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I. [bookmark: _GoBack]Introduction

	On January 1, 2012, the Illinois Commerce Commission (“ICC” or “the Commission”) issued a position paper on gas and electric efficiency program coordination in response to the General Assembly’s directive to the Commission in Section 8-104 of the Public Utilities Act (“the Act”) to “develop and solicit public comment on a plan to foster statewide coordination and consistency between statutorily mandated natural gas and electric energy efficiency (“EE”) programs to reduce program or participant costs or to improve program performance.”  220 ILCS 5/8-104(k).  These Comments, filed on behalf of the People of the State of Illinois, through Lisa Madigan, Illinois Attorney General, respond to the ICC’s recommendations made in its January 1, 2012 report (“ICC report”), which discusses the current state of gas and electric programs and coordination, proposes some legislative modifications to current Illinois law, and invites responsive comments to further a stakeholder process to explore gas and electric efficiency program coordination and the development of a long range plan to the legislature by September, 2013.[footnoteRef:1]   [1:  Solicitation of Public Comment on Plan to Foster Statewide Coordination of Statutorily Mandated Natural Gas and Electric Energy Efficiency Program. Pursuant to Subsection (k) of Section 8-104 of the Public Utilities Act, January 1, 2012, p. 14.
] 

	In its report, the ICC provides a brief description of the current status of gas and electric program coordination, and notes some of the challenges faced by the utilities and the Department of Commerce and Economic Opportunity (“DCEO”) in the delivery of energy efficiency programs for utility ratepayers.  It then outlines a three-point plan for comment, in which the ICC recommends the Commission and stakeholders continue to:  
· encourage coordination through the Stakeholder Advisory Group (“SAG”)[footnoteRef:2] and the “CANDI” program[footnoteRef:3]; [2:  The SAG was created by order of the Commission (ICC Docket Nos. 07-0539, 07-0540) in order to provide a forum for interested stakeholders to receive information and provide recommendations to the utilities and DCEO regarding their energy efficiency programs.  The SAG process was again endorsed by the Commission in orders approving the gas utility programs (ICC Docket Nos. 10-0562, 10-0564, 10-0568 and 10-0570).
 ]  [3:  CANDI, which stands for ComEd, Ameren, Northern Illinois Gas Company (“Nicor”), DCEO and Integrys (the parent company of Peoples Gas Light & Coke Company and North Shore Gas Company), is a program created by the utilities and DCEO that is designed to coordinate efforts to reach and simplify the incentive process for program allies that service Commercial and Industrial (“C&I”) customers, according to the Staff report.] 

· monitor development of a statewide TRM and review the validity of the final product; and
· work to generate consensus on legislative proposals to reduce program or participant costs or to improve program performance. [footnoteRef:4] [4:  ICC report, p. 9.] 

The People of the State of Illinois agree and support the Report’s first two proposals, which are on-going.  However, we believe more can be done to facilitate and enhance gas and electric program coordination and provide greater net benefits to Illinois ratepayers.  We discuss some of these issues below, and suggest that the ICC can play a more direct role in fostering effective coordination outside of any legislative process.
	Regarding the third issue of legislative changes needed to ensure effective coordination of gas and electric efficiency programs, the ICC report focuses on a small number of policy issues that, at best, have only minor, ancillary impact on coordination issues.  On the other hand, some of these proposals would reflect major policy shifts relative to efficiency programs as a whole, and are therefore important to address.  The report set forth three main legislative proposals:
1. increasing planning periods from three years to five years;
2. reducing or eliminating the emphasis on first-year savings; 
3. removing Commission review and approval of DCEO programs. [footnoteRef:5] [5:  ICC report, p. 11.] 

The People’s Comments first discuss specific proposals for additional ICC action to foster more effective and efficient gas and electric program coordination.  These points are followed by a response to the three legislative proposals proposed in the ICC report.  While the People support the report’s proposal to reduce the emphasis on achievement of first-year savings, the People oppose the recommendations to increase planning periods from three to five years and transfer Commission oversight of DCEO programs to the Governor’s office, as discussed further below.
II.	Non-Legislative Approaches to Foster Effective Gas and Electric 	Coordination

	The People agree with the ICC report that the on-going SAG and CANDI processes are effective and should continue.  It has been through the SAG process that the statewide TRM development process has evolved.  The People concur that a single TRM for all gas and electric efficiency efforts will facilitate gas and electric coordination by consolidating all savings assumptions and procedures in one document and ensuring consistency between different energy providers.
	The People are concerned, however, that the ICC report appears to interpret the primary goal of gas and electric program coordination to be reduction in costs per energy unit saved.  While we believe that significant economies of scale can and should be pursued as an outcome of effective coordination, we do not view this as the primary goal.  Rather, effective coordination can result in better and more seamless customer service, consistent messages to all market actors, greater program participation levels, and ultimately deeper energy savings and greater net benefits to Illinois ratepayers and the Illinois economy. 
In addition to the SAG and CANDI processes, additional clarity and direction from the ICC could further enhance and facilitate effective coordination.  Such actions would include the establishment of:
· a clear procedure for allocation of costs among and between gas and electric ratepayers; and 
· guidelines that direct the utilities and DCEO to avoid redundant services and contractors, enhance customer service, and capture economies in planning and evaluation expenses, where appropriate.
A.	Cost Allocation
	The ICC report states that utilities should simply negotiate cost allocation for any coordinated or integrated programs unilaterally on a per program basis.[footnoteRef:6]  It argues this is appropriate because each utility will have a desire to minimize its budget, and cost ratepayers no more than necessary.  While this may be true, the recommendation suffers from a lack of clarity on appropriate allocation methods and procedures, and risks potential ratepayer cross-subsidies between gas and electric customers.  As an alternative, the People propose that the ICC establish clear guidelines on cost allocation, as well as a simple and straightforward mechanism for handling and tracking financial transfers between electric and gas utilities and DCEO.  These guidelines could be developed through the SAG process and later presented to the Commission for approval. [6:  ICC report, p. 8.] 

	As a default proposal, cost allocations should be based on the share of gross electric and gas avoided cost benefits that will accrue from any coordinated or integrated program effort.  This will ensure that each group of ratepayers pay an equal share relative to the benefits captured from their respective energy systems.  In addition, it ensures no group of ratepayers pay more than they capture in benefits, as long as the programs themselves are cost-effective, thus avoiding any cross subsidies.
	The ICC notes that there are currently challenges to effective coordinated and integrated programs because of the varying maturity of each sector’s efficiency efforts.[footnoteRef:7]  For example, while the electric utilities are now in their fourth program year, the gas utilities are only in their first year of program delivery, and have chosen to limit program funding to the amounts needed to achieve the minimum, specified statutory savings goals.  This results in some situations where, for example, ComEd might be able and willing to deliver the electric portion of an efficiency market at a much more aggressive level than Nicor or Integrys companies can support with their limited budgets.  For situations such as these, the People propose that the ICC establish the following guidelines: [7:  ICC report, p. 7.] 

1. Where sufficient funds are available, allocations should be based proportionate to the gross avoided cost benefits accruing to each energy sector’s ratepayers.
2. Where sufficient funds are unavailable from a particular energy sector and greater overall net benefits to ratepayers can be captured by coordinating and integrating efforts at a level that would exceed one sector’s allowable contributions, the default cost allocation formula can be relaxed.  Any relaxation would be subject to the constraint that no energy sector can expend ratepayer funds for the purpose of coordination and/or integration of a program that exceeds the total gross benefits expected to accrue to its ratepayers.
This exception to the default rule would allow, for example, ComEd to continue to pursue participants and measures in its Home Performance program that are cost-effective, while ensuring that the program also captures all cost-effective gas efficiency from these customers at the same time, despite the lower current budget limits of Nicor and Integrys.  However, this methodology still provides protection to electric ratepayers by ensuring they will never have to pay more than the electric benefits they are capturing.  This can allow for expanded efforts and reduced lost opportunities that could result from serving customers on the electric side while ignoring substantial gas opportunities. This is also important because many measures save both gas and electricity, and are only cost-effective when delivered through a joint program.
	Cost allocation guidelines should also address reporting and tracking, and methods to true-up accounts so that actual expenditures match achieved sector benefits.  Initially, utilities should base budget allocations on planned expenditures and the proportionate share of planned benefits.  These financial transfers could then be trued up periodically, based on actual expenditures and savings accruing from the program.  The People suggest that this be done quarterly, or at a minimum of every six months. True-ups more frequently than this will likely add additional cost and administrative burden.  Because budgeted allocations should be reasonably close to actuals, these true-ups will not likely be large.  Utilities, of course, would need to track actual costs and any transfers of money between them.
	B.	Guidelines for delivery of Coordinated and/or Integrated Programs
	Specific direction from the Commission is needed to maximize coordination of electric and gas programs.  The ICC should establish guidelines that lay out a policy position on coordination and integration of gas and electric programs.  For purposes of this recommendation, “coordination” is defined as referring to separate gas and electric utility programs that attempt, as much as possible to coordinate offerings, materials, services and delivery.  Integrated programs, on the other hand, reflect a single program effort jointly delivered by gas and electric utilities.   The People propose these guidelines should include the following:
1. Programs that address a downstream[footnoteRef:8] market that offers both gas and electric efficiency opportunities, at a minimum, should be coordinated and perhaps integrated wherever possible. [8:  “Downstream” markets refer to efficiency measures that intervene directly with customers, as opposed to “upstream” markets in which utility programs are targeted higher up the supply chain to contractors, vendors, or design professionals.  Downstream efforts focused only on installation of a specific gas or electric technology do not benefit greatly from combined program efforts because they are pursuing a specific measure that is either gas or electric.  Upstream efforts, however, typically engage market actors who influence both fuels (e.g., contractors installing air conditions and gas furnaces, architects and engineers designing whole buildings, etc.) and therefore coordination of messages, training, incentive levels or other services will benefit from a combined effort.  Similarly, downstream interventions that are more broad-based than simply a single measure (e.g., C&I customer programs) will benefit from integrated efforts because customers are interested in cost-effective solutions to all of their energy needs.] 

2. Programs that directly provide diagnostic or installation services through utilities or their contractors, and offer cost-effective gas and electric efficiency opportunities, should be integrated.
3. Integrated programs should be delivered by joint contractors that work for and report to both the gas and electric utilities.
4. Wherever feasible and appropriate, program materials, customer and trade ally outreach, and other efforts, should be combined and sponsored by both the gas and electric utilities.
5. DCEO-delivered services should provide both gas and electric services in a seamless and integrated fashion, on behalf of both gas and electric utilities, as required by Section 8-104(c) of the Act.
6. All broad-based efficiency services (i.e., those not specific to a unique measure such as prescriptive lighting) should be provided to customers in a seamless, “one-stop-shopping” basis that supports all electric and gas services and products.
7. All integrated programs should undergo a single set of evaluations, conducted independently on behalf of both the electric and gas utilities or utility divisions.
8. Evaluations of coordinated programs would also benefits from combined evaluations, particularly on the process side.  Impact evaluations can still be implemented separate for the gas and electric components, if appropriate.
Specifically, Utilities should be directed to integrate programs for those markets where customers will benefit from a single delivery of a program.  Examples include a “Home Performance” program, where both gas and electric measures such as house sealing and insulation are appropriate at time of participation, or C&I Custom and Retrocommissioning programs where both gas and electric opportunities may be cost-effective and appropriate.  Under this approach, any implementation contractors should work for and represent both utilities.  Guiding principles for integration programs enable customers to deal with a primary “single point of contact” that can coordinate all services and bring in the appropriate gas and electric technical specialists, receive multi-fuel services in a seamless way (including a single package of efficiency solutions and financial offers), and basically benefit from a “one-stop-shopping” experience that addresses all of their regulated fuel needs. 
	While the above guidelines present some challenges to separate gas and electric utilities, there are currently effective models where this is done.  One example is in Massachusetts. Under the umbrella “MassSave” logo, for example, separate gas and electric utilities deliver a single portfolio of combined programs.
	Coordinated programs can be less combined.  Examples where coordination might make more sense than integration include downstream rebate offers.  For example, it may make sense to coordinate heating and air conditioning programs.  While these efficiency measures can and are often installed individually, many of the same vendors and contractors work in both areas.  In addition, some products span both heating and air conditioning (e.g., combined gas-electric rooftop units that provide electric air conditioning and gas heating in a single unit).  In this case, separate program offerings may be appropriate, but customer and trade ally outreach can benefit from coordination of marketing materials, trade ally incentive and training approaches, or other strategies.
	The ICC report lists as a concern that “conflicts of interest between the utilities can arise with respect to implementing joint programs.”[footnoteRef:9]  The report lists issues such as different evaluation metrics, reporting requirements, marketing approaches, and call center procedures as examples of such conflicts.  These issues, however, should not be viewed as “conflicts of interest.”  While some modifications to procedures may be necessary to support joint contracting or other coordination, the People believe the “interests” of utilities are and should be aligned, especially when required by the Commission.  Namely, the primary interest among all utilities should be to capture all cost-effective efficiency opportunities with the intent to meet or exceed goals, subject to any budget constraints.  Certainly, that goal is consistent with the directives of sections 8-103 and 8-104 of the Act.  Logistical differences in procedures and approaches among utilities should not be viewed as insurmountable – especially if mandated by the Commission.  Specific direction from the ICC regarding consistent tracking, reporting and evaluation procedures will of course help to remedy any concerns in this area. [9:  ICC report, p. 8.] 

III. ICC Legislative Proposals

	As stated above, the ICC has proposed three potential legislative changes:
· increasing planning periods from three years to five years;
· reducing or eliminating the emphasis on first-year savings;  and
· removing Commission review and approval of DCEO programs. [footnoteRef:10]      [10:  ICC report, p. 11.] 

The People’s responses to these proposals are addressed below.
A. Planning Periods
	The ICC report suggests that shifting planning periods from three to five years would provide some cost savings to ratepayers.  It also notes that “the Commission grants flexibility to the utilities in the administration of the plans because it recognizes that the market rapidly changes and the administration of the portfolio can, will, and should deviate from the plans that are filed.”[footnoteRef:11]  The People oppose this change at this point in time given the nascent stages of utility efficiency programs in Illinois.  [11:  ICC report, p. 11.] 

The report is correct in noting that the Commission grants significant flexibility to the utilities during a three-year plan cycle, and the People support this.  However, contrary to the ICC report, the People do not believe a three-year planning cycle is inordinately short.  Currently, the gas utilities are only in their first program year.  Because the statutory goals grow steadily over time, starting at a relatively low level, efficiency efforts  currently are in a very dynamic period with significant ramp-up of efforts and evolution of programs taking place.  In addition, the experience and capabilities of Illinois utilities and contractors is evolving.  Some efficiency markets are rapidly changing, and some major federal standards will be going into effect over the next few years that may cause significant shifting of opportunities and energy savings baselines.[footnoteRef:12]  As a result, extending the current three-year planning cycle would reduce the ability of the ICC and stakeholders to ensure plans are adaptive and effectively addressing current market conditions.  Once program budgets, utility and contractor experience and capability, and efficiency markets are more mature and stable, expanding the three-year planning cycle may warrant revisiting. [12:  For example, over the next few years, federal standards impacting residential and commercial lighting and gas furnaces will have significant impacts on some of the largest single sources of electric and gas energy savings.] 

B. First-Year Savings
	The People support the ICC report’s proposal to move away from an evaluation process that focuses solely on first-year energy savings.  Staff seems to be addressing two different issues regarding first year savings.  First, it addresses the difference between annual savings goals versus cumulative savings goals. Second, the report discusses the distinction between savings goals based on first-year savings versus lifetime savings.  While related, these two issues are distinct and raise different policy issues.
1. Annual Versus Cumulative Savings Goals
The ICC report proposes that annual goals shift to longer term, cumulative goals.  The People support this change. While Section 8-103 of the Act established only incremental annual savings goals for electric utilities, the subsequently created gas efficiency statute permits gas utilities to meet goals over the three-year planning period cumulatively even if they fall short of a specific annual goal.  220 ILCS 5/8-104(c). The People concur that cumulative goals for each planning period are more appropriate, allow utilities some flexibility, and minimize utility concern regarding over-achievement of savings targets in a single year, which in the past have triggered utility discontinuance or disruption of program efforts midstream.  The change in the more recently enacted gas statute likely indicates recognition by the legislature that cumulative goals are more advantageous.  That being said, the People recommend that cumulative goals coincide with planning periods, and limit banking of savings from one planning cycle to the next consistent with current ICC banking of savings rules.
2. First-year Versus Lifetime Savings
The second issue addressed by Staff related to the calculation of energy savings is the distinction between goals that focus on first-year savings only (as is currently the case) compared to lifetime savings.  As Staff notes, goals based on first-year savings can result in some perverse incentives that encourage utilities to focus on short-lived, but low-cost-per-first-year-savings-unit measures, to the detriment of more durable measures that may have a higher cost-per-first-year savings unit, but provide overall lifetime savings more cost-effectively,  resulting in higher net benefits for ratepayers.  An example of the former is behavioral programs that often provide savings that only persist for a single year.  While these programs can be delivered for a low-cost-per-single-year savings, the program must continue to expend similar costs each year to maintain those savings.  As a result, over-reliance on these types of programs result in much higher long-term costs of efficiency, and fails to provide durable savings compared to measures dependent on hardware solutions.  The People agree with the report’s finding that this focus on first-year savings metric undermines the appropriate focus on striving for the most cost-effective, long-term efficiency opportunities that provide the greatest overall net benefits for ratepayers.  The People therefore support a legislative change that would support a focus on lifetime savings or present value lifetime benefits.
The People, however, do not support the ICC report’s conclusion that “the Commission sees merit in modifying the savings goals such that the Commission is charged with determining the best method of avoiding or delaying the need for infrastructure investment within a budget constraint that the General Assembly deems appropriate.”[footnoteRef:13]  This proposal suffers from two problems. First, it erroneously implies that cost-effective efficiency savings should only be pursued when there is an identified energy capacity or  infrastructure need.  Rather, cost-effective efficiency savings can provide ratepayers with long term paybacks, including reduced overall costs of energy services, reduced pressure on market prices, environmental benefits, and other advantages in addition to direct avoidance of infrastructure investments.  In addition, deferrals of infrastructure investment—even when not avoided completely—can offer significant present value benefits to ratepayers.  As such, the People support the legislative mandated savings goals as a minimum goal, rather than simply focusing on budgets.  [13:  ICC report, p. 13.] 

Further, this issue is made significantly more complicated by the recent adoption of Section 16-111.5B.  220 ILCS 5/16-111.5B.   This statute directs the utilities to identify all additional cost-effective efficiency that could be captured over and above the goals and budget limits articulated in Section 8-103 of the Public Utilities Act.  All additional savings cheaper than supply would be procured by the Illinois Power Authority (“IPA”).  In some cases, this procurement might include acceptance of a third party bid to provide savings.  However, other efficiency procurement may include the IPA providing funding for expansion of utility delivered programs at a higher level.  As a result, this change could affect the impact of the current cost cap defined in the sections 8-103 and 8-104 of the Act.  Therefore, any reduction in utility goals by the ICC may simply result in shifting more resource procurement and costs to the IPA.
DCEO Oversight
	Finally, the ICC report proposes removing Commission oversight of DCEO programs, arguing that such a change “would also reduce the costs to ratepayers.”[footnoteRef:14]  The report vaguely recommends that oversight of the DCEO programs be left to the Governor’s Office.[footnoteRef:15]  The People oppose this change.   [14:  ICC report, p. 13.]  [15:  ICC report, p. 13.] 

	The Public Utilities Act established savings goals for the utilities, and specifies potential penalties.  220 ILCS 5/8-103, 8-104.  It then directs that DCEO be allocated a portion of the total utility budget and achieve a portion of these utility mandated savings from low income and public sector customers.  In essence, one could view DCEO’s role as a subcontractor to the utilities, who are ultimately responsible for meeting savings goals.  However, the utilities do not have the advantage of the ordinary responsibility and authority that are typically imposed under a subcontracting arrangement.  As a state entity, DCEO is not directly answerable to nor controlled by the utilities. Likewise,  DCEO, as a state agency, is not otherwise regulated by the ICC.  However, the Act specifically directs DCEO to submit its plans, and report actual expenditures and savings achieved to the ICC.[footnoteRef:16]   In addition, DCEO is required to work with the utilities to modify existing plans that fail to achieve statutory savings goals, and file said plans with the Commission.[footnoteRef:17]  The General Assembly clearly envisioned some degree of ICC oversight of the DCEO-delivered programs, and the Commission has acted upon that authority.  See, e.g., ICC Docket No. 10-0562, Order of May 24, 2011 at 55.    [16:  220 ILCS 5/8-103(e). ]  [17:  Id.] 

The report’s recommendation to eliminate this oversight creates a number of concerns.  First, removing ICC oversight of the DCEO program portion of the annual Section 8-103 and 8-104 plans creates divided responsibilities and authorities, and serves to undermine the overall statutorily established goals.  In addition, it is unclear what degree of oversight would occur if supervision of the programs were transferred to the Governor’s Office.   For example, dedicated staff within the Governor’s office would have to be designated to review the DCEO plans, spending and energy savings performance.  Only the ICC currently maintains Staff dedicated to reviewing energy efficiency proposals and overseeing how ratepayer dollars are spent. 
While DCEO is an independent state agency and not a public utility, the ICC has a clear and important responsibility to oversee expenditures of ratepayer funds and ensure they are spent appropriately and in the public interest.  ICC’s current limited role overseeing the IPA’s electric procurement process provides a comparable example of limited oversight of a state entity for purposes of protecting ratepayer interests.  The People believe that ensuring effective achievement of the efficiency savings intended and mandated by the Public Utilities Act will require a more involved effort by the ICC to oversee DCEO’s plans and performance, not a lesser one, in order to avoid split responsibilities and accountability for achievement of energy savings and cost-effective use of ratepayer dollars.  
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