Electricity Sector

Utility Incentives for Demand-Side Management

Work Plan for Potential GHG Reduction Measure
Strategy Name:  Utility incentives for demand-side management 
Lead Staff Contact:  

Summary:   Amplify the future impacts of utility demand-side management programs by removing the financial disincentives to program success which are characteristic of traditional ratemaking practices, developing rate decoupling and related rate redesigns and/or positive performance incentives to spur higher levels of energy savings and GHG reductions.

Other Involved Agencies:  PUC, state legislature

Possible New Measure(s): This strategy builds upon the energy efficiency and conservation program   of Act 129 / House Bill 2200 which mandates the introduction of utility demand-side management (DSM) programs.  States which have the most successful energy efficiency programs, i.e., those which achieve superior rates of electric energy savings, tend on the whole to have adopted incentives for utilities.
  An analysis of state-level data from across the nation indicates a pronounced relationship between the use of incentives and reductions in annual electricity sales.  States which were the most aggressive, employing both performance incentives as well as rate decoupling, achieved savings rates 3.2-fold higher than the scale achieved in states with no DSM incentives (such as Pennsylvania). The following table illustrates this relationship.

Table 1

Relationship Between Reduced Statewide Electricity Sales

And Use of Utility DSM Incentives

	State Approach to Electric Efficiency Incentives
	Average Incremental Savings in Electricity Use

	No incentives
	0.19%

	Performance incentives only
	0.34%

	Rate decoupling only
	0.34%

	Both performance incentives and decoupling
	0.60%


Traditional ratemaking impedes full utilization of energy efficiency opportunities by eroding utility revenues as these programs are implemented. The linkage between efficiency, energy sales and utility financial margins arises from rate designs which make utility profits dependent upon sales volume, and which fail to provide returns on efficiency investments comparable to those realized by investments in traditional capacity. 

Mechanisms for addressing the financial impacts to utilities include performance target incentives, shared savings incentives, and rate-of-return adders, as well as rate decoupling to address both lost margin recovery and the throughput incentive.  In-depth discussions of these issues and regulatory approaches can be found in the references cited at the end of this workplan.
The need to reformulate utility incentives and disincentives is gaining increasing scrutiny in states across the nation that are seeking more effective strategies for accelerating energy efficiency utilization. Each of the top performing states now use some form of incentives for DSM. This trend is on the rise.  Today, more than half the states (29) use some form of financial incentives for DSM.  As state investments in energy efficiency programs increase, the attention to appropriate price signals for DSM is likewise growing.

Potential GHG Reduction: 
5.89  MMTCO2 additional 

These computations estimate net incremental impacts of instituting utility incentives and thus represent the increased effectiveness of DSM programs implemented within a framework that addresses existing barriers created by current ratemaking practices.

The following steps were used in calculating the emissions reduction:

· For consistency with other work plans, this analysis is based upon the same forecast of statewide electrical sales used in the Reduced Load Growth and AEPS work plans, looking at a period beginning with 2009 and concluding with 2025.

· Impacts from the addition of the utility incentives were calculated using the difference between the no incentives and the most aggressive performance incentives figures from Table 1.  This is a rate of reduction of statewide electrical sales of 0.41%.
  This is the newly realized savings resulting from market actions taken within the reporting year and so represents new impacts from a single year’s incremental activity in the DSM programs.

· The annualized energy impacts associated with incentives was then multiplied by the statewide CO2 emission factor (1,279 pounds of CO2 per MWh) calculated by DEP for electricity produced in PA (short tons were converted to MMT).
 

Assumptions:

· Assumes the necessary enabling legislation is not passed until 2010, with implementation subsequently beginning in 2011.

· Assumes the institution of both revenue decoupling and supplemental performance incentives for maximum effect.

· Assumes three years to ramp up to full impact, and equal increments of improvement in each year from 2011 to 2013 when full-scale impact is assumed to reach 0.41% annually.

· Additive impacts over the analysis timeframe.

This estimate of impacts assumes that Pennsylvania proceeds with both rate decoupling and positive performance incentives on a statewide basis.  Other approaches are possible, such as pursuing either decoupling or performance incentives singly. Implementation could also be initiated on a pilot basis, for example as legislated in the state of Minnesota, with a corresponding decrease in overall impacts.

Economic Cost:  

· Cost to DEP – None

· Cost to the public - Net benefit to ratepayers and utilities alike.  The magnitude of benefits realized will vary with the incentives and programs adopted.

Implementation Steps:  

· Enabling legislation is needed

· The PUC will need to determine the specific form of incentives to be used

Potential Overlap:

· Reduced Load Growth
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	Year
	Elec Sales 
	Programmatic Impact 
	Incremental GHG Impact
	Cumulative GHG Impacts
	Cumulative GHG Impacts

	
	(MWh)
	(MWh)
	(Tons CO2)
	 (Tons CO2)
	(MMT CO2)

	2009
	         151,928,332
	                               -   
	                                       -   
	                                  -   
	                                  -   

	2010
	           154,334,271 
	                               -   
	                                       -   
	                                  -   
	                                  -   

	2011
	           156,781,428 
	                      214,791 
	                               137,359 
	                          137,359 
	                               0.12 

	2012
	           159,270,547 
	                      434,809 
	                               278,060 
	                          415,419 
	                               0.38 

	2013
	           161,802,389 
	                      663,390 
	                               424,238 
	                          839,657 
	                               0.76 

	2014
	           164,377,726 
	                      673,949 
	                               430,990 
	                       1,270,647 
	                               1.15 

	2015
	           166,997,346 
	                      684,689 
	                               437,859 
	                       1,708,506 
	                               1.55 

	2016
	           169,662,052 
	                      695,614 
	                               444,845 
	                       2,153,351 
	                               1.95 

	2017
	           172,372,662 
	                      706,728 
	                               451,953 
	                       2,605,304 
	                               2.36 

	2018
	           175,130,010 
	                      718,033 
	                               459,182 
	                       3,064,486 
	                               2.78 

	2019
	           177,934,944 
	                      729,533 
	                               466,537 
	                       3,531,022 
	                               3.20 

	2020
	           180,788,329 
	                      741,232 
	                               474,018 
	                       4,005,040 
	                               3.63 

	2021
	           183,691,047 
	                      753,133 
	                               481,629 
	                       4,486,669 
	                               4.07 

	2022
	           186,643,996 
	                      765,240 
	                               489,371 
	                       4,976,040 
	                               4.51 

	2023
	           189,648,091 
	                      777,557 
	                               497,248 
	                       5,473,288 
	                               4.96 

	2024
	           192,704,264 
	                      790,087 
	                               505,261 
	                       5,978,549 
	                               5.42 

	2025
	           195,813,466 
	                      802,835 
	                               513,413 
	                       6,491,962 
	                               5.89 

	
	
	
	Cumulative Impact
	                     47,137,299 
	                             42.75 
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� For simplicity’s sake, the term ‘incentives’ is used here to refer to both rate decoupling and positive performance incentive mechanisms. It does not include basic program cost recovery which is already allowed under Act 129.





� The figures in this table were developed using the data on statewide electricity sales and electric utility incentives published in The 2008 State Energy Efficiency Scorecard, American Council for an Energy Efficient Economy, October 2008, pages 9-17.


� Correspondence with national experts on this subject has suggested that this figure may be conservative.


�  See analysis provided in the Reduced Load Growth Work Plan for Potential GHG Reduction Measure, Nov. 21, 2008.
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