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1. INTRODUCTION 

The Department of Commerce and Economic Opportunity (DCEO) seeks approval of its 

third three-year energy efficiency plan (Plan 3) despite the concerns expressed in the testimony 

and initial briefs of the Natural Resources Defense Council (NRDC), the Environmental Law and 

Policy Center (ELPC), and the Office of the Attorney General (OAG).  NRDC files this reply 

brief to address arguments made by DCEO and Staff in their initial briefs.  

Based on the evidence presented in its initial brief and the testimony of its expert, Chris 

Neme, NRDC continues to urge the Commission to reject DCEO’s Plan 3 in its current condition 

and require DCEO to file a new plan that addresses the serious concerns raised in our initial brief 

and now in this reply brief.  In our initial brief, NRDC outlined four main issues, and most have 

continued to be insufficiently addressed by DCEO and its supporters:  

(1) DCEO’s targeted energy savings is substantially lower than what should be 

achievable with its proposed Plan 3 budgets.  Specifically, NRDC recommends that the average 

annual savings targets be raised by 41.4 million kWh and 3.76 million therms, reflecting the 

proportional performance of the same programs in previous program years based on the 

increased available budget;  

 
 



 
 

(2) DCEO’s CHP proposal is problematic because it would allow ratepayer funds to 

subsidize CHP projects that would not necessarily produce net savings.  NRDC provides 

concrete recommendations to improve the CHP program to ensure that Illinois creates a truly 

energy-saving and successful CHP program;  

(3) NRDC seeks Commission clarification of DCEO’s authority and obligation to verify 

savings from DCEO’s large customer gas self-direct program.  The initial briefs suggest that the 

parties, for the most part, agree that an appropriate amount of EEPS funding can and should be 

used to verify the savings of this program;  

(4) NRDC strongly recommends the Commission continue using a net savings approach 

when evaluating savings across all of the EEPS portfolios, instead of DCEO’s request for an 

adjusted gross approach.  NRDC also requests that a statewide NTG framework be applied to 

DCEO as well as the utilities.   

In summary, NRDC continues to urge the Commission to reject DCEO’s program plan as 

filed and order DCEO to make changes consistent with the recommendations in NRDC’s initial 

brief and in this brief.  

2. DCEO’s Overall Savings Goals Should Be Increased, Not Decreased, to Reflect 

Actual Savings Achieved In Prior Years. 

a. DCEO’s Plan 3 (Year 7-9) Expected Savings Can and Should Be Increased.  

DCEO has proposed average annual savings targets of 138 million kWhs and 4.7 million 

therms.  (DCEO EEP Plan at 3)  These targets are too low and would result in a substantial and 

unjustified increase in the cost of achieving energy savings (or alternatively, an alarming 

decrease in the amount of savings being achieved per dollar spent).  NRDC recommends that the 

average annual savings targets be raised by 41.4 million kWh and 3.76 million therms, or the 
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equivalent of a 30% increase in the electric goal and an 80% increase in the natural gas goal.  

This recommendation is based on what DCEO had actually achieved in past years proportional to 

its increased budget in Plan 3.   

Mr. Neme compared DCEO’s proposed cost of achieving savings for individual programs 

in Plan 3 to the actual cost of achieved savings from the same programs in electric program year 

4 (EPY 4) and gas program year 1 (GPY 1).  That program-level comparison was possible for 

programs accounting for about two-thirds of DCEO’s proposed electric savings and nearly half 

of its proposed gas savings.  (NRDC Ex. 1.0R at 8, 12)  The results of this comparison and 

analysis are presented in Mr. Neme’s Tables 3 and 5, reproduced below.  (NRDC Ex. 1.0R at 9, 

13) 

Witness Neme Table 3:  Comparison of EPY4 and EPY7-9 $/MWh Saved 

 

Mr. Neme’s analysis showed that six out of eight electric programs (including the three 

largest) that are the same from EPY4 will cost significantly more per unit of savings in this 

proposed plan – Affordable Housing Construction, Lights for Learning, Low Income Residential 

Retrofit, Public Sector Custom, Public Sector Standard, and Public Sector New Construction.  In 

Program
 EPY7-9 
MWh EPY4  PY7-9 avg 

 % chg vs. 
EPY4 

Affordable Housing Construction 6,270          $989 $1,694 71%
Building Operator Certification 4,500          $131 $120 -8%
Lights for Learning 900              $780 $1,333 71%
Low Income Residential Retrofit 18,100        $749 $883 18%
Public Housing Authority Efficient Living 14,190        $832 $600 -28%
Public Sector Boiler Tune-Up -              
Public Sector Custom 49,560        $162 $228 40%
Public Sector Standard 158,690     $221 $258 17%
Public Sector New Construction 13,980        $132 $155 17%
Totals 266,190     20%

$/MWh
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short, “DCEO is proposing to spend 30% more per MWh saved than it spent in PY4.”1  

(NRDC Ex. 1.0R at 8, emphasis added)      

In a separate but related analysis, Mr. Neme also shows that if DCEO merely used the 

actual, most recent evaluation-based assumptions about net-to-gross (NTG) and realization 

rates, its electric goals would be comparable to what was achieved per dollar spent in 

EPY4.  (NRDC Ex. 1.0R at 11) The Plan 3 analysis upon which DCEO based its targets assumes 

a NTG rate of 80% for public sector programs and 90% for low-income programs.  (NRDC Ex. 

1.0R at 11; DCEO Initial Brief at 33)  In actuality, the NTG values developed by DCEO’s 

evaluators for public sector programs were all higher, ranging from 87% to 114%, and the NTG 

values for low-income programs ranged from 70% to 111%.  If DCEO did not change any of its 

other assumptions and simply used the EPY4 actual realization rates and NTG values, the 

programs in Mr. Neme’s Table 3 would have been 77,000MWh – or 29% - higher over the three-

year period. (NRDC Ex. 1.0R at 11)   

Witness Neme Table 5:  Comparison of GPY1 and GPY4-6 $/Therm Saved 

 

1 This is based on Witness Neme’s calculation, as verified by DCEO Witness Agnes Mrozowski, that DCEO forecasts 
an average expenditure of $395 per first year megawatt-hour in this plan, when in contrast in Year 4, the verified 
net electric savings cost $305 per first year mega-watt hour.  (NRDC Ex. 1.0R at 8, note 2; NRDC D.R. 3.01)     

GPY1  GPY4-6 avg 
 % chg vs. 

GPY1 
Affordable Housing Construction 0.45            $15.35 $9.73 -37%
Building Operator Certification -              $38.59
Lights for Learning -              
Low Income Residential Retrofit 0.87            $5.30 $7.21 36%
Public Housing Authority Efficient Living 0.30            $9.25 $11.60 25%
Public Sector Boiler Tune-Up 1.47            $0.28 $1.02 263%
Public Sector Custom 1.06            $1.18 $3.91 232%
Public Sector Standard 1.69            $2.19 $7.85 258%
Public Sector New Construction 0.33            $0.84 $2.55 203%
Totals 6.17            188%

Program

$/therm GPY4-6 
Therms 

(millions) 
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On the gas side, Table 5 shows that six out of seven gas programs that are the same from 

GPY1 will cost significantly more in this proposed plan, with four public sector programs 

anticipated to be three times as expensive as in GPY1.  Mr. Neme estimates that if DCEO 

acquired savings in this plan at the same cost per therm for the same programs that had existed in 

GPY1, DCEO would acquire an additional 11.6 million therms over the three-year period, 

which is equivalent to an 80 percent increase in DCEO’s savings forecast across its gas 

portfolio (leaving the forecast from other programs unchanged).  (NRDC Ex. 1.0R at 13)   

DCEO and Staff provide inadequate justification for these large decreases in the amount 

of savings DCEO can get achieve per dollar spent.  Accordingly, NRDC continues to 

recommend a 30 percent increase in DCEO’s savings forecast across its electric portfolio and 

an 80 percent increase across the gas portfolio (the equivalent of average annual savings target 

increases of 41.4 million kWh and 3.76 million therms).  These recommendations are tailored 

specifically to programs that DCEO has prior experience with and prior evaluated savings for.   

b. Staff’s Criticism of NRDC Witness Neme’s Approach to Calculating Savings 

Increases Is Fundamentally Flawed. 

Staff, in its initial brief, argues, “the DCEO’s plan simply cannot be analyzed using the 

blunt instrument of a cost-per-unit approach.” (Staff Initial Brief at 20)  Staff characterizes the 

approach is “simplistic and hence flawed” because it “assumes away significant factors such as 

start-up costs, the addition of new programs, and the shifting or discontinuation of existing 

measures, any of which might well affect the DCEO plan.”  (Staff Initial Brief at 19)  This 

argument has several fundamental flaws. 

First, Staff’s argument ignores the fact that Mr. Neme’s analysis focused principally on 

programs that are being continued from Plan 2 to Plan 3.  For most of those programs, DCEO’s 
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proposed plan has much higher costs per unit of savings than DCEO actually spent in Plan 2.  

For that comparison, concerns about “start-up costs” and the “addition of new programs” are 

irrelevant because Mr. Neme was not focused on new programs.   

Second, while “shifting or discontinuation of existing measures” could theoretically 

affect such comparisons, there is no evidence to suggest that such shifts or discontinuations 

actually affected DCEO’s forecast savings for Plan 3.  Staff has not provided any concrete 

examples in its testimony or initial brief of shifting or discontinuing measures.  DCEO has 

identified only one measure change that it suggests would make savings more expensive to 

acquire in this plan than in the past: a new federal efficiency standard for linear fluorescent 

fixtures beginning in 2016.  (NRDC DR 2.02)  However, as discussed in NRDC’s initial brief 

and further below, analysis of the data suggests this new standard cannot explain the substantial 

increases in costs per unit of savings that Mr. Neme discusses in his testimony.  (NRDC Initial 

Brief at 8-9) 

Finally, Staff’s suggestion that Mr. Neme’s focus on the cost-per-unit of savings is a 

“blunt instrument” is bewildering when one considers that Staff’s proposed approach to setting 

goals is based on the same past program data but is more simplistic because it does not adjust for 

changes in available funds.  Further, if Staff is concerned about the impacts that start-up costs, 

new programs, and/or shifting measures could have on the ability to extrapolate from past 

program results, that concern should apply just as much to its own analysis of past results as it 

does to Mr. Neme’s analysis.  

As explained further below, the principal difference between Mr. Neme’s and Staff’s 

proposed goals is that Mr. Neme adjusts the past program results to reflect that DCEO will have 

considerably more money to spend in Plan 3 years than it actually spent in EPY4 and GPY1; 
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Staff makes no such adjustment.  (NRDC DR 1.21; DCEO EEP Plan at 3, 6; Staff Initial Brief at 

19)  In essence, Staff is suggesting that the expenditure of millions of additional dollars should 

not be assumed to produce any additional savings.  There is no logical or reasonable basis for 

such a conclusion.   

c. DCEO Provides No Adequate Explanation for Why Its Initially Proposed 

Plan 3 Savings Goals Were So Much More Expensive Than Those Acquired 

in the Past. 

When NRDC explicitly asked DCEO in Data Requests to explain why the cost per unit 

saved was higher for programs in its proposed Plan 3 than for the same programs in Plan 2, 

DCEO’s Witness Agnes Mrozowski outlined four potential factors in defense of lower program 

targets: (1) changing federal lighting standards, (2) uncertainty about new technology, (3) greater 

inclusion of long-lived measures, and (4) a desire to be conservative regarding future 

commitments.  (DCEO Ex. 1.0 at 10-11)    

NRDC demonstrated in its initial brief that the first three of these factors could not 

explain the large discrepancies between actual Plan 2 and proposed Plan 3 costs per unit of 

savings: 

• The federal lighting standards do not go into effect until more than half way 

through EPY8.  Therefore, their effects would not be seen in EPY7.  However, 

even in EPY7 the costs per unit of electric savings were more than 30% higher 

than in EPY4.  Moreover, DCEO identified no changes in efficiency standards 

that would affect gas savings per dollar spent.  (NRDC Initial Brief at 8-9) 

• Mr. Neme’s suggested increase in savings targets was based on actual savings per 

dollar spent in EPY4 and GPY1.  Thus, his proposed savings goals do not relying 
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on assumptions that new technology will allow for less expensive savings in the 

future.  (NRDC Initial Brief at 9-10) 

• Six of the seven new long-live measures that DCEO is introducing in Plan 3 will 

be promoted through its Targeted Large Projects program; the seventh will be 

promoted through a Market Transformation program.  Neither program was 

included in Mr. Neme’s program-level comparisons of Plan 2 and Plan 3 costs of 

acquiring savings. (See Tables 3 and 5)  Put another way, the addition of these 

measures does nothing to explain why the cost of savings in DCEO’s proposed 

plan is so much higher than what DCEO actually achieved in recent years in its 

Low Income programs or in every Public Sector program for which previous 

years’ data are available.  (NRDC Initial Brief at 10-11) 

The fourth factor – a desire to be conservative – may well be the principal explanation.  

However, it is not an acceptable one.  In its efforts to ensure that it does not risk missing its 

goals, DCEO has instead made underperformance the very objective of its plan.  NRDC has no 

interest in unattainable savings goals, but setting goals so low as is the case here encourages 

complacency, less innovation, less effective management, lower achievement and, therefore, 

lower economic benefits to ratepayers.  What NRDC proposes is merely for DCEO to continue 

to provide the same level of verified electric and gas savings per dollar spent as they have in 

prior years for continuing programs.   

d. DCEO and Staff’s Request to Modify DCEO’s Savings Targets Downward 

Should Be Rejected. 

Staff, in its initial brief, states, that “it is unlikely that DCEO will meet the modified goals 

that it proposes” for both the electric and gas plans.  (Staff Initial Brief at 4)  In response, DCEO 
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has agreed to submit revised goals decreasing the amount of savings it would be responsible for 

achieving in a compliance filing. (Staff Group Cross Ex. 3.1; DCEO Initial Brief at 2)  DCEO 

provides no rationale for doing this, so NRDC assumes DCEO implicitly supports Staff’s 

rationale.  (DCEO Initial Brief at 10)   

Staff asserts that DCEO’s proposed savings goals for Plan 3 rely too heavily on DCEO’s 

potential study and not enough on past performance.  (Staff Initial Brief at 6-7)  Staff’s brief goes 

on to state, “Ms. Hinman bases her recommendations on DCEO’s historic performance in this 

area . . . Ms. Hinman identified certain flaws in the DCEO’s approach in setting goals, most 

specifically that, while incentives to participate in the various programs remained constant, that 

the study assumed increased participation.”  (Staff Initial Brief at 19)  However, it is not clear 

why assuming increased participation in DCEO’s programs is incorrect, especially when Staff 

itself notes that at least some programs, like the low income programs, are over-subscribed, 

meaning every year DCEO must turn potential participants away. (Staff Initial Brief at 13)  It 

also may well be possible that participation in other programs can increase as word of the 

programs spreads, customers have more time to consider participation and the program 

administrator has more time to work with potential customers to help tailor offerings to their 

needs.  Put simply, Staff offers no concrete analysis, data, or evidence to support its position.  

To modify DCEO’s proposed goals for Plan 3, Staff recommends taking the average 

evaluated electric and gas savings of the past two years (EPY4/GPY1 and EPY5/GPY2).  

(DCEO Initial Brief at 7)  But this approach has two fatal problems: (1) it fails to consider the 

budgets in each of these program years, and (2) there is a severe timing issue as to when 

EPY5/GPY2 evaluated figures may be available.   
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Staff’s suggestion that goals be set at the average savings achieved in the two previous 

years is unreasonable because the available budget for the Plan 3 years is much bigger than what 

DCEO spent in the past.  In EPY4/GPY1, DCEO’s actual expenditure was $44.2 million on 

electric savings and $9.3 million on gas savings.  (NRDC DR 1.21)  In years covered by its Plan 

3, DCEO’s budgets would average $54.7 million for electricity programs (24% more than in 

PY4) and $21.5 million for gas programs (131% more than in PY4).  (DCEO EEP Plan at 3, 6)  

Thus, to base savings goals on the absolute amount of savings achieved in previous years under 

much lower budgets is tantamount to saying it is perfectly acceptable for DCEO to obtain no 

increases in energy savings from more than a $22 million increase in available funds.  This does 

DCEO’s customer base and Illinois’s ratepayers a disservice.   

Further, in terms of timing, NRDC is concerned that Staff’s recommendation is simply 

infeasible.  There has been no commitment that EPY5/GPY2 evaluated savings numbers will be 

available by the time DCEO would implement Plan 3.  

For the foregoing reasons, NRDC urges the Commission to reject Staff’s and DCEO’s 

request to set savings goals based on the absolute energy savings of the past two years, and 

instead increase DCEO’s savings targets to a level that reflects the cost per unit savings achieved 

in EPY4/GPY1, scaled up to account for the greater available budget in Plan 3.  This translates to 

an increase in the average annual savings targets by 41.4 million kWh and 3.76 million therms, 

or the equivalent of a 30% increase in the electric target and an 80% increase in the natural gas 

target.   

3. The Commission Has the Opportunity to Ensure that Truly Efficient Projects Are 

Created Through DCEO’s Combined Heat and Power Program.   

NRDC supports the development of a Combined Heat and Power (CHP) Program with 
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well-designed incentives and strong terms and conditions, as this kind of program could provide 

substantial benefits.  But DCEO’s CHP Program – as described in Plan 3 and briefed by DCEO – 

would allow DCEO to take credit for energy savings that do not actually occur, encourage 

project developers to over-size CHP systems (thus reducing efficiency), and would allow CHP 

systems to provide electrical and thermal energy to inefficient devices and processes.  In our 

initial brief, NRDC described the characteristics of a CHP project that would advance the goals 

of the Illinois energy efficiency statutes, explained the deficiencies in DCEO’s proposed 

Program, recommended corrections to those deficiencies to create a good quality CHP Program 

for Illinois.  (NRDC Initial Brief at 12-22)  DCEO, in its initial brief, has responded to some of 

NRDC’s concerns by stating it will consider certain factors in the RFP process and during the 

development of the Program Implementation Guidelines.  (DCEO Initial Brief at 22)  This 

response misses the point of NRDC’s program design recommendations, and NRDC urges the 

Commission to provide clear guidance on the design of the ratepayer-funded CHP program to 

ensure it will incentivize only projects that advance the statutory goals pursuant to which these 

programs have been created.   

a. DCEO’s Proposed CHP Program Does Not Appropriately Encourage the 

Design and Installation of Efficient CHP Systems. 

As discussed in NRDC’s initial brief, the design, terms, and conditions of DCEO’s 

program are critical elements to ensure that a CHP program will in fact save energy. (NRDC 

Initial Brief at 13-15)  Specifically, NRDC’s Witness Dylan Sullivan outlines three factors for 

the Commission’s consideration when evaluating a CHP program: (1) the structure of the CHP 

incentives, (2) the efficiency of the end-uses for the thermal energy or electricity produced, and 

(3) the need for topping-cycle CHP systems to achieve high efficiencies.  (NRDC Ex. 2.0 at 6)   
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With these factors in mind, Mr. Sullivan highlighted several specific issues with DCEO’s 

CHP Program, and DCEO has not sufficiently responded to these concerns in its initial brief: 

• DCEO proposes a rather low minimum efficiency threshold for projects – 60 percent.  

• DCEO includes no requirement that public facilities first improve end-use efficiency and 

then serve those end uses with efficient CHP systems. 

• DCEO’s incentive ignores the factor that will determine whether the system actually 

saves energy and reduces emissions: whether the host site uses the thermal energy 

produced by the system.  (Instead, the proposed incentives are based on the electrical 

capacity of the system and the electrical output of the system.  DCEO’s incentive formula 

will encourage project developers to over-size the CHP system’s electrical generator in 

the design and commissioning phase, and then operate the CHP system as an electrical 

generator in the production phase of the project. )  

• DCEO’s proposed method for calculating energy savings would allow it to claim energy 

savings even if the “useful” thermal energy produced by the CHP system is not actually 

used. 

(NRDC Ex. 2.0 at 7-8)   

In response to these concerns, DCEO states the following in its initial brief: 

To address the concerns raised by Witnesses Mosenthal and Sullivan, DCEO 

agrees to the following: 1) include in the competitive solicitation (RFP) an 

evaluation criteria that gives a higher score to applicants who can show a previous 

commitment to upgrading their facility with other energy efficiency measures; 2) 

expand on the metering requirements to ensure that the EM&V personnel can 

obtain the needed data to measure the actual energy savings over the first 12 
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months of the system’s operation; 3) ‘develop much more detailed Program 

Implementation Guidelines as DCEO does for all of its approved programs; and 

4) continue to work with the Utilities as well as the SAG in developing the 

implementation plans and documents.’ 

(DCEO Initial Brief at 22) 

For detailed reasons outlined in NRDC’s initial brief and described again below, DCEO’s 

response is inadequate.  (NRDC Initial Brief at 16-22)  The issues raised by NRDC should not be 

deferred to the RFP or Program Implementation Guidelines phase because NRDC raises issues 

of Program design that require Commission guidance.  Throughout DCEO Witness John 

Cuttica’s rebuttal testimony, there are assurances all these concerns outlined by NRDC will be 

addressed in the Program Implementation Guidelines.  “Once the program is approved by the 

ICC,” Mr. Cuttica states, “DCEO will develop much more detailed Program Implementation 

Guidelines as it does for all of its approved programs.  The guidelines will include the actual 

solicitation document (RFP) . . . .”  (DCEO Ex. 2.0 at 4)  Basically, DCEO will defer critical 

program design elements to the RFP process, rather than address them in this filing.  Cuttica’s 

reasoning is echoed in DCEO’s initial brief without further analysis, response, or support. 

(DCEO Initial Brief at 22)  However, these design elements are essential to the approval of the 

Program under this statute.  NRDC urges the Commission to provide clear guidance on the CHP 

Program’s design and not leave these key issues to a yet-to-be determined RFP process.  NRDC 

emphasizes that while there is great potential to create good quality, energy-saving CHP projects, 

there is also potential to create low-performing CHP projects that do not actually save energy.  

NRDC’s priority is to advance good quality CHP Program design that creates projects with 
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actual efficiency improvement, and the recommendations outlined in our initial brief and below 

assure this.    

b. NRDC’s Specific Recommendations Would Improve the Proposed CHP 

Program and Lead to the Development of a Well-Designed and Energy-

Saving Program. 

NRDC urges the Commission to adopt Mr. Sullivan’s four concrete recommended 

changes described in this section.   

i. Recommendation 1 - Prioritizing applications based on estimated 

overall system efficiency, taking into account the portion of the useful 

thermal output of the CHP system that will actually be used. 

The CHP Program Template is silent on how the Program will prioritize applications.  

(DCEO Ex. 2.7)  NRDC strongly recommends that applications for DCEO’s limited resources be 

prioritized based on estimated overall system efficiency, taking into account the portion of the 

useful thermal output of the CHP system that will actually be used.  This assures that the best 

CHP projects are funded first, maximizing DCEO’s limited budget if demand exceeds the 

allocated budget.  

Mr. Cuttica disagrees, stating that, “DCEO intends to utilize cost effectiveness (rather 

than overall system efficiency) as one of the evaluation criteria in the proposed competitive 

solicitation.”  (DCEO 2.0 at 4) As noted above, this is an instance in which Mr. Cuttica proposes 

to defer a critical Program design issue to a yet-to-be-determined RFP process.  NRDC urges the 

Commission to provide clear guidance on this issue and direct DCEO to prioritize the projects 

with the highest estimated overall system efficiency to ensure DCEO’s budget is spent as 

effectively as possible.   
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ii. Recommendation 2 - Prioritizing applications based on end-use 

efficiency. 

Applications should be prioritized based on end-use efficiency of the facility.  As 

mentioned above, electrical or thermal energy may be generated efficiently in a CHP system but 

may ultimately serve inefficient end uses unless efficiency requirements are built into the 

program design.  (NRDC Ex. 2.0 at 5-6)  For example, it makes no sense for a CHP system to 

create electrical energy to power outdated T12 lighting.  The Attorney General’s Office agrees 

that customers should “first ensure they have adopted efficiency measures and then properly size 

the CHP system to be optimized to the lower overall facility electric and thermal loads.” (OAG 

Initial Brief at 14, emphasis added)   

DCEO states in its initial brief that it would “include in the competitive solicitation (RFP) 

an evaluation criteria that gives a higher score to applicants who can show a previous 

commitment to upgrading their facility with other energy efficiency measures.”  (DCEO Initial 

Brief at 22)  This suggestion misses the point.  The Program’s design should include as a 

threshold factor that applicants must demonstrate a previous commitment to upgrading their 

facility with end-use energy efficiency measures.  NRDC urges the Commission to not defer 

determinations on this critical issue and to provide clear guidance on the Program’s design.  As 

explained in our initial brief, this should include a requirement that applications from public 

facilities demonstrate high end-use efficiency, either by having participated in DCEO energy 

efficiency programs in the past or by having demonstrated high end-use efficiency by conducting 

an energy audit and completing the implementation of all efficiency improvements with a 

payback period of one year or less. (NRDC Initial Brief at 18-20) 
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iii. Recommendation 3 - For topping-cycle CHP systems, DCEO should 

only be allowed to claim savings credit for the portion of the useful 

thermal output of the CHP system that is actually used. 

It appears based on the initial briefs that there is agreement on Mr. Sullivan’s third 

recommendation.  In rebuttal testimony Mr. Cuttica provides a clearer definition of “F Thermal 

CHP” that is nearly identical to the one proposed by Mr. Sullivan:  “F Thermal CHP is the fuel 

that would have been used on-site by a boiler to provide the actual thermal output of the CHP 

system used by the site. If the efficiency of the replaced boiler is unknown, assume 80%.”  

(DCEO Ex. 2.0 at 6, emphasis added to show change)  NRDC is comfortable with this change of 

language and supports the Commission adopting it.   

The parties’ initial briefs have included further discussion of DCEO’s claimed savings.  

DCEO’s brief includes the following statement: “Depending on the application, the saved Btus 

can be converted totally into kWh saved or a combination of kWh and therms saved.”  (DCEO 

Initial Brief at 18)  NRDC is confused by this statement because the CHP Program Planning 

Template states, “DCEO will provide approximately 80% of the incentive funds from the 

appropriate electric program and approximately 20% of the incentive funds from the appropriate 

natural gas program, depending on fund availability. The total MMBtus savings will be split in 

the same ratio as the funds and converted to kWH and therms.”  (DCEO Ex. 2.7 at 3)   The CHP 

Program Template does not provide for the option to “totally” convert saved Btus into kWh, and 

if this is DCEO’s new position, NRDC finds this extremely problematic as gas savings should 

not be completely attributed to electric savings.   

The OAG raises important considerations about DCEO’s original energy savings 

proposition.  The OAG writes that DCEO proposes “to calculate a primary BTU savings on the 
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entire economy and then arbitrarily allocate this savings estimate, with 80% assigned to 

electricity and 20% to gas savings.”  (OAG Initial Brief at 34)  NRDC concurs with the OAG 

that the use of the 80-percent/20-percent division in savings is arbitrary.  Further, the OAG 

writes that its witness, Phil Mosenthal, “noted in testimony that DCEO proposes using an 

average generation heat rate to estimate this savings as well.  This is problematic because 

baseload coal pants typically have much higher heat rates than more recent gas plants that are 

more likely to be saved on the margin from CHP.  As a result, if DCEO uses this proposed 

approach, it is likely that it would overestimate primary BTU savings.”  (OAG Initial Brief at 34 

n. 9)  This is an excellent point, and NRDC concurs with the OAG’s assessment.  To address 

these two issues – the arbitrary nature of the 80-percent/20-percent division in savings and the 

heat rates – NRDC recommends that DCEO evaluate savings in a proportional manner with the 

portion of fuel savings coming from thermal savings translated to Btus and the portion of fuel 

savings coming from electric savings translated to kWhs.  These savings should be based on the 

heat rate of a marginal unit: a combined cycle gas facility.                    

iv. Recommendation 4 - For topping-cycle CHP systems, DCEO should 

modify the production incentive so that a project developer gets an 

incentive based on the fuel savings associated with the CHP system. 

NRDC recommends DCEO modify the production incentive so that a project developer 

gets an incentive based on the fuel savings associated with the CHP system, instead of by solely 

the electrical output of the system. This means the production incentive should be calculated on a 

per-Btu basis instead of a per-kWh basis.  We recommend the Commission instruct DCEO to 

modify the incentive formula to give host sites credit for used thermal energy as well as 

electricity output.  CHP is supposed to encourage electricity and therm savings, but the savings 
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formula as of now only focuses on one fuel – electricity.  Mr. Sullivan recommends that DCEO 

set this incentive so that the approximate $750/kW total incentive is reached when a CHP system 

is operating at 75 percent system efficiency (measured on a Lower Heating Value basis), 

assuming that 80 percent of the thermal energy produced by the system is used. (NRDC Ex. 2.0 

at 8-9). Alternatively, the Commission could instruct DCEO to modify the performance-based 

incentive so that it splits the production portion into therm and kWh components.   

NRDC’s recommendation to use 75 percent as the minimum system efficiency threshold, 

rather than 60 percent (the threshold DCEO proposes to use), is opposed by Midwest 

Cogeneration Association Witness Daniel Natura and DCEO Witness Cuttica.  (DCEO Ex. 2.7 at 

1)  Mr. Natura states, “DCEO’s proposed 60% standard reflects the efficiency level required 

under federal tax credit program as well as under various other states’ CHP program.”  (Natura 

rebuttal at 3)  Mr. Cuttica echoes Mr. Natura that “[t]hese minimum requirements are those 

utilized by the federal government in qualifying CHP systems under the federal investment tax 

credit law.”  (DCEO 2.0 at 8)  But as Mr. Sullivan states in his testimony, overall system 

efficiency of CHP systems “generally falls between 55% and 90%.”  (NRDC Ex. 2.0 at 5)  Even 

Mr. Natura notes that CHP system efficiency ranges from 60% to “over 80%.” (Natura direct 

testimony at 3) Illinois’ CHP Program should not encourage just any CHP project; it should 

encourage high efficiency CHP projects.   

4.  There Is Agreement Among the Parties that the Commission Should Direct 

DCEO To Verify Large Gas Customer Self-Direct Savings. 

DCEO’s large gas customer self-direct program reports a significant amount of annual 

natural gas savings for which there is no evaluation or verification.  The 37 self-directing 

customers to date have total energy load exempted from the Natural Gas Efficiency Portfolio of 
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914 million therms – almost 12 percent of annual natural gas usage.  (DCEO EEP Plan at 7)  

During the first year of the program, self-direct customers estimated that the energy efficiency 

projects implemented during the first year of the program would save about 5 million therms 

annually, which is equivalent to DCEO’s entire proposed natural gas efficiency portfolio.  

However, no one, including DCEO, has verified any aspect of the veracity of that number.  

(DCEO Ex. 1.0 at 32)  As DCEO’s Ms. Mrzowski states, “beyond reviewing the [self-direct 

participant’s] annual report, there is no further confirmation of installation” of the energy 

efficiency measures.  (NRDC DR 1.18)   

DCEO, OAG, ELPC, and NRDC support the Commission directing DCEO to establish 

more robust verification procedures to ensure that actual energy savings are being captured and 

reported by the self-direct customers.  (DCEO Initial Brief at 31; OAG Initial Brief at 48-49; 

ELPC Initial Brief at 8-9; NRDC Initial Brief at 22-27)  Staff, REACT, and CUB are silent on 

this issue.  Further, DCEO, ELPC, and NRDC support using some level of EEPS funding to 

verify the savings reported by the self-direct customers.  (DCEO Initial Brief at 31; ELPC Initial 

Brief at 9; NRDC Initial Brief at 25-27)  As NRDC states in our initial brief, we strongly support 

the use of 1-2 percent of DCEO’s gas budget to be used for verification activities and urge the 

Commission to direct DCEO to use such funds to develop (with stakeholders) and carry out a 

sufficiently robust verification process consistent with the recommendations found in Mr. 

Neme’s testimony.  (NRDC Initial Brief at 26; NRDC Ex. 1.0R at 17-21)   

Relatedly, REACT and other parties have briefed the issue of creating a large customer 

electric self-direct pilot program in this case.  (REACT Initial Brief at 4-14; ELPC Initial Brief at 

9-10; DCEO Initial Brief at 32-33; OAG Initial Brief at 41-49)  NRDC continues to urge the 
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Commission to direct interested parties to work together to propose a statewide pilot electric self-

direct program over the coming months.   

5.  The Net-to-Gross Approach Should Remain in Place.   

 The parties continue to disagree about the use of the net-to-gross approach.  Despite all 

parties having worked collaboratively to design the net-to-gross approach through the 

Stakeholder Advisory Group (SAG) process, DCEO and CUB advocate to do away with the 

NTG approach in lieu of an adjusted gross methodology.  (DCEO Initial Brief at 33; CUB Initial 

Brief at 3-8)  Staff, the OAG, ELPC, and NRDC continue to support the established net-to-gross 

approach. (Staff Initial Brief at 15-16; OAG Initial Brief at 19-25; ELPC Initial Brief at 10-11; 

NRDC Initial Brief at 27-31)   

DCEO argues in its initial brief that its NTG values have “varied considerably for similar 

or identical programs and from year to year, generally without any clear explanation.”  (DCEO 

Initial Brief at 34)  DCEO also argues that attributing savings can be quite complex and analyses 

to date focus on free ridership and not spillover (meaning evaluated savings are low). (DCEO 

Initial Brief at 34)  CUB echoes these concerns about the NTG approach.  (CUB Initial Brief at 

4)  These are legitimate concerns that can and should be addressed through the SAG process but 

do not justify switching approaches entirely, especially when the adjusted gross approach has 

severe issues.  As Mr. Neme states, “despite all of the challenges associated with estimating net-

to-gross adjustments, the cost of not doing so is too great.”  (NRDC Ex. 1.0 at 22)  

a. The Net-to-Gross Approach Appropriately Captures Freeridership and 

Spillover.  

As stated in the initial briefs of NRDC, ELPC and the OAG, a net-to-gross approach is 

critical for properly understanding the true impacts of ratepayer funding of efficiency programs.  
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As the OAG argues, “it is not good practice to ignore NTG adjustments as a matter of public 

policy because doing so creates significant perverse incentives and ignores the true impact of the 

programs and evaluations of cost-effectiveness.”  (OAG Initial Brief at 21)  The OAG explains 

that, “eliminating any accountability for whether the programs actually create cost-effective net 

savings removes any strong desire on the part of program administrators to ensure their programs 

are indeed capturing additional cost-effective savings.”  (OAG Initial Brief at 21-22)  As 

discussed in our initial brief, NRDC strongly concurs with this statement, which is the core 

reason why NRDC supports the NTG approach.  (NRDC Initial Brief at 27)        

As mentioned, the only party that agrees with DCEO is CUB.  CUB argues that “a NTG 

approach that includes free ridership and spillover surveys is not appropriate for the public sector 

program.”  (CUB Initial Brief at 8)  For the public sector programs, CUB’s witness, Rebecca 

Devens, states that the NTG approach “is not appropriate when the DCEO programs are factored 

into a public entity’s decision to make an investment from the start.”  (CUB Ex. 1.0 at 9)  This is 

the same argument CUB uses in its brief (CUB Initial Brief at 5-7), and CUB fails to adequately 

respond to Mr. Mosenthal’s criticism of its argument:  

Ms. Devens is ignoring the distinction between program design and 

implementation on the one hand and measurement and evaluation of savings on 

the other. . . I am not aware of any program that routinely denies customers 

participation in programs they are otherwise eligible for purely because they 

might be freeriders.  I agree with Ms. Devens that this would be inappropriate.  

That being said, simply allowing freeriders to participate in a program is entirely 

different from counting savings that are not truly a result of the program.  This 

does not absolve the Commission and program administrators from ensuring that 
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best estimates of the ultimate impact of programs are made and used for purposes 

of determining savings performance. (AG Ex. 2.0 at 4-5, emphasis in original) 

b. Variability in NTG Estimates Can Be Addressed.  

One of the concerns DCEO expresses is that NTG values can be varied. (DCEO Initial 

Brief at 34; DCEO EEP Plan at 27)  NRDC is sensitive to this concern but asserts that this issue 

can be addressed within the NTG approach – this does not justify doing away with the NTG 

approach which was collaboratively designed through the SAG process.  NRDC, with the 

support of Staff, have put forth two recommendations to help address this concern (NRDC Initial 

Brief at 30; Staff Initial Brief at 21-22):  

• Have all the different evaluators in the state work together to reach consensus on the best 

approaches to assessing NTG in particular markets; Staff adds that the “Commission 

should require consistent residential and non-residential NTG approaches take place for 

comparable EE programs offered by the utilities and DCEO” (Staff Initial Brief at 21)  

• Examine the evaluation results from multiple years and multiple sources – potentially 

even including out-of-state studies – to develop deemed NTG assumptions for certain 

markets.  One variation on this approach is the use of Delphi panels (further explained in 

NRDC’s Initial Brief at 30).  Staff agrees with this proposal.  (Staff Initial Brief at 22) 

c. The Statewide NTG Framework Should Apply to DCEO as well as 

Utilities 

NRDC maintains the same position as in our initial brief regarding NTG frameworks. 

(NRDC Initial Brief at 30-31)  Any change to the current framework should (1) remain focused 

on net rather than gross savings; and (2) be applied in a consistent manner across all program 

administrators in the state (i.e. DCEO and the utilities), meaning that prospective application of 
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NTG values should be applied to determine the energy savings of DCEO’s programs just as they 

are used for utilities’ programs.    

6. The Commission Should Define “Breakthrough Equipment and Devices” 

Consistently. 

In its initial brief, Staff requests that the Commission define “breakthrough equipment 

and devices” as “measures or programs in their early stage of development that are subject to 

substantial uncertainty about their cost-effectiveness during the planning period.”  (Staff Initial 

Brief at 8) NRDC urges the Commission to refrain from adopting such a definition. 

It is not obvious why a definition is needed. Staff offers no evidence that the lack of a 

Commission-determined definition has resulted in circumvention of the statutory limit on how 

much a utility can spend on breakthrough equipment and devices. Moreover, the definition Staff 

offers could open the door to inappropriate, after-the-fact challenges to cost-recovery for 

measures and/or programs that, in hindsight only, fail cost-effectiveness screenings. In such 

cases, Staff and/or other parties could argue that there was “substantial uncertainty” about the 

cost-effectiveness of the measures or programs, particularly if they were new, and that the 

measures or programs should therefore have been classified as a “demonstration of breakthrough 

equipment and devices” (or R&D). If enough money was spent on such measures or programs, 

parties could then argue that DCEO exceeded its statutory spending limit on such measures and 

programs – even if DCEO did not consider these measures or programs part of R&D when it 

initially planned and began implementing them. That could have a chilling effect on DCEO’s 

willingness to consider new efficiency measures and/or program concepts, to the detriment of 

ratepayers. Put simply, if Staff believes that certain measures and/or programs in DCEO’s plan 
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are not currently properly classified as R&D, it should have made that case in its direct 

testimony. 

If the Commission determines that a definition is needed, we urge the Commission to 

hold workshops in advance of adopting a definition to allow for stakeholder input into the 

development of the definition. 

7.  Conclusion  

NRDC respectfully requests the Commission: 

1. Reject DCEO’s 3-year plan due to unacceptably low savings targets compared to 

what DCEO actually achieved in prior years per dollar spent. 

2. Require DCEO to file a new plan with savings targets that reflect the actual cost per 

unit savings for continuing programs as was achieved in EPY4/GPY1, scaled up to 

reflect the increased budgets for Plan 3.  This would translate to increasing its electric 

goals by 30 percent and its gas goals by 80 percent. 

3. Provide clear guidance to DCEO in this filing directing DCEO to update its CHP 

Program in a matter consistent with the following recommendations: 

a. Prioritize applications based on estimated overall system efficiency and 

increase the system efficiency standard to 75 percent.    

b. Prioritize applications from public facilities based on end-use efficiency 

c. For topping-cycle CHP systems, only claim savings credit for the portion 

of the useful thermal output of the CHP system that is actually used.  

d. For topping-cycle CHP systems, modify the production incentive so that a 

project developer gets an incentive based on the fuel savings associated 

with the CHP system, instead of by solely the electrical output of the 

system.  
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4. Provide clear guidance to DCEO that it has the authority to verify the energy savings 

reported by self-direct gas customers and can use EEPS funds for verification 

activities 

5. Reject DCEO’s request to use an adjusted gross approach and retrospective 

application of NTG values. 

 

 

Dated:  December 10, 2013    
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