January 15, 1999





To:	Participants in DOER’s Energy Efficiency Working Group


From: 	Dr. Jonathan Raab, Raab Associates, Ltd., Group Facilitator





Re:	First Working Group Meeting on January 21, 1999





The first meeting of DOER’s Energy Efficiency Working Group will be held on Thursday January 21st in the Ashburton Cafe Function Room located next to the cafeteria of the McCormack building, 1 Ashburton Place (Boston).  The meeting will begin at 9:30 and end at 4:00.





Enclosed is a copy of the agenda and a draft white paper delineating DOER’s proposed oversight and coordination roles and statewide energy efficiency goals.  Also enclosed is a copy of draft oversight and coordination regulations.  Please review these enclosures prior to the first meeting.  It may also be helpful to look again at the original issues assessment accompanying the invitation letter last month.





After a brief introduction and overview, Commissioner David O’Connor will be available to discuss DOER’s overall approach to the oversight and coordination of energy efficiency in Massachusetts.  After a break, the remainder of the morning will be spent focusing specifically on DOER’s proposed roles and draft regulations.  





The afternoon will focus on DOER’s proposed statewide energy goals including their definition and application.  Joe Eto, a member of the consulting team, will present DOER’s proposals.  The discussion that follows Mr. Eto’s presentation will focus on ways to refine and improve DOER’s proposals.





The afternoon will end with a discussion of next steps including the agenda for the next meeting.  DOER presently assumes that the bulk of the following meeting on January 28th will be spent fine-tuning the oversight and coordination regulations themselves.  The two meetings scheduled for February 11th and 25th (and additional meetings in March if needed) will focus on the metrics and reporting requirements needed to assess progress toward and compliance with the statewide goals.  These are still under development.





We look forward to seeing you on the 21st.  Please contact me if you have any questions 617.261.7111 or raabj@aol.com.
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DOER’s Energy Efficiency Working Group


January 21, 1999


1 Ashburton Place, Ashburton Cafe Function Room 





Draft Agenda


DOER’s Energy Efficiency Oversight Roles, Statewide Goals, and Draft Regulations 





9:00	Refreshments Available





9:30	Introductions and Overview of Process and Agenda -- Dr. Jonathan Raab, Facilitator





9:45	Oversight and Coordination of Energy Efficiency in Massachusetts: A Discussion With Commissioner O’Connor 





10:45	Break 





11:00	Proposed Oversight and Coordination Roles and Draft Rules – DOER Staff





12:00	Lunch (On Your Own)





1:00	DOER’s Proposed Statewide Energy Efficiency Goals -- Joe Eto, Consultant 





3:30	Next Steps 





4:00	Adjourn
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�
I.  Introduction and Overview








The Massachusetts Electricity Restructuring Act of 1997 (the “Act”) assigns primary responsibility for overseeing and coordinating ratepayer-funded energy efficiency programs to the Massachusetts Division of Energy and Resources (“DOER” or the “Division”).  Among other things, the Division is directed to: (1) develop statewide energy efficiency goals; (2) review energy efficiency plans in order to make recommendations to the Department of Telecommunications and Energy (“DTE” or the “Department”) on funding for these programs; (3) report annually to the Legislature on the extent to which the energy market is meeting the energy efficiency and fuel diversity goals of the Commonwealth; and (4) make the recommendation in 2001, also to the Legislature, as to whether there is a continuing need for ratepayer-funded energy efficiency programs.  The Division is directed to promulgate rules and regulations describing its authorities by March 1, 1999.�





This white paper describes the Division’s initial proposals for: (1) DOER’s oversight and coordination roles and responsibilities,� and (2) statewide energy efficiency goals and applications.





Electric ratepayer-funded energy efficiency programs have been a core element of the Commonwealth’s energy efficiency policies.  They have been recognized nationally as a highly successful and cost-effective approach for securing significant economic and environmental benefits that the market, acting alone, would not have succeeded in capturing.  From 1989 to 1995, Massachusetts’ utilities spent almost $1 billion on these programs with an expected return of nearly $1.8 billion in total benefits.� Utilities have administered these programs as part of their regulatory obligation to provide electric service at least-cost to the ratepayers of the Commonwealth.





Today, the utility industry is being restructured from one consisting of a small number of vertically integrated firms with exclusive service territory franchises that are rate-regulated by the state to one consisting of a large number of firms that are free to sell electricity to any customer at prices determined solely by competitive market forces. Many are counting on competition to provide substantial, additional economic benefits to the ratepayers of the Commonwealth.  Among other things, prices set by markets could begin to address one of the historic rationales for ratepayer-funded energy efficiency programs: prices set by regulation reflect average costs and lead to inefficient decisions to use energy, while prices set by competition should more closely approximate marginal costs potentially leading to more efficient energy use.





The Act establishes the framework for the realization of these benefits.  However, within this framework, the Act also reiterates the Commonwealth’s policy that ratepayers ultimately remain responsible for energy efficiency and other public purpose activities that will not naturally be provided through the operation of the market.  





In this regard, the Act can be viewed as articulating an integrated strategy that, on the one hand, puts primary reliance on market forces but, on the other hand, recognizes that it is imprudent to assume that these forces will automatically and comprehensively address the need for these public purpose activities.  For example, by conditioning funding for most ratepayer-funded energy efficiency programs after 2002 on a demonstration that they are truly needed, the Act recognizes that programs may transform markets to the point where ratepayer funding is no longer needed.  It also recognizes that it takes time to transform markets.  In addition, by establishing permanent funding for low-income programs, the Act recognizes that markets may never fully deliver energy efficiency benefits to these customers and that energy efficiency programs can help to ensure that they will receive at least some of the benefits of competition (in the form of lower bills).





The remainder of this white paper consists of five sections:





Section II describes the proposed oversight and coordination responsibilities of the Division.  It is supplemented by the Division’s draft rules, which are provided under separate cover.  





The next three sections describe aspects of the Division’s proposed statewide energy efficiency goals.  Section III reviews the Act to identify the direction it provides on the goals, as well as on the specific responsibilities involving these goals assigned to the Division.  Section IV describes the Division’s proposed statewide energy efficiency goals. Section V describes how the Division proposes to use the goals to fulfill the responsibilities assigned to it by the Act. 





Section VI identifies four types of guidelines that the Division will prepare to assist it in carrying-out its responsibilities: A. Oversight; B. Processes and Schedules; C. Metrics; and D. Reporting Requirements. 


�
II.  DOER’s Oversight and Coordination of Energy Efficiency Programs








The Massachusetts Electric Restructuring Act places new responsibilities on DOER regarding the oversight and coordination of ratepayer-funded energy efficiency programs.  The Act requires DOER to review energy efficiency programs and to make annual recommendations to the DTE regarding appropriate funding levels.  It also requires DOER to report annually to the legislature on the status of energy efficiency activities, and to file a recommendation with the legislature in 2001 with respect to the continuation of ratepayer-funded energy efficiency beyond 2002.  





Oversight of ratepayer-funded energy efficiency programs in the Commonwealth will be done jointly between DOER and the DTE as required by the Act.  The Act directs DTE to retain the obligation to define cost-effectiveness and then review electric distribution company energy efficiency and municipal energy efficiency plans to make sure they comply with those rules and utilize competitive procurement processes to the fullest extent practicable.   DOER also expects that the DTE shall serve as the adjudicator when distribution company or municipal energy efficiency plans are contested by one or more parties, including DOER.  In those instances, it is DOER’s understanding that DTE will decide the cases based on compliance with its own rules and policies and compliance with statewide energy efficiency goals (including supporting guidelines and metrics) as identified and articulated by DOER and DTE.





To carry out its duties, the Act directs DOER to promulgate rules and regulations delineating its own authorities and responsibilities by March 1, 1999.  It also directs DOER to identify and monitor compliance with and progress toward statewide energy efficiency goals.





Below is a detailed description of DOER’s proposed roles and responsibilities.








A.  DOER’s Roles and Responsibilities





First and foremost, DOER will take the lead as the principal energy efficiency-related policymaker in the Commonwealth except for cost-effectiveness related issues which remains the responsibility of the DTE.  In this capacity, DOER shall have the authority to develop statewide energy efficiency goals, guidelines, metrics, and reporting requirements.  These will be used by electric distribution companies, and municipalities that serve as aggregators in developing their energy efficiency plans.





DOER will review each ratepayer-funded energy efficiency plan to determine whether or not such plan is consistent with the statewide energy efficiency goals, guidelines, metrics, and reporting requirements.  As needed, DOER may convene a forum of stakeholders to discuss issues related to a particular proposed energy efficiency plan or to discuss broader energy efficiency policy issues.  DOER may also help coordinate, to the extent necessary, the energy efficiency programs provided by electric distribution companies and those provided by municipalities that serve as aggregators.  Also, as needed, DOER may negotiate with a distribution company, municipal aggregator and other stakeholders to reach resolution regarding an  energy efficiency plan’s consistentcy with statewide goals, guidelines, metrics and reporting requirements.  





DOER will certify energy efficiency plans that are consistent with statewide goals as such. DOER will not certify  plans it finds to be inconsistent with statewide.   DOER, however, will not conduct its own formal adjudicatory proceedings.  Instead, if DOER is unable to convince an entity to make its proposed plan consistent with the statewide energy efficiency goals, guidelines, metrics, and reporting requirements, then DOER will report such findings to the DTE and may intervene in the DTE’s adjudicatory proceeding for that plan to advocate for the necessary changes to bring the plan into compliance.  





DOER will also monitor the extent to which energy markets are meeting the state’s energy efficiency goals, guidelines, and metrics, and shall file a report with the legislature annually by April 30, as required by the Restructuring Act.  Furthermore, in order to determine whether ratepayer-funded energy efficiency programs should continue beyond year 2002, as prescribed by the Act, DOER will review on (or by) March 1, 2001 the then-current market barriers to energy efficiency investment, experience with competitive markets, and related environmental and economic goals.  If DOER determines that such funding should continue, then it will file with the legislature proposed legislation to extend for a specified period at a specified funding level the authorization to continue collection of a charge to fund energy efficiency activities.





To support both its annual review of energy efficiency plans and its reporting responsibilities to the Legislature, DOER will specify what information distribution companies and municipalities with energy efficiency plans must submit so that DOER can effectively carry out its monitoring and reporting responsibilities.  Because both DOER and DTE will have specific data needs in order to meet their respective roles, DOER will coordinate with DTE regarding the information to be filed by the distribution companies and municipalities where possible.  This coordination will cover the timing of such filings, as well as the format and content, in an attempt to minimize any unnecessary burden to the distribution companies and municipalities.  





DOER may also need additional market-related data to fulfill its reporting obligations to the legislature from distribution companies and municipalities as well as other market actors including but not limited to gas companies, transmission companies, suppliers, aggregators, and energy service companies.  Given that some of this may be competitively sensitive information, DOER intends to treat such potentially sensitive information as confidential and only utilize it in an aggregated fashion consistent with state and federal law.





DOER intends to also serve as an educator to the general public on issues related to ratepayer-funded energy efficiency activities.  Such information shall be largely based on findings from DOER’s monitoring activities.





DOER further reserves the right granted to it by the Legislature [Ch. 25, Sec. 6, (1) ] to administer energy efficiency programs.  However, it would do so only in extreme circumstances where the state’s energy efficiency goals are in jeopardy from services not  adequately provided by distribution companies, municipal aggregators, or other market actors.





Finally, DOER may establish an on-going energy efficiency advisory board to assist it with its oversight and coordination responsibilities.








B.  Translating DOER’s Roles and Responsibilities to Regulations and Guidelines





DOER’s roles and responsibilities are largely codified in the proposed oversight and coordination regulations attached as a separate document to this white paper.  These draft regulations attempt to translate DOER’s various legislative requirements and authorizations into regulatory language.  Pursuant to Executive Order #384, To Reduce Unnecessary Regulatory Burden, the regulations are drafted to be the “shortest and simplest regulations necessary to achieve the purpose of such regulations.   To complement the regulations, DOER intends to issue supporting guidelines on its oversight and coordination roles and responsibilities. 





DOER does not intend to include actual statewide energy efficiency goals or supporting guidelines, metrics, or reporting requirements within the regulations themselves.  Instead, the regulations simply provides DOER with the authority to develop goals, guidelines, metrics, and reporting requirements from time to time on an as-needed basis.  The next few sections of this white paper provides a proposed listing of statewide goals, discusses their use, and delineates an approach and framework for developing supporting guidelines, metrics, and reporting requirements.





�
III.  Legislative Guidance on Statewide Energy Efficiency Goals





The Division proposes statewide energy efficiency goals that are firmly supported by the purposes and uses for ratepayer funds articulated by the Massachusetts Electric Restructuring Act.  In reviewing the Act, it is useful to distinguish between guidance on the development of statewide energy-efficiency goals and the specific responsibilities involving these goals that are assigned to the Division.


The legislation contains several directives on the substance of statewide energy efficiency goals.  First, it identifies four programmatic goals for ratepayer-funded activities (equitable allocation; lost opportunities; statewide market transformation; and low-income programs).  However, it does not discuss priorities among them.  Second, it identifies two aspects of programs that are mandatory requirements: (1) programs must be cost effective (as determined by DTE); and (2) funding for low-income programs must be maintained at certain levels.  Third, it expresses a preference for reliance on competitive procurement processes, but does not discuss this preference in conjunction with other goals (except to ensure that cost effectiveness is maintained).  Finally, it identifies four considerations that are to form the basis for a recommendation as to whether to continue funding and at what levels (market barriers, competitiveness of market, environmental and economic goals, and cost effectiveness).





In addition, the legislation also assigns three specific duties to the Division, which it must perform in view of these goals: (1) an annual review of electric distribution company energy efficiency plans in order to make a recommendation to DTE on funding; (2) an annual report to the legislature on the extent to which energy markets are achieving the energy efficiency and fuel diversity goals of the Commonwealth; and (3) a report to the legislature in 2001 on whether funding for non-low-income energy efficiency programs should be continued.





What follows is an annotated discussion of the four passages from the Act that underlie these findings.





“The division of energy resources shall have the authority to oversee and coordinate ratepayer-funded energy efficiency programs.  The division shall seek to achieve goals including, but not limited to, the following: (i) ensure that energy efficiency funds are allocated equitably among customer classes; (ii) ensure that there will be adequate support for “lost opportunity” efficiency programs in areas such a as new construction, remodeling, and replacement of worn-out equipment; (iii) give due emphasis to statewide market transformation programs in order to systematically eliminate market barriers to energy efficiency goods and services; and (iv) provide weatherization and efficiency services to low-income customers. The division of energy resources shall annually file a report with the department of telecommunications and energy on the proposed funding levels for energy efficiency programs. The department shall review and approve energy efficiency expenditures after determining that implementation of such programs was cost-effective.” (Chapter 25A, Section 11G)





This passage is, perhaps, the most important in providing guidance on the Division’s responsibilities and on statewide energy efficiency goals.   First, it explicitly assigns responsibility for oversight and coordination of ratepayer-funded energy efficiency programs to the Division.  Second, it articulates four goals for these activities, while allowing for additional goals.  Third, it requires the Division to review electric distribution company (or “distribution company”) energy efficiency plans in order to make a recommendation on funding for these programs to DTE.   Fourth, it also makes it clear that there is an expectation that programs will be cost effective (as determined by DTE).





“…the department shall ensure that they are delivered in a cost-effective manner utilizing competitive procurement processes to the fullest extent practicable…At least 20 per cent of the amount expended for residential demand-side management programs by each distribution company in any year, and in no event less than the amount funded by a charge of 0.25 mills per kilowatt-hour, which charge shall also be continued in the years subsequent to 2002, shall be spend on comprehensive low-income residential demand side management and education programs…On March 1, 2001, the division of energy resources shall, in order to determine if energy investments shall continue beyond that time, review then-current market barriers, experience with competitive markets, and related environmental and economic goals.  If said division determines that the continued operation of the programs delivers cost-effective, energy efficiency services, said division shall file…legislation to extend for a time certain the authorization contained herein for such a charge to fund energy efficiency activities.” (Chapter 25, Section 19)





This passage reinforces the direction from the previous passage on cost effectiveness, but adds to it a preference for the use of competitive procurement processes for program delivery.  Next, it establishes that funding for low-income programs is both fixed and guaranteed beyond 2002.  Finally, it provides additional direction to the Division on its oversight role: the Division must make a recommendation to the Legislature on whether and at what level continued funding should be authorized for non-low-income activities beyond 2002. The recommendation must based on a review of at least four issues: market barriers, the competitiveness of markets (see the next citation), environmental and economic goals, and continuing expectations for cost-effective activities.





“The division shall determine the extent to which said operators and exchanges serve the needs of retail customers and contribute to the achievement of energy efficiency and fuel diversity goals as said goals are identified by the division and the department of telecommunications and energy… The division shall annually issue a report…Said report shall contain …(v) a determination of the extent to which energy markets are achieving the energy efficiency and fuel diversity goals of the commonwealth.” (Chapter 25A, Section 11E)





This passage is significant for three reasons.  First, it assigns responsibility for developing energy efficiency goals to the Division and the DTE.�  Second, it describes the goals as objectives the Legislature envisions will be met by degrees.  This formulation implies that the Division will need to establish metrics that will be used to help assess the extent to which particular goals are being addressed.  Third, it links the operation of competitive markets to the achievement of these goals.  As described in the introduction to this white paper, this linkage is important because it identifies reliance on competitive processes as a means to certain ends, rather than as an end in and of itself.  This hierarchy is made even more explicit by the specific reporting responsibilities that are assigned to the Division.  This relationship is useful in interpreting the direction that is provided in the previous citation on how energy efficiency programs are to be carried out.





“A municipality or group of municipalities establishing load aggregation program pursuant to subsection (a), may … adopt an energy plan which shall define the manner in which the municipality or municipalities may implement demand side management programs and renewable energy programs that are consistent with any state energy conservation goals developed pursuant to chapter 25A or chapter 164…the city or town clerk shall submit the plan to the department to certify that it is consistent with any such state energy conservation goals.” (Chapter 164, Section 134)





This passage provides a final reference to the need for development of statewide energy efficiency goals.   It indicates that municipal aggregator’s energy efficiency plans must also be consistent with statewide energy conservation goals.�





In the next two sections of this white paper, we refer to the Legislative guidance contained in the Act to propose statewide energy efficiency goals and the application of these goals by the Division in carrying out its responsibilities, respectively.


�
IV.  Proposed Statewide Energy Efficiency Goals








Based on the Legislative guidance described in the previous section, the Division proposes a three-part typology of statewide energy efficiency goals: (1) a single, overall statewide energy efficiency goal; (2) two thresholds goals for electric ratepayer-funded energy efficiency programs; and (3) four priority-setting goals also for electric ratepayer-funded energy efficiency programs.  See Table 1.





In this section, we describe the goals. In the next section (V), we describe how the Division proposes to use the goals to carry out the three tasks assigned to it by the legislation.  In some cases, what is meant by the goals is best illustrated by describing some of the issues the Division plans to take into consideration in assessing progress toward these goals.   In the final section (VI), we describe the Division’s plans to develop guidelines for metrics and reporting requirements that would be based on these issues. 








Table 1.  Proposed Statewide Energy Efficiency Goals





Statewide Energy Efficiency Goals�
�
Overall statewide energy efficiency goal: 


To strengthen the economy and protect the environment by increasing the efficiency of energy use


�
�
Ratepayer-funded energy efficiency threshold goals: 


To save electricity cost effectively; and


To provide funding for energy efficiency services to low-income customers at the levels directed by the Act


�
�
Ratepayer-funded energy efficiency priority-setting goals: 


To ensure that energy efficiency funds are equitably allocated among customer classes; 


To ensure that there is adequate support for “lost opportunity” efficiency programs;


To give due emphasis to statewide market transformation programs; 


To utilize competitive processes in the delivery of program services to the fullest extent possible; and 


To maximize cost effectiveness


�
�



�
Overall Statewide Energy Efficiency Goal





To strengthen the economy and protect the environment by increasing the efficiency of energy use.





The overall goal recognizes that efficient energy use is no more than a means to an end.  The end is the economic benefits and environmental quality that are influenced by the use of energy.  In this context, improvements in energy efficiency are socially desirable only insofar as they lead to net improvements in the economy and the environment.





The overall goal provides a unified framework within which the Division can support a variety of energy efficiency policies and programs, in addition to those funded by electric ratepayers.  For example, the Division’s market monitoring activities (as outlined in Section 25A, Section 11E) encompass private-sector activities beyond the scope of electric ratepayer-funded energy efficiency programs.�





The overall goal captures the continuing public purposes that must be served by ratepayer-funded energy efficiency programs in a restructured Massachusetts electricity industry. For example, progress toward this goal would be assessed by determining whether “then-current market barriers” to efficient energy use, in view of the Commonwealth’s “experience with competitive markets” supports a finding that these statewide “environmental and economic” goals are (or are not) being met appropriately by ratepayer-funded energy efficiency programs.  This finding would in turn provide the basis for a recommendation that ratepayer funding for non-low-income energy efficiency programs should (or should not) continue after 2002, and if so at what levels.





In addition, the Division will need to evaluate three primary factors in order to assess progress toward this goal:





With respect to energy savings, the Division will need to consider how much energy is being saved, what forms of energy are being saved, where geographically and by customer class energy is being saved, and over what time period.





With respect to the economy, the Division will need to consider the direct and indirect economic effects on all ratepayers, adopters of energy efficient goods and services, and the supply chain associated with the production, distribution, and implementation or acquisition of these goods and services.  Macro-scale effects, such as impacts on employment and gross state domestic product, might also be considered, depending on the scale of activities and the level of detail that can be meaningfully achieved from available information sources. 





With respect to the environment, the Division will need to consider how energy savings in turn affect the generation, transmission, and distribution of electricity as well other forms of energy production, transport, and consumption from the standpoint of changes in environmental impacts associated with these activities.  For example, which pollutants are affected, by how much, over what geographic and temporal scale?








B.	Threshold Energy Efficiency Goals





To save electricity cost effectively (where cost effectiveness is established and reviewed by DTE); and 


To provide funding for energy efficiency services to low-income customers at the levels directed by the Act.





These two goals are tied uniquely to energy efficiency programs for which funding is explicitly derived from the charge on electricity established by the Act (Chapter 25, Section 19).





Insofar as efficient energy use is only a means to an end, its appropriateness for the Commonwealth depends on two fundamental considerations: (1) Does it improve economic efficiency?  (2) Does it improve equity?  For ratepayer-funded programs, economic efficiency is measured by cost effectiveness; roughly, do the benefits of the programs outweigh their cost?  Equity is more difficult to “measure;” however, the Act addresses at least one aspect of equity by directing a funding level for low-income programs, which must be maintained.  Broader equity concerns are discussed below under priority-setting goals.





These two goals are threshold goals; they are mandatory requirements established by the Act.  They would be applied as pass/fail criteria that either are or are not met.  For example, authorization for funding cannot be made without a finding of cost effectiveness (Chapter 25A, Section 11G).  Similarly, funding for low-income activities shall not be less than the amounts prescribed by the Act (Chapter 25, Section 19). 





The ultimate determination of cost effectiveness remains the responsibility of the DTE.  The DTE will establish standards to determine cost effectiveness, and review methods and supporting information provided by electric distribution companies (and municipal aggregators) on its calculation.�





Assessing the low-income funding requirement necessitates the Division monitoring expenditures on low-income programs.  It will also require the Division to review the programs to ensure that they are being implemented effectively and in manner consistent with the law.  It may also require the Division (potentially, in conjunction with other agencies) to consider other types of services that could be provided in the future.








C.	Priority-Setting Energy Efficiency Goals





To ensure that energy efficiency funds are equitably allocated among customer classes;


To ensure that there is adequate support for “lost opportunity” efficiency programs;


To give due emphasis to statewide and other market transformation programs; 


To utilize competitive processes in the delivery of program services to the fullest extent possible; and  


To maximize cost effectiveness.�





The Act also provides other forms of guidance on energy efficiency goals for ratepayer-funded programs.  However, these other forms of guidance are not as definitive as the threshold goals either because the goal itself is subject to different interpretations (e.g., what is an “equitable” allocation?) or because it is difficult to assess whether the goal has been met with a simple pass/fail criteria (e.g., how much and what kind of support represents “adequate” support?  How much and what kind of emphasis is “due” emphasis? How will we know that competitive processes have been used to the “fullest extent possible”?).  The Division, nevertheless, understands that this guidance creates important expectations for ratepayer-funded energy efficiency programs, yet is to be understood in a manner that is distinct from the mandatory or threshold goals previously described. 





The Division proposes to address these goals in its evaluation of ratepayer-funded energy efficiency programs by treating them as representing strategic approaches or aspects of programs that must be considered as a package by a well-balanced portfolio of energy efficiency activities. That is, unlike threshold goals, each of which must be met (i.e., as pass/fail criteria), priority-setting goals represent issues (or multiple objectives) that must be considered individually and in combination with one another. A poor ranking for any one individual priority-setting goal would not necessarily eliminate a program from consideration for inclusion as part of a balanced portfolio. (This discussion on application of goals is continued in the next section.)





Individual priority-setting goals will tend to be met by degrees, not as absolutes  Market transformation is a good example: Other things being equal, a program that aggressively transforms a market is preferable to one that is less aggressive.  Other things being equal, program with more reliable information supporting its proposed market transformation strategy would be preferable to a program with less reliable information.  However, it is a given that other things are never equal and that the ways in which they are not equal will change from program to program.  Moreover, other factors, for particular programs and market circumstances, may well be more important than market transformation (e.g., capturing lost opportunities or cost-effectiveness). 





The remainder of this section describes some of the considerations that Division plans to evaluate in order to assess progress toward each of the first four priority-setting goals. (Considerations appropriate for assessing the fifth priority-setting goal on cost effectiveness will be established ultimately by DTE.)  The discussions sometimes describe the types of information the Division will need to collect in order to assess progress toward each of the goals.  In the final section of this white paper, we outline the Division’s plans to develop guidelines for reporting requirements. 





Ensure equitable allocation – The Division is considering a variety of possible definitions for equitable allocation.  If defined in terms of funding, information would be required on: How much funding is collected from (or what are kWh sales for) each customer class and/or customer sub-classes, both historically and at present?  How much funding has been directed to each customer class and/or customer subclasses (historically and at present)? However, there are other measures of equity that may also be appropriate for evaluating ratepayer-funded energy efficiency programs in a restructured electricity industry.  For example, how have the benefits from ratepayer-funded activities been distributed among customer classes and/or subclasses?  Or, in view of restructuring and the increase in private-sector provision of energy efficiency, which sectors or market segments are not currently being reached by the private sector and are therefore more appropriate targets for ratepayer-funded energy efficiency programs? 





Capture lost opportunities – The Division proposes initially to limit lost opportunities to new construction, major remodeling/renovation, and time-of-purchase equipment replacement activities.  Accordingly, the issues the Division will need to consider include: How big are uncaptured lost opportunities (in which sectors, market segments, and market events)?  What priorities among lost opportunities should be considered in the future?  How well have programs captured lost opportunities?  How much has been spent historically on lost opportunities (as a percent of annual budget comparable to that funded by the surcharge; or as an absolute dollar amount)?  Is there room for improvement? How should these activities be coordinated with other non-ratepayer-funded energy efficiency programs or activities (e.g., better building codes, tax credits, etc.) addressed to these opportunities?  Are there likely opportunities to permanently transform markets leading to the elimination of lost opportunities at some point in the future? 





Transform markets – The Division proposes to rely on a definition of market transformation that holds that markets are fully transformed when continued intervention is no longer warranted.  Accordingly, assessing the extent to which particular markets have been transformed will involve the following considerations: Which sectors, market segments, market actors, and market events are targeted by programs?  What factors (or market barriers) currently prevent cost-effective energy efficiency decisions from being made?  What role will statewide or regionally coordinated programs play in addressing these market barriers?  How will other program(s), if applicable, be coordinated with these programs to address them?  Are impacts expected to be temporary or lasting in nature? What is the plan for modifying programs in response to observed market conditions (including recommending termination)? Are there other trends (outside of ratepayer-funded activities) in these markets that might obviate the need for ratepayer funding for these programs?  If so, how might ratepayer funding accelerate these trends?





Use of competitive processes – The Division proposes initially to limit consideration of the use of competitive processes to their role as an implementation strategy for the delivery of program services.  Accordingly, the Division will need to consider the following issues: How are competitive processes being used currently in existing programs and program activities?  What plans exist for continued use of these processes in future programs and program activities?  Is reliance on competitive outsourcing for delivery of program services more or less likely (than other forms of outsourcing) to lead to successful transfer of program delivery to non-utility entities?  That is, following transfer and (eventual) elimination of ratepayer funding, are these entities likely to be able to continue offering program services on a self-sustaining basis?  Will the public interest be well-served by eventual transfer of these activities to the private sector?





In the next section, we describe how the Division plans to carry out the responsibilities involving these goals assigned to it by the Act.


�
V.  Application of Statewide Energy Efficiency Goals





The Act assigns three specific responsibilities to the Division involving ratepayer-funded energy efficiency activities: (1) annual review of energy efficiency plans in order to make a recommendation to DTE on funding; (2) an annual report to the legislature on the extent to which energy markets are achieving the energy efficiency goals of the Commonwealth; and (3) a report to the legislature in 2001 on whether funding for non-low-income energy efficiency programs should be continued, and if so at what level.  This section describes how the Division proposes to use the statewide energy efficiency goals to fulfill these responsibilities.  See Table 2.





Table 2. Proposed Application of Statewide Energy Efficiency Goals





�
Review Energy Efficiency Plans�
Annual Report to Legislature�
2001 Report to Legislature�
�
Overall Statewide Energy Efficiency Goal�
�
Net Improvement to Economy and Environment through Energy Efficiency�
Greater emphasis would be placed on the threshold and priority-setting goals�
Statewide portfolio�
Statewide portfolio�
�
Threshold Statewide Energy Efficiency Goals�
�
Cost Effectiveness�
As established by DTE�
As established by DTE; but also as a portfolio summed together statewide�
As established by DTE; but also as a portfolio summed together statewide�
�
Low-Income Funding�
All low-income programs summed together for each plan�
All low-income programs summed together statewide�
All low-income programs summed together statewide�
�
Priority-Setting Statewide Energy Efficiency Goals�
�
Equitable Allocation�
Individual plan portfolio�
Statewide portfolio�
Statewide portfolio�
�
Lost Opportunities�
Program and plan portfolio�
Statewide portfolio�
Statewide portfolio�
�
Market Transformation�
Program, interrelated programs, and plan portfolio�
Statewide portfolio�
Statewide portfolio�
�
Use of Competitive Processes�
Program and plan portfolio�
Statewide portfolio�
Statewide portfolio�
�
Maximize Cost Effectiveness�
Program and plan portfolio�
Statewide portfolio�
Statewide portfolio�
�
As indicated by the table, progress toward some goals can be assessed, at least initially, by examining programs individually. For example, to what extent does a particular program target lost opportunities or use competitive processes. However, progress toward other goals must be assessed by examining programs in conjunction with other programs or by examining an entire portfolio of programs. For example, determining whether funds have been “allocated equitably among customer classes” requires a review of an entire portfolio of program offerings, not individual programs.





In some cases, it may not be appropriate to examine an individual program in considering how it proposes to “transform the market.”  Depending on the market targeted, multiple strategies (e.g., up-stream and down-stream activities) operated in a coordinated fashion among distribution companies may be required to transform markets.  In these cases, it would be inappropriate to assess the individual programs that make-up this overall strategy in isolation from one another.





For priority-setting goals, programs must be considered both individually (expect in the case of equitable allocation), but more importantly jointly as elements of a balanced portfolio.  As described in Section IV, a low “score” on any one priority-setting goal would not automatically eliminate a program from consideration for inclusion, provided other programs, taken together, adequately addressed this goal.





It is important to bear in mind that the Division’s responsibilities for review of energy efficiency plans differ fundamentally from its responsibilities in preparing reports to the Legislature.  We turn now to a discussion of these differences.








Review of Energy Efficiency Plans





Application of goals for reviewing energy efficiency plans involves treating the goals as criteria that the Division will use in its review.  In this application, the goals represent the Division’s guidance on the types of energy efficiency programs that are appropriate for ratepayer funding. Two differences from reporting to the legislature are readily apparent.  First, since the Division will review program plans individually, application of the goals will tend to focus on only those programs within a single plan.�  As discussed in the next sub-section, application of the goals for reporting to the legislature will be primarily on a statewide basis, rather than for individual electric distribution companies or municipal aggregators.  





Second, the overall statewide energy efficiency goal would tend to have a subsidiary role in plan review.  While the need to provide economic and environmental benefits through energy efficiency could be thought of as a threshold goal in this context, greater emphasis would be placed on the two threshold and five priority-setting goals.  In effect, the overall goal would be addressed implicitly.�





The distinction between threshold and priority-setting goals has significant consequences for the Division’s review of energy efficiency plans.  Assessing whether programs adequately address the threshold goals, while not trivial, is at least straightforward: The Division (and the Department) will make a finding whether a program (or programs) does or does not pass the thresholds established for each goal.  These thresholds are primarily quantitative and will be established by DTE (for cost effectiveness) or have already been established by the Act (for low-income funding levels). 





However, assessing whether programs adequately address the priority-setting goals is more complicated. Referring back to some of the considerations identified in the last section in discussing the priority-setting goals, we can identify three distinct complicating factors.�





The priority-setting goals are not likely to be fully captured by a single metric. For example, it is unlikely that a single metric will be appropriate to assess the extent to which “adequate support” has been given to lost opportunities. Instead, it is more likely that multiple metrics will be required.  Even assessing cost effectiveness, which is typically conducted by reference to a ratio of benefits to costs, may require multiple metrics depending on how many cost effectiveness perspectives are considered.





Metrics may not be quantitative.  Recall that threshold goals are easier to implement, in large part, because they can be assessed with quantitative metrics. To continue with cost effectiveness, it may be appropriate to assess the quality or reliability of the information supporting reported benefits and costs.  Similarly, it is unlikely that quantitative metrics, alone, will be adequate to assess whether “due emphasis” has been given to market transformation or whether an equitable allocation of funds has been “ensured.”





In part as a reflection of these first two factors, the priority-setting goals must be considered jointly; there is no clear hierarchy among them.  The Act is notably (and  probably appropriately) silent on whether any one of the priority-setting goals proposed by the Division is more or less important than the others.  This should be contrasted to the situation for the proposed threshold goals where the Act is clear in establishing mandatory requirements.





If appropriate, the Division will explore whether or not it should establish formal “targets” or benchmarks for the priority-setting goals that it would then use as part of its review of ratepayer-funded energy efficiency programs (both for energy efficiency plan review and for reporting to the Legislature).  Until such targets are established, if at all, applying the priority-setting goals in reviewing energy efficiency plans will require the Division unavoidably to exercise substantial discretion and judgment.








Preparation of Reports to the Legislature





Application of the goals for preparation of reports to the Legislature involves describing accomplishments or progress toward the goals (rather than reviewing the adequacy of proposed plans to achieve progress toward the goals).  Reporting, typically, will be conducted on a statewide basis.�  As mentioned previously, greater and more explicit emphasis would be placed on describing progress toward the overall statewide energy efficiency goal.





The reports would continue to discuss the extent to which the threshold and priority-setting goals are being met.  However, as mentioned, reporting accomplishments or progress toward these goals will be different in nature from reviewing the adequacy of proposed plans to address these goals.  Particularly in view of the considerations described in the previous section, reporting to the Legislature will tend to involve both qualitative and quantitative summaries of progress.   For these same reasons, it will be difficult, at least initially, to reduce these summaries down to a single quantitative indicator for each goal.





The Division plans to use the annual reports to the Legislature on the extent to which energy markets are achieving the statewide energy efficiency (and fuel diversity) goals of the Commonwealth to develop its recommendation to the Legislature in 2001.  That is, as described in the introduction to this white paper and in the section analyzing the Act, the Division interprets ratepayer funding for energy efficiency programs as an interim public policy response to facilitate the transition to a fully competitive market.  At such time that the market is deemed “sufficiently” competitive, there will no longer be a need for these programs.�  Annual reporting on energy markets, therefore, should be viewed as a precursor to the development of the Division’s eventual recommendation to the Legislature on whether and at what level to continue funding for energy efficiency programs.





In developing the 2001 report to the Legislature, the Division will need to devote special attention to describing the role of energy efficiency programs in addressing market barriers and market transformation.  The Division will need to identify any sub-markets within the Commonwealth where under-investment persists for energy efficient goods and services.  The Division will also need to evaluate the level and nature of private-sector activities in providing these goods and services, including the current or potential role of ratepayer-funded programs to stimulate or facilitate increased future provision by private sector entities.


�
 VI.  Next Steps:  Development of DOER’s Guidelines








This section describes the Division’s current plans to develop guidelines to support its proposed regulations and statewide energy efficiency goals. It has been included in this white paper because the Division believes it provides an important context for parties to consider in their review of the proposed regulations and statewide energy efficiency goals.  However, this section should not be confused as a set of guidelines that are being recommended by the Division at this time.  Instead, this section should be understood as the precursor to the development of these guidelines, which will be released for review later in the Working Group process. 





As described in Section II, consistent with the laws and administrative procedures of the Commonwealth, the Division draws a sharp distinction between regulations and guidelines.  On the one hand, regulations translate DOER’s various legislative requirements and authorizations into regulatory language.  Regulations are broad in their formulation and are written with a presumption that they will not change over time.  On the other hand, guidelines communicate information, fill in details of the regulation, reconcile policy ambiguities, set out management rules, and describe expected practices.  Accordingly, guidelines can be expected to evolve over time.





The Division currently plans to develop guidelines that will address four topics: A. DOER’s oversight and coordination roles; B. Processes and schedules for the conduct of the Division’s responsibilities; C. Metrics the Division will use to assess progress toward the statewide energy efficiency goals; and D. Reporting requirements.





Guidelines on DOER’s Oversight Roles





As described in Section II, the Division proposes regulations that codify its authority to oversee and coordinate ratepayer-funded energy efficiency programs. The Division expects to play a number of different roles in order to effectively carry-out its authorities.  Guidelines on oversight roles will describe these expectations.  They will elaborate on the considerations described in Section II that are formally described in the proposed regulations, and supplement them as needed.





 Guidelines on Process and Schedule





These guidelines will describe the processes and schedules the Division plans to follow and will expect parties to follow in assisting in fulfilling its responsibilities.  Among other things, these guidelines would describe the timing of its reports to the Legislature.  It would also describe the procedures the Division will follow in its review of energy efficiency plans.  For instance, it may include specific filing dates for distribution companies to file their energy efficiency plans with DOER and include the number of days it will take to complete its review of energy efficiency plans.  Guidelines for energy efficiency plan review will be developed jointly with DTE.








 Guidelines on Metrics





These guidelines would describe metrics or measures that the Division plans to use to help assess the extent to which statewide energy efficiency goals are being met. Examples of some of the considerations that the metrics will need to capture were provided as part of the descriptions of the goals in Section IV.





The metrics will likely be both quantitative and qualitative.  As noted, compliance with threshold goals is easiest to establish with quantitative metrics.  Qualitative metrics can be equally, more, or less important than quantitative metrics depending on the goal they are being used to help assess.





In some cases, a single metric may be sufficient to represent or capture movement toward or achievement of certain goals, such as cost effectiveness or level of low-income funding. In other cases, multiple metrics may be required for two different reasons: (1) more than one metric is required to fully articulate/capture the goal (e.g., it may be necessary to observe many logically-interrelated market effects in order to assess the extent of market transformation), and (2) the goal, itself, may consist of more than one part (e.g., more than one market may be the target of transformation activities).�








 Guidelines on Reporting Requirements





Reporting requirements describe the specific information that must be provided to the Division in order for it to fulfill its responsibilities.  The Division expects that energy efficiency plans and program evaluations will be a primary source of this information. The Division also plans to supplement information provided in these plans with other data collection and analysis activities.





The information provided in energy efficiency plans must be at least sufficient for the Division to conduct its review of the proposed energy efficiency plans pursuant to the statewide energy efficiency goals described previously.  The Division’s additional information development activities may involve additional information from electric distribution companies, municipal aggregators, and other market actors.





DOER will work with the Working Group members over the course of the next several months to develop appropriate guidelines for ratepayer-funded energy efficiency activities in Massachusetts..


� Raab Associates, Ltd. (the “team”) has been tasked to provide the Division with technical and facilitation support.  To date, the team has conducted an issues assessment with key stakeholders (including Division and DTE staff) and facilitated a Division retreat to discuss options identified in the issues assessment and to explore initial preferences.  The team has worked with Division staff to prepare this white paper and will facilitate workshops conducted by the Division with the Energy Efficiency Working Group.





� The Division’s draft regulations are provided in a separate document and its proposed approach to developing guidelines can be found at the end of this white paper.





� Department of Telecommunications and Energy. “Comparative Statistics from the 1995 DSM Annual Reports.”


�  The Division interprets the Legislature’s discussions on fuel diversity goals to refer to activities associated with supply-side resources, which are addressed by the Renewables Trust Fund described elsewhere in the Act.


� An earlier passage in the Act directs municipalities to work with the Division to develop “plans for aggregation” (“…a municipality or group of municipalities…shall, in consultation with the division of energy resources…develop a plan…detailing the process and consequences of aggregation”).





� In addition, the Division may, in a separate forum, propose additional goals for non-ratepayer funded energy efficiency programs, such as: (1) building codes and appliance standards, (2) state-administered energy efficiency programs (e.g., federal grant programs), (3) consumer education activities, etc.


�  On January 8, 1999 the DTE issued a notice of investigation to “Establish Methods and Procedures to Evaluate and Approve Energy Efficiency Programs” addressing cost-effectiveness and other related matters.


� The Division proposes to interpret the threshold goal for cost effectiveness, also as a fifth, priority-setting goal.  In this context, it is assumed that programs first must pass the threshold criteria of cost effectiveness, as established by DTE.  The extent of cost-effectiveness would then be examined along with the other priority-setting goals.


� Market transformation programs, involving coordinated, statewide or regional efforts may be an exception, as noted previously.


� As discussed further below, application of the goals in developing reports to the Legislature can be seen as the reverse of this situation with priority focussed primarily on describing progress toward the overall statewide energy efficiency goals.





� In discussing these factors, we make frequent reference to “metrics” that would be used to assess progress toward the goals.  In the final section of this white paper, we discuss the Division’s plans to develop guidelines on metrics and on supporting reporting requirements. Here, we illustrate some of the considerations that these guidelines will need to address.


� In some cases, underlying, plan-specific information may also be reported to the Legislature, but not necessarily in all cases.  Where the information reported to the Legislature is based on a simple statewide summation of information contained in each plan, electric distribution company-specific (or municipal aggregator-specific) information is more likely to be available for presentation.  Where the information is developed through other sources, more disaggregate information may or may not be relevant or available.





� An exception is the on-going need for low-income, for which as noted the Legislature has determined is unlikely to be met by any likely market outcome for the foreseeable future.


� In general, metrics developed by the Division for use in assessing progress toward statewide energy efficiency goals would tend to be formulated at a higher level of generality and aggregation than “performance metrics” that parties in Massachusetts are currently discussing for use in the design of shareholder incentive mechanisms.  Of course, it is essential that performance metrics be, at some level, consistent with or at least not in conflict with statewide energy efficiency goals.  However, it is not realistic or even appropriate to think of metrics for statewide energy efficiency goals as simply summations of individual performance metrics.
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