land use or building code regulations that support either “DAR-ready” construction or community-scale DAR implementation.  However, there are examples of such rules from other parts of the world.  Examples include: 

 

· The City of Vancouver Green Home Program – a building bylaw requiring a number of EE features for single family homes, one of which is solar readiness. http://www.city.vancouver.bc.ca/commsvcs/CBOFFICIAL/greenbuildings/greenhomes/
· The Merton Rule in England requires new buildings above a certain size and potentially subdivisions to provide a certain percentage of its own energy, including waste heat recovery, co-gen, or renewables. http://www.themertonrule.org/ 
Although the DAR subgroup was very interested in this recommendation, there are still many unanswered questions and too little time for performing this research, although the next step is clear. There is need to better understand the technical specifications and costs of DAR-ready buildings in order to consider the application of solar-ready or other DAR-ready codes in the PNW.  Since there is research needed, consideration should be given to the connections between this recommendation and the efforts of NEET Workgroup #2 on Energy Innovation.  There may also be an opportunity to collaborate with the Workgroup # 6 Smart Grid subgroup, which may have a similar opportunity. . 
Which other Workgroups do these Direct Application Renewables recommendations link to?
The Cost Effectiveness recommendation of Work Group 6 on bundling.

5. Decoupling 

Submitted separately

� Northwest Power Act, 6 (e)(1). 94 Stat. 2714
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