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I. INTRODUCTIONS AND QUALIFICATIONS 1 
Q:  Please state your name, employer and business address. 2 

A:  My name is Chris Neme.  I am a co-founder and Principal of Energy Futures Group, a 3 

consulting firm that provides specialized expertise on energy efficiency markets, programs and 4 

policies.  My business address is P.O. Box 587, Hinesburg, VT  05461. 5 

Q:  On whose behalf are you testifying? 6 

A:  I am testifying on behalf of the Natural Resources Defense Council (NRDC). 7 

Q:  Did you submit direct testimony in this docket?   8 

A:  Yes.  9 

Q:  Did you summarize your qualifications in your direct testimony? 10 

A:  Yes. 11 

Q:  What is the purpose of your rebuttal testimony? 12 

A:  I address a number of issues raised by other intervenor witnesses.  Specifically, I address: 13 
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1. REACT witnesses Fults’ and Flowers’ proposal for a self-direct program to replace Com 14 

Ed’s proposed Large C&I Pilot program; 15 

2. Chicago Infrastructure Witness Tramm’s proposal for a Negawatt Feed-In-Tariff 16 

program; and 17 

3. Staff witnesses Hinman’s and/or Brightwell’s proposals with respect to: 18 

a. the importance of measure-level cost-effectiveness; 19 

b. changes to Com Ed’s proposed EM&V framework 20 

c. the definition of “breakthrough equipment and devices” (what Com Ed calls 21 

R&D); 22 

d. changes to Com Ed’s proposal for the flexibility to change its program designs 23 

and budgets; and 24 

e. a revised net-to-gross (NTG) framework 25 

Note that though I do not discuss Com Ed or intervenor positions on other issues, that silence 26 

should not be construed as either support for or opposition to that position. 27 

  28 
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II. REACT Rebuttal 29 
Q:  REACT Witnesses Fults and Flowers suggest that Com Ed’s efficiency programs have 30 

not served large customers well.  Do you agree? 31 

A:  I do not have direct knowledge of how Com Ed’s programs have served REACT members or 32 

other large commercial and industrial customers.  However, if the REACT witnesses have 33 

accurately presented information regarding how little their members have participated in Com 34 

Ed’s programs to date, how long it took for FutureMark to have a proposed project addressed by 35 

the Company, and other matters, then there would appear to be problems with the interactions 36 

between Com Ed and at least some REACT members.    37 

Q:  REACT has proposed that a “Self-Direct” program for Com Ed’s largest customers is 38 

necessary to address their concerns.  Do you agree? 39 

A:  No, not necessarily.  There are a number of efficiency program administrators that have been 40 

very effective in engaging their largest customers through traditional commercial and industrial 41 

programs.  For example, in Vermont, where Efficiency Vermont uses an “account management” 42 

model to deliver its custom C&I offerings to several hundred of its largest customers, more than 43 

half of the customers typically work with Efficiency Vermont’s programs on at least one 44 

efficiency project each year.1  Similarly, in 2011, the most recent year for which I have data, 45 

1 Based on Efficiency Vermont’s 2009 and 2010 reports, account management participation data for 2010 through 
2012 provided in a personal communication with Carole Hakstian (of the Vermont Energy Investment Corporation, 
the organization that runs Efficiency Vermont) on 4/12/12, and my own personal experience from previously 
serving on the senior management team of the Vermont Energy Investment Corporation. 
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roughly two-thirds of the largest customers served by Union Gas in its Ontario service territory 46 

participated in its custom efficiency program.2 47 

Self-direct programs for large customers can also be effective at both addressing large 48 

customers’ needs and cost-effectively achieving substantial energy savings.  However, the 49 

“devil” is truly “in the details”.  Some self-direct programs work well; others do not accomplish 50 

very much.  The difference in results is a function of the specific program design elements.3 51 

Q:  What is your view of the self-direct program design REACT witness Fults has 52 

proposed? 53 

A:  Mr. Fults’ proposal was not very detailed, so it is difficult to offer a definitive judgment.  At 54 

a high level, it appears to have some good attributes.  However, I would also be concerned about 55 

some important potential deficiencies. 56 

Q:  What are the positive attributes of the proposal? 57 

A:  There are several.  First, it is truly a self-direct proposal and not an opt-out proposal.  Second, 58 

like leading self-direct programs, it is open only to very large customers (i.e. those with demand 59 

of greater than 10 MW).  In that sense, it appears to be truly designed to enable customers that 60 

are large enough to be sophisticated about the management of their energy use to devise their 61 

own strategies for improving efficiency, rather than – as some self-direct proposals are in some 62 

2 Direct testimony of Chris Neme (on behalf of the Green Energy Coalition) in Ontario Energy Board Docket EB-
2012-0337.  Testimony cites Union Gas response to a data request, filed in the same docket as Exhibit B2.5. 
3 Chittum, Anna, “Follow the Leaders:  Improving Large Customer Self-Direct Programs”, ACEEE Report Number 
IE112, October 2011. 
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jurisdictions – a construct designed primarily to serve ideological opposition to broad-based 63 

efficiency program offerings.  Other good attributes include: 64 

• Each efficiency project would require up-front approval, so there would presumably be a 65 

process to ensure that the funds were properly devoted to efficiency investments. 66 

• Sufficient flexibility would be provided to allow for small and large projects, as well as 67 

both short-term and multi-year projects. 68 

• Each efficiency project would be subject to “ongoing measurement and verification 69 

protocols” and the program would be subject to some sort of “standard energy savings 70 

estimate verification process” that REACT, Com Ed and interested stakeholders would 71 

develop. 72 

• Savings from projects would be counted towards Com Ed’s energy savings goals.  This 73 

provides an incentive for Com Ed to support the program in whatever way would help to 74 

maximize savings. 75 

• Funds not used by the self-direct customers within a prescribed period of time would 76 

revert back to Com Ed’s control to support other programs in its portfolio.  This provides 77 

great incentive to the self-direct customers to plan ahead and invest in efficiency.  78 

Q:  What concerns do you have regarding the proposal? 79 

A:  There are several, most of which relate to the lack of detail offered by Mr. Fults.  Chief 80 

among them are: 81 
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• The REACT proposal is called a “pilot”, but all large customers would be eligible to 82 

participate immediately.  That is inconsistent with the concept of a pilot in which a 83 

concept is tested for a year or two to ensure that it produces the results anticipated before 84 

it is launched more broadly.  If such a pilot initiative were to be launched, it should 85 

initially be limited to a modest number of participants – perhaps on the order of 10 to 20. 86 

• There are no specifics provided regarding what would constitute an eligible project.  It is 87 

critical that any such program be clear about what types of investments are permitted and 88 

that only those that save substantial energy relative to an appropriate baseline would be 89 

permitted.  In particular, I would suggest that every project would have to pass the utility 90 

cost test – i.e. the economic value of the electric system benefits should be greater than 91 

the amount of money from the self-direct reserve accounts being put into it.  That would 92 

preclude having the program pay for something that was expensive and produced only a 93 

small amount of electricity savings, but that the customer wanted to do anyway for other 94 

reasons.4  Thus, requiring every project to pass the utility cost test would serve a dual 95 

purpose of getting greater gross savings per dollar spent and dampening free ridership so 96 

that net savings are also improved. 97 

• Though the proposal contemplates a pre-approval process for each project, it does not say 98 

much about what that would look like.  There needs to be a mechanism by which some 99 

4 Note that it would be possible for such a project to pass the TRC test (e.g. by producing a lot of gas or other fuel 
savings, water savings, operation and maintenance savings, and/or any other non-electric benefits that might be 
captured by a TRC screening) even if it failed the utility cost test.  Only the utility cost test would ensure adequate 
electric savings are achieved per dollar spent. 
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entity other than the individual customers who have a vested interest in the decision – 100 

probably Com Ed, but perhaps there may be other options such as an independent 101 

evaluator – can judge whether a project meets program criteria. 102 

• There must be an element of the program design that discourages free ridership.  If all the 103 

program does is pay for investments that the self-direct customers would have made on 104 

their own anyway, it would be a giant step backward for efficiency (by taking money 105 

from programs and projects that do generate net savings).  Com Ed’s requirement in its 106 

proposed pilot program that customers co-fund (i.e. using funds other than those in the 107 

program reserve fund) at least 33% of the project costs was probably designed to 108 

minimize free ridership.  An alternative to a co-pay requirement would be a prohibition 109 

on funding measures with very short (e.g. less than 2 years) simple paybacks.  110 

• There must be rigorous and independently-conducted EM&V.  As noted above, to its 111 

credit REACT contemplates both ongoing M&V and a process for formulating an energy 112 

savings verification process.  However, they appear to assume that all the details would 113 

be worked out later.  It must be clear up front that all EM&V must be conducted in a 114 

manner consistent with industry best practices.  REACT also does not make any mention 115 

of the need for evaluators who are independent of the customers and the projects (and, for 116 

that matter, the utility).  That has been a critical and successful element of the Illinois 117 

efficiency framework from the outset and would need to apply to a self-direct program 118 

just as it is for other programs.  Thus, there should be a regular impact evaluation of the 119 

program as a whole.   120 
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III. Chicago Infrastructure Trust Rebuttal 121 
Q:  What is the Negawatt Feed-in-Tariff proposal put forward by Chicago Infrastructure 122 

Trust witness Tramm? 123 

A:  Ms. Tramm appears to be proposing a new program in which a fixed price per kilowatt-hour 124 

(kWh) saved would be offered to the market.  Any entity that could produce documentable 125 

savings would presumably be eligible to receive the payment.   126 

Q:  What is she proposing that the program offer in terms of compensation per kWh 127 

saved? 128 

A:  Ms. Tramm proposes that the payment per kWh saved be set at the “the level of the EEPS 129 

current cost cap per unit of savings, minus a small program administration fee that would be 130 

collected by utilities on a per-negawatt basis.”5  She also proposes that the payment be the same 131 

for all kWh delivered, though she is not clear as to whether she is proposing the same payment 132 

per first year kWh saved or per lifetime kWh saved.6   133 

Q:  How much savings does Ms. Tramm propose that the Negawatt Feed-in-Tariff program 134 

acquire? 135 

5 Tramm direct testimony, p. 5, lines 76-78. 
6 This is an important distinction because Com Ed’s savings goals are articulated as first year savings – i.e. the 
amount of savings produced by efficiency measures in the first full year following their installation.  Thus, as far as 
meeting goals is concerned, a measure that saves 100 kWh per year but lasts only two or three years counts just as 
much as a measure that saves the same 100 kWh per year but lasts 10 or 15 years.   
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A:   Ms. Tramm says that the program “would be used to acquire only the incremental amount of 136 

negawatts between:  a) the number of negawatts the utility’s other programs are projected to 137 

deliver cost-effectively in a given year (or other appropriate period) and b) the number of 138 

negawatts they are regulated to deliver in that year (or other appropriate period).”7  However, it 139 

is unclear what she means by either (a) or (b) in that statement.   140 

I initially assumed she meant that the program would only acquire savings equal to the difference 141 

between (a) what the Company’s other programs are forecast to acquire according to either its 142 

filed or ultimately approved plan; and (b) the statutory savings target.  However, that 143 

interpretation seems inconsistent with her previous statement that the payment per kWh would 144 

be equal to the EEPS cost cap per unit of savings (minus a small administrative fee).  The term 145 

“EEPS cost cap per unit of savings” would appear to mean the entire spending cap divided by the 146 

statutory savings target.  For PY7, that would be about 9.8 cents per first year kWh saved if 147 

DCEO’s allocation of funds were included; about 7.8 cents per first year kWh saved if we 148 

assume only Com Ed’s allocation of the spending cap is considered.8  If that was the price 149 

offered (minus an administrative fee), and there was an expectation that the offer would enable 150 

the Company to meet its statutory savings goal, as Ms. Tramm seems to suggest, then there 151 

would be no funds left for the utility’s other programs.  Put another way, Ms. Tramm’s proposed 152 

payment per kWh appears based on the assumption that the program would use all of the funds 153 

7 Tramm direct testimony, p. 5, lines 88-91. 
8 Com Ed estimates that the PY7 spending cap is $157 million and the PY7 statutory savings target is 1605 GWh.  
Dividing one into the other produces a payment per first year kWh of 9.8 cents.  That assumes that all of DCEO’s 
allocation of funds are available.  If they are removed, and only the 75% of funds administered by Com Ed were 
considered, the amount available would be only 7.8 cents per first year kWh saved (assuming DCEO contributes 
about 100,000 MWh of savings towards the statutory savings target, as Com Ed has forecast).  
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available under the spending cap, which would only be possible if it was a complete replacement 154 

for – rather than a supplement to – the Company’s proposed programs. 155 

Q:  Could the payment per kWh be structured so that it was a supplement to – rather than 156 

replacement for – Com Ed’s other programs? 157 

A:  Not without eliminating or scaling back Com Ed’s proposed programs because it is currently 158 

proposing to spend all of the funds available under the spending cap on other programs.  159 

Moreover, even if some scaling back of other programs was done to make room for a negawatt 160 

feed-in-tariff, there is no way that feed-in-tariff could acquire anywhere close to enough savings 161 

to fill the gap between the statutory savings target and Com Ed’s forecast savings.  Indeed, even 162 

if the negawatt feed-in-tariff program was a complete replacement for the utility’s programs – 163 

i.e. it got all of Com Ed’s allocation of the spending cap – it would not come close to producing 164 

enough savings to meet the statutory savings target. 165 

Q:  What is the basis for that conclusion? 166 

A:  As noted above, if Com Ed’s portion of the spending cap (about $118 million) was required 167 

to acquire all but the roughly 100,000 MWh of the statutory savings target that DCEO is forecast 168 

to acquire (i.e. net savings of about 1500 GWh in PY7 and about 1700 GWh in PY8 and PY9), 169 

the average cost of acquiring the savings would have to be about 7.8 cents per first year kWh in 170 

PY7 and 6.9 cents per first year kWh in PY8 and PY9.  If 10% of those funds were needed for 171 

administration, evaluation, etc., that would be about 7.0 cents per first year kWh in PY7 and 6.2 172 

cents per first year kWh in PY8 and PY9.  When one spreads that cost over an assumed average 173 
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measure life of 10 years at a 5% real discount rate, the levelized cost per kWh over the life of the 174 

savings would be 0.8 to 0.9 cents per kWh.  Moreover, that would be the cost per unit of gross 175 

savings – i.e. without adjusting for free ridership, which I would expect to be quite high under a 176 

program that offered such a low payment per unit of savings.  Thus, the offer would have to be 177 

even lower to acquire enough net savings to meet the statutory savings target.  There is no 178 

evidence from any jurisdiction that one could acquire anywhere close to 1.8% savings or 2.0% 179 

savings as a percent of sales – each and every year – for that level of subsidy. 180 

Q:  Are you suggesting that the concept of an energy efficiency feed-in-tariff is a flawed 181 

concept? 182 

A:  No.  I have published several papers in recent years on the concept of Energy Efficiency 183 

Feed-in-Tariffs as part of work that I have been doing in Europe.9  As that work makes clear, I 184 

believe efficiency feed-in-tariffs – and other market-based mechanisms for funding efficiency – 185 

have the potential to be a good construct for acquiring energy savings – but only in the right 186 

policy context and then, only if key elements of the design of the concept are well constructed. 187 

Q:  What is the right policy context? 188 

A:  As I summarize in a paper I presented at the European Council for an Energy Efficient 189 

Economy’s Summer Study on Energy Efficiency in France this past June, the principal 190 

advantage of efficiency feed-in-tariffs relative to utility designed and implemented programs is 191 

9 Neme, Chris and Richard Cowart, “An Energy Efficiency Feed-in-Tariff:  Key Policy and Design Considerations”, 
2013 ECEEE Summer Study Proceedings, pp. 305-315; Coward, Richard and Chris Neme, “Can Competition 
Accelerate Energy Savings?  Options and Challenges for Efficiency Feed-in-Tariffs”, published in Energy & 
Environment, Volume 24, No. 1-2, February 2013; and Neme, Chris and Richard Cowart, “An Energy Efficiency 
Feed-in-Tariff:  Key Policy and Design Considerations”, published by the Regulatory Assistance Project, 
March/April 2012. 
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that feed-in-tariffs offer the potential for acquiring deeper levels of savings by allowing and 192 

encouraging innovation from a wide range of potential market players.  There are also 193 

comparative disadvantages, such as higher average costs per unit of savings, greater 194 

administrative complexity and less certainty about the level of savings.10   195 

Thus, in a nutshell, an efficiency feed-in-tariff only makes sense in a policy environment in 196 

which there is a commitment to acquiring all cost-effective savings – or, at the very least, where 197 

the jurisdiction is prepared to spend what it takes to cost-effectively acquire very deep levels of 198 

savings.11  Put another way, the innovation advantage efficiency that feed-in-tariffs can offer has 199 

relatively limited value if savings targets are not set high enough or spending constraints do not 200 

permit achieving high levels of savings.  The utilities and the efficiency industry already know a 201 

great deal, from years of experience, about how to achieve reasonable levels of savings in the 202 

kind of spending constrained environment that we have in Illinois.  Thus, in the Illinois EEPS 203 

context, the disadvantages of an efficiency feed-in-tariff – higher average costs per unit of 204 

savings, greater complexity and greater uncertainty – would far outweigh the limited benefits. 205 

Q:  You suggest that savings acquired through efficiency feed-in-tariffs can cost more per 206 

unit of savings than savings acquired through utility administered programs.  Why?  207 

10 Neme, Chris and Richard Cowart, “An Energy Efficiency Feed-in-Tariff:  Key Policy and Design 
Considerations”, 2013 ECEEE Summer Study Proceedings, pp. 305-315. 
11 Even in a policy environment in which there is a commitment to acquiring all cost-effective savings – or 
something close to it – the decision on whether an efficiency feed-in-tariff would be better than utility administered 
programs under an energy savings obligation will depend on a variety of local factors.  Different jurisdictions will 
weigh the relative advantages and disadvantages of each option differently.  Among other things, such weights will 
likely depend on the local political/economic philosophy, the historic level of trust in local utilities, and the role 
policy-makers would prefer utilities to play. 
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A:  There are a couple of reasons.  First, under a feed-in-tariff, all savings that are less expensive 208 

than the market clearing price – i.e. the feed-in-tariff offer – are paid the same market clearing 209 

price.  For example, if the feed-in-tariff offers 5.0 cents per lifetime kWh saved, that 5 cent 210 

payment will be made for savings that cost market participants 4.9 cents to deliver as well as 211 

savings that cost market participants only 1.0 cents to deliver.  Thus, it could be argued that a 212 

feed-in-tariff will “over-pay” for much of the savings it delivers.  In contrast, under regulation of 213 

a utility program portfolio, where the utility is pushed to maximize the amount of total savings 214 

acquired within a fixed budget, programs that cost 4.9 cents to acquire savings spend 4.9 cents, 215 

but programs that cost only 1.0 cents to acquire spend only 1.0 cents per kWh.  216 

Second, under a feed-in-tariff, multiple parties may be attempting to acquire savings from the 217 

same end-use customers.  Thus, the effect of competition can be to drive up the size of a “rebate” 218 

that would be necessary to convince a customer to “sell” its energy savings relative to what it 219 

would have been willing to accept under a single utility run program.  The participating customer 220 

can be better off because of the competition, but ratepayers as a whole – i.e. those who ultimately 221 

pay for the savings acquired by the program – can be worse off. 222 

Q:  Is there evidence from actual field experience with feed-in-tariffs to support those 223 

conclusions? 224 

A:  Yes.  As part of my work on the efficiency feed-in-tariff concept, I examined a number 225 

related efforts, exploring lessons learned from standard offer programs in the U.S., white 226 

certificate programs in Europe, capacity markets in which efficiency is allowed to bid and other 227 

related market based mechanisms for acquiring efficiency.  Perhaps the best-studied example is 228 
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the standard offer program run by PSE&G in New Jersey in the 1990s – probably the biggest of 229 

its kind to date (PSE&G spent over $1 billion on it).  A detailed evaluation of that program 230 

found, among other things, that 83% of the savings produced were from lighting retrofits in large 231 

commercial buildings.  The program paid a levelized cost of 3.9 cents per kWh for those savings 232 

(the equivalent of close to 6 cents/kWh today) at a time when utility-run rebate programs for 233 

commercial lighting retrofits were acquiring savings at a cost of 2 cents/kWh or less.12  In other 234 

words, the program primarily over-paid for a lot of “cream-skimming”. 235 

Q:  Could efficiency feed-in-tariff payments be structured to address that concern? 236 

A:  Yes.  As I suggest in the papers cited above, the adverse effects of a single market clearing 237 

price can be reduced by offering different prices for different kinds of energy savings.  Options 238 

include different prices for standard measures than for emerging technologies, different prices 239 

for deeper levels of savings in individual buildings than for shallower levels of savings, and/or 240 

different prices for savings that provide substantial benefits on peak than for those that do not.  241 

However, one would need to balance the advantages of having multiple clearing prices against 242 

the disadvantages of the added complexity that each differentiation in pricing would impose on 243 

the design and administration of the program (as well as on ease with which market players 244 

could participate).  Thus, under any realistic scenario for pricing differentiation, there will 245 

continue to be some amount of “over-paying” for some savings, relative to the cost of acquiring 246 

those savings through a utility run program.   247 

12 Neme, Chris and Richard Cowart, “An Energy Efficiency Feed-in-Tariff:  Key Policy and Design 
Considerations”, published by the Regulatory Assistance Project, March/April 2012. 
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Again, as noted above, that may be a price worth paying if it means that substantially more cost-248 

effective savings are acquired than would or could be through utility programs.  However, that 249 

could only be possible in a policy context in which there is a commitment to acquiring all – or 250 

close to all – cost-effective efficiency.  Again, that is the not the case in the context of the current 251 

EEPS spending cap. 252 

  253 
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IV. STAFF REBUTTAL 254 

Measure Cost-Effectiveness 255 
Q:  What are your concerns regarding Staff Witness Hinman’s testimony on the cost-256 

effectiveness of individual efficiency measures? 257 

A:  Ms. Hinman acknowledges in her testimony that the Commission has only required the 258 

utilities’ efficiency portfolios to be cost-effective, not individual programs and certainly not 259 

individual measures within those programs.  However, she makes a number of recommendations 260 

designed to limit what the utility can do with respect to individual measures that fail cost-261 

effectiveness screening.  For example, she suggests that Com Ed should be required to provide 262 

cost-effectiveness screening results for any new measures added to the Company’s portfolio of 263 

programs in the future and that the Commission “order Com Ed to limit participation of cost-264 

ineffective measures to no more than the levels proposed in this plan.”  Those requirements are 265 

both unnecessary.  Staff is inappropriately requesting that the Commission engage in micro-266 

managing of Com Ed’s efficiency planning, the result of which would likely be an increase in the 267 

Company’s administrative burden (and related costs) as well as other adverse consequences for 268 

the long-term effectiveness of efficiency program portfolio. 269 

Q:  Why shouldn’t investment in non-cost-effective measures be limited? 270 

A:   There are a number of reasons why it can be not only be acceptable, but desirable for a 271 

utility and its rate-payers to support measures that are not cost-effective under the Total Resource 272 

Cost (TRC) test, particularly as it is applied in Com Ed’s cost-effectiveness screening to date.   273 
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First, it is often important to bundle some measures that fail cost-effectiveness screening with 274 

others that pass in order to address customer needs and more effectively promote comprehensive 275 

treatment of efficiency opportunities.  For example, efficient mechanical ventilation measures 276 

are often not cost-effective in residential applications.  However, in the context of a program to 277 

promote efficient new construction practices or even some comprehensive retrofits of existing 278 

homes mechanical ventilation may be necessary to ensure adequate air quality.13  It can also 279 

make it easier to market a package of efficiency measures as providing not only energy savings, 280 

but also higher quality construction and other benefits that might enable greater total savings and 281 

economic benefits to be realized by a program.   282 

Second, the promotion of some measures that are not cost-effective, but that trade allies and/or 283 

individual customers want to promote or install, can be important to helping the utility to “get its 284 

foot in the door” and establish relationships that will enable it to more effectively promote many 285 

more cost-effective measures in the future. 286 

Third, the TRC test as the utilities have applied it to date is not a balanced assessment of the 287 

costs and benefits of efficiency measures.  It includes all of the costs of the measure – both the 288 

portion of the costs that the utility incurs in the form of financial incentives offered to 289 

participants and the portion of the cost that the customer incurs.  However, the way Com Ed has 290 

applied it to date in Illinois is to count only a portion of the benefits – specifically, the energy 291 

system benefits.  Unlike efficiency program administrators in a growing number of jurisdictions 292 

13 As leaks into a home become fewer and smaller, there is less infiltration of fresh air into the home and less 
exhaustion of air that is stale, has combustion by-products (e.g. from a gas stove), etc.   
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across the country, Com Ed has not included numerous non-energy benefits to consumers such 293 

as increased comfort, increased building durability, improved health and safety, improved 294 

aesthetics, increased industrial productivity, etc. – or any proxy for those benefits – in its TRC 295 

cost-effectiveness screening.  A number of studies have demonstrated that those non-energy 296 

benefits are sometimes as great as or greater than the energy benefits.  Thus, there are a number 297 

of efficiency measures that may appear to not be TRC cost-effective, but if examined from a 298 

more balanced perspective would be. 299 

Finally, even if one were to reject the arguments offered above, there is no evidence of any 300 

danger that Com Ed would promote enough measures that are supposedly not cost-effective to 301 

significantly affect the overall cost-effectiveness of its portfolio.  Ms. Hinman states that there is 302 

such a risk, but never offers any empirical basis for that concern.  Indeed, as she herself notes, 303 

Com Ed has estimated that its efficiency program portfolio has a very robust benefit-cost ratio of 304 

1.65.   305 

Changes to Com Ed’s Proposed EM&V Framework 306 
Q:  Ms. Hinman proposes 11 different modifications to Com Ed’s proposed EM&V 307 

framework.  The first is that measure-level evaluation research to inform modifications to 308 

the TRM should be a high priority.  Do you agree? 309 

A:   I agree that one of the objectives evaluation research should have is to inform potential 310 

modifications to TRM assumptions for individual measures.  However, Ms. Hinman’s use of the 311 

term “high priority” implies that the objective of informing TRM updates would be more 312 

prominent than other objectives.  I do not necessarily support that conclusion.  For some 313 
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programs, NTG research will be most important.  For others, process evaluation might be most 314 

important.  For still others, its program-level realization rate development may be most 315 

important.  Thus, while measure-level research to inform TRM development for some measures 316 

and programs may be the most valuable use of evaluation dollars, it would be inappropriate for 317 

the Commission to pre-judge when that would be the case.  That is a decision that should be 318 

informed by the independent evaluators with input from the utility and SAG stakeholders. 319 

Q:  Another of Ms. Hinman’s proposed changes to Com Ed’s proposed evaluation 320 

framework is that free ridership be included in NTG factors even if spillover is not.  Do you 321 

agree? 322 

A:  No.  Both free ridership and spillover affect the net savings a program produces.  To include 323 

one effect but not the other is to bias downwards the estimate of total savings attributable to an 324 

efficiency program.   325 

Q:  What if an estimate of free ridership is available and an estimate of spillover is not? 326 

A:  As I stated in my direct testimony, I oppose Com Ed’s proposal that evaluation studies which 327 

examine only free ridership should be ignored.  There can be good reasons for not analyzing both 328 

free ridership and spillover in the same study.  However, there is no good reason for not 329 

including both factors in an NTG ratio.  If a local study of spillover effects is not available, 330 

evaluators can recommend one from another jurisdiction or – if necessary – based on their own 331 

professional judgment, informed by expertise and experience from SAG stakeholders. 332 
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Definition of R&D 333 
Q:  Ms. Hinman notes that the EEPS statute allows the utilities to spend up to 3% of their 334 

budget for the “demonstration of breakthrough equipment and devices” – or what Com Ed 335 

calls R&D.  She then observes that the legislation does not define “demonstration of 336 

breakthrough equipment and devices” and suggests that the Commission should define it 337 

as “measures or programs in their early stage of development that are subject to 338 

substantial uncertainty about their cost-effectiveness during the planning period.”  Do you 339 

agree with that proposal? 340 

A:  No.  First, it is not obvious why a “clearer definition” is needed.  Ms. Hinman suggests one is 341 

needed to help ensure that Com Ed does not include such measures in its standard programs and, 342 

in the process, circumvent the statutory limit on how much they can spend on breakthrough 343 

equipment and devices.  However, she offers no evidence to suggest that this is a currently a 344 

problem or can be expected to be a problem in the future.   345 

Moreover, the definition Ms. Hinman offers would appear to open the door to inappropriate, 346 

after-the-fact challenges to cost-recovery for measures and/or programs that, in hindsight only, 347 

fail cost-effectiveness screening.   In such cases, Staff and/or other parties could argue that there 348 

was “substantial uncertainty” about the cost-effectiveness of the measures or programs, 349 

particularly if they were new, and that the measures or programs should therefore have been 350 

classified as “demonstration of breakthrough equipment and devices” (or R&D).  If enough 351 

money was spent on such measures or programs, they could then argue that the Company 352 

exceeded its statutory spending limit on such measures and programs – even if the Company did 353 
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not consider them part of R&D when it initially planned and began implementing them.  That 354 

could have a chilling effect on the utilities’ willingness to consider new efficiency measures 355 

and/or program concepts, to the detriment of their ratepayers.  Put simply, if Staff believes that 356 

certain measures and/or programs in Com Ed’s plan are not currently properly classified as 357 

R&D, it should have made that case in its direct testimony.   358 

Flexibility to Change Programs 359 
Q:  Ms. Hinman states that Com Ed should be required to notify the Commission in 360 

writing of any changes it plans to make to its efficiency programs after they are approved, 361 

even if the changes would affect the budgets of individual programs by less than 20%.  Do 362 

you agree with that suggestion? 363 

A:  No.  The requirement to notify the Commission of any change, no matter how large, would 364 

create an undue burden on the utility as well as on the Commission.  A good utility program 365 

manager is responsive and adapts quickly to market feedback.  For some programs, that could 366 

mean changing rebate levels, changing marketing tactics and/or making other changes, 367 

potentially several times a year.  Being required to notify the Commission of every such change 368 

for every program the utility administers – no matter how small – would not only add to the 369 

Company’s administrative costs, but could slow the Company’s adaptation to market feedback 370 

or, worse still, could become a disincentive to change programs at all.   371 

NTG Framework 372 
Q:  Com Ed proposed a new NTG framework under which all NTG adjustments would be 373 

deemed by independent evaluators on March 1 before the program year.  In your direct 374 



NRDC Exhibit 2.0 
Page 22 of 26 

 
 
testimony you support Com Ed’s proposal, except that you suggested (1) that the SAG 375 

should be given the opportunity to attempt to reach consensus on an appropriate value and 376 

that the evaluators would make a final decision only if consensus could not be reached; and 377 

(2) that deemed NTG adjustments would only apply if there were not significant changes to 378 

the program design.  Ms. Hinman and Dr. Brightwell have proposed an alternative 379 

framework.  How does it differ from your proposal? 380 

A:  I see it as different in three main ways.  First, Ms. Hinman lays out a detailed timeline by 381 

governing efforts to reach consensus within the SAG, with input from the evaluators.  Second, 382 

she suggests that if the SAG cannot reach consensus the alternative would be to apply an NTG 383 

that is the average of the NTG evaluated for the two previous program years.  Third, Staff do not 384 

appear to contemplate the need for un-deeming a NTG when a program design changes 385 

significantly. 386 

Q:  What is your view of Ms. Hinman’s proposed timeline and process? 387 

A:  I like it – at least up to the point at which something must be done to address any lack of 388 

consensus within the SAG.  It does a nice job of laying out key steps in the process and appears 389 

to set reasonable deadlines for those steps. 390 

Q:  What is your view of Ms. Hinman’s proposal for situations in which the SAG cannot 391 

reach consensus on a proposal for a deemed NTG? 392 

A:  It is not the best approach.  Ms. Hinman proposes that in cases in which there is no consensus 393 

that the NTG that would go into effect would be the average of the two previous years’ evaluated 394 
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NTGs.  For example, if there was no consensus by March of 2014 regarding a deemed NTG for 395 

PY7 (which starts June 1, 2014), then the NTG that will be applied to the program will be the 396 

average of the evaluated NTGs for PY5 and PY6.  The PY5 evaluation result could be available 397 

by March of 2014.  However, the PY6 evaluation would not be available until well into PY7.  398 

Thus, under Staff’s proposal, the NTG that would be used for PY7 will not be known until much 399 

of the program year has passed – i.e. way too late for the information to affect the utility’s plans 400 

for that year.  As a result, the utility would incur risk regarding its ability to meet its savings 401 

target that is beyond its control or ability to address. 402 

Q:  What do staff witnesses Hinman and Brightwell say about that? 403 

A:  Staff essentially offers two arguments for why the utilities should potentially incur such risk.   404 

First, Dr. Brightwell suggests that when a market is changing it may be inappropriate to rely on 405 

NTG ratios developed for programs two years earlier and that doing so “provides too much 406 

certainty to the affected utility to the detriment of its ratepayers”.14  To support that assertion, Dr. 407 

Brightwell cites the example of CFLs in which Com Ed applied a 0.71 NTG that was the product 408 

of an evaluation of its PY3 program to its PY5 results, even though the evaluated PY5 NTG was 409 

0.55.  He concludes that Com Ed was allowed to claim 22.5% greater savings than actually 410 

occurred and that ratepayers may have been better off if some of the CFL money was spent 411 

elsewhere. 412 

14 Brightwell direct testimony, p. 16, lines 306-310. 
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Second, both Ms. Hinman and Dr. Brightwell suggest that the threat of the application of an 413 

uncertain NTG will give the utility an incentive to agree to a consensus deemed value.15 414 

Q:  How do you respond to Staff’s first argument – that it may be inappropriate to rely on 415 

old NTG studies in changing markets and that doing so can provide certainty to the utility 416 

to the detriment of ratepayers? 417 

A:  I agree that, particularly in quickly changing markets, older NTG studies will often provide 418 

less accurate estimates of actual savings than newer studies.   419 

However, I reject Dr. Brightwell’s conclusion that the certainty provided to the utilities under a 420 

deemed NTG necessarily comes at a cost to ratepayers.  His conclusion implicitly relies on two 421 

assumptions.  The first implicit assumption is that if the utility knew it would face the risk of a 422 

retroactive application of an evaluated NTG it would actually do something different.  The 423 

second is that the different thing it would do would be better for ratepayers.  Neither of those 424 

assumptions has any factual basis.  Consider Dr. Brightwell’s example of the CFL program.  In 425 

PY5 Com Ed achieved nearly three times as many first year kWh savings per dollar spent from 426 

its residential lighting program (18.7) than from all its other programs (an average of about 6.8).  427 

The only other program in its portfolio with a better yield was its residential behavior program 428 

(26.7 first year kWh per dollar spent) – and that program was already very large.  The yield from 429 

every other program was at least 30% worse.16  Thus, even if 22.5% less savings was attributed 430 

to the program based on a retrospective application of the evaluated NTG, the program would 431 

15 Brightwell direct testimony, p. 19, lines 372-376; Hinman direct testimony, p. 37, lines 842-846. 
16 Based on PY5 data provided by Com Ed in response to NRDC 4.04, Attachment 1. 
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still have had a better yield than every other program but its residential behavior program.  In 432 

short, it is hard to imagine why creating uncertainty about the CFL program would have changed 433 

the level of investment Com Ed made in CFLs.  Moreover, Dr. Brightwell’s statement that the 434 

Company’s ratepayers may have been better off if some of the CFL spending was diverted to 435 

other programs is patently inaccurate.  Indeed, had the risk of a lower NTG caused Com Ed to 436 

shift resources away from the program and into other programs, its ratepayers may well have 437 

been worse off.     438 

In addition, I reject the underlying premise of Staff’s argument that the only alternative to 439 

retrospective application of new study results is the use of old studies for deeming NTG 440 

assumptions.  As I suggested in my direct testimony, when consensus within the SAG is not 441 

possible, the best alternative would be to make the independent evaluators the arbiters of what 442 

the deemed savings value should be.  Their decision would be informed by the SAG discussions 443 

as well as their own experience and expertise.  Thus, if they believed that an older evaluation 444 

result was likely to be higher than the actual NTG in the future because of changing market 445 

conditions, they would have the ability to deem a lower value.  This approach allows for the best 446 

available information and the most informed forecasting of NTGs to be used, while still giving 447 

certainty to the utilities that enables better planning and precludes penalties for results over 448 

which they have little if any control. 449 

Q:  How do you address Staff’s argument that the threat of a retrospective application of a 450 

NTG would provide an incentive for Com Ed to reach consensus? 451 
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A:  The problem with that argument is that the incentives are asymmetrical.  The failure to reach 452 

consensus would provide risk to Com Ed, so it would have a greater incentive to compromise 453 

and reach consensus.  However, there is no such equivalent risk to Staff or other parties, so there 454 

is no incentive for them to compromise.  Put another way, either Staff or any other party could 455 

force the use of retrospective application of NTGs by taking extreme positions on proposed 456 

deemed NTG values and refusing to compromise.   457 

I would suggest that my proposal to make the independent evaluators the final arbiters over what 458 

a deemed NTG would be – in the event consensus cannot be reached – provides an incentive for 459 

all parties, including Com Ed to attempt to reach consensus.   460 

Q:  Does this conclude your rebuttal testimony? 461 

A:  Yes. 462 
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