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The Indiana Utility Regulatory Commission (the Coission) has contracted with the Energy Center of
Wisconsin (the Energy Center) to support the Cormsimiss investigation into Indiana’s demand-side
management (DSM) activities (Cause 42693). Duringse | of the proceeding, the Energy Center
prepared a report summarizing the status of cuB&M efforts in the state, and submitted its arialis
the Commission in April 2007The Energy Center’s primary findings were thatmpared with other
states, Indiana showed relatively low levels ofrgpeavings, low levels of spending on DSM initias,
and an inconsistent patchwork of program offerings.

Phase Il of the proceeding considers approachesdifinressing key issues discussed in the Energy
Center’s assessment, and pertains only to eldgteoid steam providers in Indiana. The goal of Bhbs
is to develop a path for improving existing appiucto electric DSM in Indiana. Among other
objectives, the Commission’s Order directs thatseHhaof the proceeding address Indiana’s relafivel
low level of DSM spending and relatively high eneopnsumption, as compared with other states;
evaluate alternative mechanisms for addressingtiomsistent patchwork of DSM programs in Indiana;
and consider the formation of an oversight boaroviersee development of a more uniform statewide
approach to electric DSM.

During Phase Il of the proceeding, the Commissimmtracted with the Energy Center to facilitate a
process for obtaining stakeholder input on howiskaes set forth above should be addressed imiadia
From November 2008 through February 2009, the Bn€emter facilitated a series of three technical
workshops to address these topics and provideuaféor obtaining stakeholder input.

It is important to acknowledge that, since the gpetenter’'s 2007 report was completed, a number of
electric utilities in Indiana have completed eneefficiency potential studies, and several utifitreave
filed proposals for new DSM initiatives before Bemmission. If approved, these proposals would
significantly increase Indiana utility investmemsDSM, and expand the scale and scope of energy
efficiency resources available to Indiana consunigespite this progress, it remains essential tabéish
a consistent, statewide framework to guide ele&B8&/ initiatives and ensure the cost-effective and
equitable use of ratepayer resources.

This analysis sets forth the Energy Center’s figdim its investigation of electric DSM initiatives
Indiana. These findings support the following atsio

Establishing a set of overarching policy objectite@shape the direction of electric DSM
initiatives in Indiana.
Ensuring that DSM offerings are available to abtomer classes and market segments.

Establishing utility-specific DSM goals, as wellaslear process and consistent guidelines for
how such goals should be determined, and how medosvard goals should be measured.

! Energy Center of Wisconsin (April 200Thdiana DSM Investigation Report: Report on Currnograms and
Future Directions Cause No. 42693. Conducted on behalf of the hadidtility Regulatory Commission.
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Leveraging existing program efforts and adminigteasystems to support expansion of DSM
programs.

Establishing a core set of programs for all compaitargeting mass market energy efficiency
opportunities.

Building on existing DSM efforts by retaining thelity-led administrative model for delivery of
DSM programs that is currently in place, and allfoylexibility so that program offerings can be
tailored to meet the needs of individual utilityngee territories.

Establishing an oversight body to ensure a desinahkl of statewide consistency, to identify
and replicate successful program strategies, todawate core program offerings, and to provide
a forum for stakeholder input.

Developing a framework for evaluation of DSM iniii@s that provides guidance on how
evaluation should be situated within the prograamping and implementation cycles, how
evaluation resources should be allocated acrod3$ih portfolio, and what the relative role of
net versus gross savings estimates should be.

Convening a working group to consider key issuetapeng to development of a statewide DSM
database, including definition of the goals of saglsource, and agreement on information it
should contain.

Establishing guidelines under which large energgraisnay opt out of financial contributions to
utility-administered energy efficiency programdgawor of self-directed energy efficiency
projects.

Supporting broader deployment of smart grid teabgiels and wider availability of dynamic rate
designs that facilitate energy savings and demeaddction objectives.

Energy Center of Wisconsin iv
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BACKGROUND

The Commission opened an investigation into India8M activities in 2004 (Cause 42693), and in
2006 directed Commission staff to assess the dustate of DSM activities in the state through agsd
proceeding. During the first phase of Cause 42883Commission contracted with the Energy Center to
review the status of current DSM efforts in Indigpeesent information on alternative models for DSM
program administration and delivery, and to makaimrecommendations to assist the Commissiotsin i
consideration of strategies for enhancing IndiagMefforts. The Energy Center’s report was presente
to the Commission in April 2007Parties to the proceeding filed responsive testinino May 2007 and
reply testimony in June 2007.

The Commission issued its Order in Phase | of C48683 in April 2008, with the decision to
commence a second phase of the proceeding. Thetiobjef Phase Il is to develop a path for imprayin
existing approaches to DSM in Indiana. Specifigalhe Commission’s Order directs that Phase |l
consider approaches for addressing key issuesssisdin the Energy Center’s assessment, focusing on
the following areas:

Assess the benefits of increased DSM efforts ametane policy priorities to guide DSM
activities in Indiana.

Address Indiana’s relatively low level of DSM spérgland relatively high energy consumption,
as compared with other states.

Evaluate alternative mechanisms to address thesistent patchwork of DSM programs in
Indiana, including possible development of a camig of “best practices” programs.

Evaluate alternative administrative models for Dgfdgram delivery, including utility-
administered and third party-administered DSM paotg.

Consider the formation of an oversight board tarsse development of a more uniform
statewide approach to electric DSM.

Address key issues related to DSM program evaloaitizluding creation of a statewide
database to support DSM initiatives.

2 Energy Center of Wisconsin (April 200Tidiana DSM Investigation Report: Report on Currénbgrams and
Future Directions Cause No. 42693. Conducted on behalf of the hadidtility Regulatory Commission.

% The Phase Il proceeding only applies to elecyrimitd steam providers in Indiana. In the Phaselethe
Commission limited the scope of the Phase Il prditeg as other rulings and the creation of natgesl DSM
oversight boards have shown promise as establishfogndation for a more consistent statewide aggrdo
natural gas DSM in Indiana.

Energy Center of Wisconsin 1
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Consider issues identified in the Energy Policy 8fce005 and the Energy Independence and
Security Act of 2007, including deployment of “singrid” technologies, as well as DSM cost
recovery and incentive mechanisms to motivatetyfiivestment in energy efficiency.

In its April 2008 Order, the Commission expresdet Phase Il of this proceeding should result e “t
development of a critical path forward for the @leimprovement of DSM programs in Indiana.”

Since the Energy Center's 2007 report was compl¢tede have been shifts in the national energy
landscape that are likely to have a significanéetfbn the future value of DSM initiatives in Indé& To
provide just a few examples: the U.S. Supreme Qaletl that carbon dioxide emissions could be
subject to regulation under the Clean Air Aeatpplications to build 45 coal-fired power plamigtie U.S.
were either denied or withdrawn in 2007 aldred nearly 14,000 megawatts (MW) of wind genegatin
capacity were added—uwith the U.S. now surpassinmgn@ey as the country with the largest amount of
wind generating capacify.

It is likely that federal legislation governing gréhouse gas (GHG) emissions will be passed inghe n
future. A recent analysis sponsored by Midwestgneuppliers analyzed a variety of scenarios foGGH
allowance prices and carbon credit allocation meisinas, estimating the effect that alternative retnuly
approaches would have on ratepayers in Midwestatass This analysis, completed in March 2009,
estimates that Indiana ratepayers will see coseases between 15 and 45 percent under a low-cost
scenario, and increases between 85 and 140 pemeet a high-cost scenafi@hese projections
indicate the essential role that DSM initiativedl piay in mitigating the impact of future energgst
increases on Indiana residents and businesses.

In addition, a number of Indiana electric utilitieave proposed new DSM initiatives in proceedings
currently under review at the Commission. If apgauvhese proposals would significantly increase
Indiana utility investments in DSM, and expand skale and scope of energy efficiency resources
available to Indiana consumers. Despite this piEyrié remains essential to establish a consistent,
statewide framework to guide electric DSM initigévand ensure the cost-effective and equitablefuse
ratepayer resources.

SCOPE OF TECHNICAL WORKSHOPS

During Phase Il of the proceeding, the Commissimmtracted with the Energy Center to facilitate a
process for obtaining stakeholder input on howiskaes set forth above should be addressed imiadia

* Massachusetts v. Environmental Protection AgeB49 U.S. 497 (2007).
® M. Clayton (March 4, 2008). “U.S. Coal Power BoSmuddenly Wanes.The Christian Science Monitor
® American Wind Energy Association (2008nnual Wind Industry Report: Year Ending 2008

" Energy Policy Group, LLC (2009Analysis of the Electricity Price Impacts of Altative Carbon Emission Cap-
and-Trade Programs in the Midwegtrepared on behalf of Indiana Municipal Power ige Madison Gas and
Electric Company, Missouri Joint Municipal Electtiility Commission, Missouri River Energy Servi¢&outhern
Minnesota Municipal Power Agency, and WPPI Energy.

Energy Center of Wisconsin 2
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From November 2008 through February 2009, the Bn€emter facilitated a series of three technical
workshops to address these topics and provideuaféor obtaining stakeholder input.

The purpose of the three technical workshops wasigage the parties to this proceeding in a frawk a
open exchange regarding the key issues identifiestea As an important outcome from this process, th
Energy Center sought to identify emerging areasoobensus, as well as areas where significant
differences of opinion exist among stakeholdersvélger, opinions expressed by technical workshop
participants were characterized as preliminaryweck generally recorded without attribution. The
parties will have the opportunity to present tlegommendations on these issues in testimony. The
Commission plans to issue an Order in Phase llanfs€ 42693 by the end of 2009.

PURPOSE OF THIS ANALYSIS

This analysis summarizes key outcomes from thenieahworkshop process, and sets forth the Energy
Center’s findings for developing a framework thedmotes a more consistent, statewide approach to
electric DSM in Indiana.

Each chapter addresses one or more of the keyaseae outlined above, summarizes views expressed
by participants in the technical workshops, and@nés the Energy Center’s findings for how thisiéss
should be addressed in Indiana. In framing itsmenendations, the Energy Center sought to craft an
approach that leverages existing laws and regulsitio the greatest extent possible, that achidnes t
broadest area of consensus among the viewpointessga by technical workshop participants, and that
offers the opportunity for a timely transition frawisting DSM initiatives. The Energy Center’s gizal

to provide a roadmap for implementation that adsresll market sectors and maximizes collaborative
opportunities across utility-specific DSM initiagis.

Energy Center of Wisconsin 3
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POLICY OBJECTIVES

Articulating a clear set of policy objectives istical for establishing a successful framework BE3M
program delivery in Indiana. A recent study by Areerican Council for an Energy Efficient Economy
(ACEEE) cited strong legislative and regulatoryuiegments in support of energy efficiency as two of
the most important factors contributing to the ssscof top-performing utility sector energy effitig
initiatives® Without the guidance of clear policy objectivesijity-specific initiatives may pursue
competing goals, or fail to accomplish the statg&atest needs cost-effectively.

Policy objectives help to determine whether DSMgpams should be geographically uniform across the
state, or whether utilities have the ability tddaDSM offerings for individual service territodeSuch
objectives also guide decisions around market e@mesr-namely, whether DSM programs should be
available to all sectors, or whether there arecaptprovisions available to certain market segmeuth

as large industrial facilities. Policy objectiveencaddress the criteria used to determine the acale
scope of energy efficiency efforts over time. Thegy also guide the relative allocation of DSM peagr
resources toward achieving peak demand reductimusenergy savings, and the relative emphasis on
procuring immediate energy savings (resource aitiquis versus engaging in longer-lasting market
interventions (market transformation).

At several points during the technical workshogdssions, participants noted the importance of
establishing clear, consistent rules to guide D&Wtts in the state. A straw poll was conducteelioit
participant opinions on what they viewed as thetrimportant policy objectives to guide Indiana DSM
efforts. The policy priorities that received thegiest number of participant votes were as follows:

Reduce energy costs for Indiana consumers.

Ensure cost-effectiveness of DSM efforts—both mteof maximizing cost-effective DSM
potential, and also ensuring that DSM efforts repnt a cost-effective use of ratepayer resources.

Allow balance and flexibility in DSM program delieover time.

To shape the direction of DSM initiatives and pdeva strong foundation for future expansion, the
Energy Center recommends that the Commission &téa set of overarching policy objectives. Given
the stakeholder input received during the technigakshops, the Commission may wish to emphasize
the importance of ensuring that DSM offerings ar&lable to_allcustomer classes and market segments,
ensuring that all Indiana energy consumers haveppertunity to benefit from the energy cost
reductions that can be achieved through energgiefity improvements.

8 ACEEE (March 2009)Meeting Aggressive New State goals for Utility-8eEnergy Efficiency: Examining Key
Factors Associated with High SavingsCEEE Report Number U091. Available at:
http://www.aceee.org/pubs/u091.htm

° It is important to note that approximately 30 ercof the state is served by non-jurisdictionateic utilities.
The recommendations for Commission action containglis analysis are intended to address jurisxiet

Energy Center of Wisconsin 4
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Given the importance of wise use of ratepayer nessuto the Commission and to Indiana stakeholders,
the Energy Center recommends that such policy tigscalso address how cost-effectiveness
determinations are to be made. The Energy Cer803 analysis noted that Indiana utilities thateckl
heavily on the Ratepayer Impact Measure test (btlgeamost restrictive cost-effectiveness testsjleel

to have fewer DSM offerings than utilities that dayed a variety of benefit-cost tests, such asTibtal
Resource Cost test, the Utility Cost Test, andrsicipant Cost Test. The Commission could use the
statement of policy objectives to encourage (a#itio assess the cost-effectiveness of DSM inidiati
using a variety of analytical approaches. It i® afsportant to acknowledge that cost-effectiveness
determinations are affected by subjective decistwnand discount rates and benefits horizons. For
example, a high discount rate can effectively dexdhe future savings benefits associated with-long
lived measures such as insulation. The Commissmnwiish to use overarching policy objectives to
provide guidance on whether cost-effectivenessiahitations should be shaped by a short-term or-long
term perspective.

While the Commission’s goal may be to ensure thatgy efficiency resources are available to all
customer classes and market segments, there igalsoin tailoring DSM offerings to meet the ureéqu
needs of a given utility service territory. For exyae, a utility that has a large industrial custoivase
may devote relatively greater resources to DSM anog targeting that market than a utility with areno
rural or residential customer base. The Commissiaid use its statement of policy objectives to
acknowledge that utilities should have the flexipito tailor DSM offerings to meet the unique need
their service territory, and to adapt DSM strategis conditions warrant.

DSM GOALS

Establishing measurable energy savings goalstisatrfor addressing two of the major issues raised

the Energy Center’s initial report on the statu®8M programs in Indiana—namely, the state’s
relatively low spending on DSM and relatively highergy consumption, as compared with other states.
Beyond helping to ensure accountability to stalecpmbjectives, goal-setting is also a necessary
component of incentive mechanisms that rewardiaslifor attaining specified levels of energy sasin

Participants in the technical workshops were gdlyarafavor of establishing utility-specific goals

rather than single statewide goal that would besisbent across utilities. This approach is reaskenab
given that, in Indiana, the current level of DShhdiing and program scale/scope varies by utilityeré€h
was also general consensus around establishingyes&vings targets rather than DSM spending targets
as savings targets represent a more effective appto ensuring that the state’s policy objectaes
achieved.

In formulating a goal-setting process for Indiatitities, it is essential to establish clear guide$ for
how progress toward goals should be measured camskta consistent methodology for determining the
baseline against which progress toward goals cavaleiated. For example, should goals be estallishe

utilities. However, customers of non-jurisdictionailities would certainly benefit from the energgst reductions
and other benefits associated with increased eredfigyency.

Energy Center of Wisconsin 5
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in terms of gross energy savings or net energyga@’ Given the increasing complexities and costs
associated with accurate measurement of prograibugibn, some states are moving toward establgshin
gross savings goals, or using a hybrid approadtestablishes net and gross savings targets.

Energy savings targets should take into accoudtrfgs from empirical assessments of energy effigien
potential. In Indiana, a number of utilities hawenpleted energy efficiency potential studies witthia
last two years. However, most of those studiesuebeclarge industrial customers from the assessment.
Such an approach is problematic if the policy dibjeds to ensure that all market segments havesacc
to DSM offerings. Even in states like Wisconsin gthhave had comprehensive programs for the
industrial market for many years, researchersinding significant reservoirs of untapped cost-etife
energy efficiency potential in this market.

In establishing goal-setting procedures, Indiasa ks the opportunity to avoid pitfalls experiehire
other states. For example, one Midwest state disaltost recovery once a utility reaches its spaetif
energy savings target. This approach effectivetg pcap on energy savings, and could lead to
interruptions in program implementation which dirthe effectiveness of market interventions. Qlear
multiyear flexibility on goals and savings meritsosg consideration.

A number of technical workshop participants citieel importance of aligning goal-setting processél wi
existing utility integrated resource planning (IRPdcesses which are completed every two yearke
process flow shown in Figure 1 presents an idedlidignment between IRP processes, potential studie
goal-setting, DSM planning and program design, ogimplementation, and evaluation.

19 Gross energy savings refers to impacts resultiomg rogram-promoted actions taken by program gipsits
regardless of the influence the energy efficienmgpam had on such actions. Net energy savingssradghe
portion of gross savings that is attributable tergg efficiency program influence. Net savings @e&ermined by
making adjustments for free ridership (people whuld have taken the energy efficiency action anywékout
program intervention), and spillover (savings résglfrom non-participant actions that occurrecassult of
program influence).

1 Utility IRPs address a 20 year time horizon arelféed in odd-numbered years.

Energy Center of Wisconsin 6
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Figure 1: Relationship between integrated resourcplanning and key components of DSM program planning
delivery, and evaluation

As shown in the diagram, IRP modeling is ideallgdiso determine the cost-effective or economiclleve
of DSM as an integrated component of the utilitgast-cost strategy for meeting future energy needs
This approach serves ratepayer interests and erthereost-effective use of DSM resources, which a
number of workshop participants noted as an impodansideration. In IRP modeling, DSM should not
be treated as a pre-determined input that reduogscied load but, instead, should represent goubut
from the modeling process. It is also importantaasider the risks associated with DSM resouwvies-
vis the risks associated with large-scale supply+gdeurces. Such considerations are particularly
important given the uncertain, but likely signifitacost impacts that future carbon regulation doul
have on fossil fuel generation resources.

Energy efficiency potential studies represent agrothitical step in the process, determining the
achievablelevel of cost-effective energy savings and denraddction potential within a specified time
frame. IRP outputs and potential study resultstban be used in establishing DSM goals. In deptNMDS
planning and program design follows the goal-sgttirocess, and cost-effectiveness is again assatssed
the measure, program, and portfolio levels. Prograplementation is the next stage in the process,
followed by evaluation, measurement, and verif@a{EM&V). Data on the costs and load impacts of
demand-side measures obtained through EM&V arefdgbinto the next round of integrated resource
planning to improve modeling accuracy.
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The Energy Center recommends that the Commissieel@je consistent guidelines for establishing
utility-specific DSM goals. At a minimum, such gelthes should include the following requirements:

DSM goal setting process is conducted every twosyedigning with the timeline for Indiana’s
existing IRP process.

Two-year energy savings goals are establishedafdr atility, with requirements for annual
reporting of progress toward goals.

Goal-setting takes into account the results of #R&lyses, energy efficiency potential studies that
address all market sectors, and historical progesults, as well as any other relevant research
and analysis.

Commission review and approval of utility goalseguired.

Following establishment of the two-year goals,itig# file DSM plans specifying program plans
and budgets. Commission review and approval of [p&Ms is required.

Energy Center of Wisconsin 8
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One of the main conclusions from the Energy Cest2007 report was that Indiana’s current DSM
approach “provides an inconsistent patchwork tRelueles some customers (geographically and by
sector) from the benefits of energy efficiency g&s.” In its Phase | Order, the Commission respdnd
to this finding with the following assertidf:

This determination is perhaps the most troubling finding contained in the Stratton Report
as it is unmistakable that the current procedure, in which jurisdictional utilities consider
DSM as part of their IRPs, and propose DSM programs to the Commission at their
discretion, has failed to lead to the creation and implementation of creative, effective,
predictable, and comprehensive DSM Programs throughout the State.

During the technical workshops, several discussamitbessed the issue of developing a more consisten
statewide approach to electric DSM. Stakeholdeist@d out the need to ensure equitable program
offerings on a statewide basis, and to ensureathaihimum level of program effort is undertakenally
utilities. At the same time, a number of particifzaielt it is critical to avoid overly-standardized
approaches, and allow utilities the flexibility¢dastomize DSM program offerings according to
geography, customer base, the timing and magnafidapacity needs, and historical program offerings
that affect the magnitude of specific energy edficiy opportunities within their service territories

There are multiple levels at which the issues oftsiency and flexibility can be addressed. AtisM
planning and oversight level, there should be aistent policy framework governing DSM initiatives,
which utilities follow the same protocols for intaged resource planning, conducting technology
research and market assessments, analyzing cestreghess, evaluating program results, and remylat
reporting. In general, technical workshop partioigavere in favor of consistent statewide approgetie
this level.

At the program management and implementation leeglsistency can be achieved through
administration of a single statewide DSM programthough a core set of consistent programs that are
individually administered by utilities within theiwn service territories. Alternatively, a certdiegree of
consistency can be achieved through collaborativegsses where utilities work together to desigh an
implement consistent program offerings, incentivearketing initiatives, or education and training
efforts. There are also opportunities to achiewssistency by leveraging national initiatives sustha
Change the World, Start With ENERGY STAR® campdigmmerly Change a Light, Change the
World) which provide a cooperative platform for gram marketing and implementation. For these types
of activities, a straw poll conducted during theawa technical workshop showed that many partid¢gpan
favored a mix of consistent approaches and uslitgeific offerings. In particular, participantsecitthe
following functions as representing good opportesifor collaborative approaches:

Efficiency standards for incentive-eligible equiptheor example, in developing incentive
offerings, utilities could jointly agree to specBNERGY STAR qualified products for the
residential market, adopt CEE specifications fghlhperformance T8 lighting for commercial
and institutional applications, and require NEMARium™ motors for industrial applications.

12 State of Indiana, Indiana Utility Regulatory Conssion (April 2008)Phase | Order Cause 42693.

Energy Center of Wisconsin 9
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Offerings for retailers and trade allies (equipmsutpliers, home builders, contractors,
architects/engineers, etc.).

Advertising and promotional strategies.

Education and training efforts.

Consistency in these areas will increase the @ffaotss of market interventions, as many retailers,
equipment suppliers, and other upstream marketsacferate in multiple utility service territoriasross
Indiana and would benefit from consistent incentifferings and program requirements. Such
collaborations can also lead to program designawgments as utilities exchange information and
replicate successful program strategies. Suchlmmtdions could even involve instances where agrou
of utilities elect to jointly administer a programmset of programs across multiple service teigtor
Particularly for smaller utilities, the adminisireg efficiencies that would result from joint progn
administration may represent an attractive oppdstia reduce the cost and increase effectivenéss o
DSM programs.

Given the inconsistent patchwork of program offgsitthat has historically existed in Indiana, therfgy
Center believes that it is appropriate to estataisbre set of programs that are available inrelha
served by jurisdictional utilities. Non-jurisdictial utilities would also have the option to offere
programs their service territories. This core $girograms would target mass market opportunitieh s
as compact fluorescent light bulbs (CFLs) and Hffitiency fluorescent lighting for commercial and
industrial (C&I) applications. These core programmild employ consistent incentive offerings and
marketing strategies, but could be individually aulatered within each utility service territory.
Alternatively, the utilities could elect, througltallaborative process, to jointly administer tmegrams
by hiring a single implementation contractor.

The following programs represent key mass markpbdpnities that would benefit from a consistent
program approach:

Residential lighting and appliance program Incentives for CFLs, light fixtures/ceiling fans,
and home appliances such as water heaters, refioger clothes washers, dish washers,
dehumidifiers, and room air conditioners.

Residential audit program: Home energy audits in combination with directatiation of low-
cost energy saving measures such as CFLs, drpfietfor light switches and outlets, faucet
aerators, and low flow showerheads.

C&l rebate program : Prescriptive incentives for common energy-effitigechnologies such as
T-8 or T-5 lighting, high efficiency motors and ppsp and HVAC equipment.

The Energy Center recommends that the progranesl laghove be included in core offerings which are
consistent across all jurisdictional utilities mdlana. Such programs would provide savings oppitits
for a broad cross-section of Indiana residentsharsinesses.

Additional energy efficiency programs which are d@andidates for consistent statewide approaches or
joint administration include the programs listedblae The Energy Center believes that the Commission

Energy Center of Wisconsin 10
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should strongly encourage jurisdictional utilittespursue a coordinated strategy for offering these
programs:

Energy efficient schools program Information and energy savings kits for K-12 salso

Residential heating and cooling programIncentives for energy-efficient air conditionensd
heat pumps. Could also include HVAC contractomiraj and incentives to promote right-sizing
and proper installation practices (optimizing &mf, proper refrigerant charge).

ENERGY STAR Homes program Offers builder training and incentives for enegifjcient
new homes that meet efficiency guidelines estabiidby the federal ENERGY STAR program.

The programs listed above are standard componénissi DSM portfolios® Recent DSM plans filed

by Duke Energy Indiana (Cause 43374), Indiana-MjghiPower (Cause 43306), and Vectren Energy
(Cause 43427) include many of the program elemistésl above, so it is clear that Indiana utilitiésw
these types of programs as attractive opporturfitietheir customers. However, the Energy Center
recommends that a more formal degree of coordin&tgopursued to ensure that mass market program
offerings benefit from a consistent, statewide apph, and that standard DSM offerings are available
all Indiana residents and businesses.

Indiana utilities have a successful track recordanfrdinating through informal collaborative proses
Developing a consistent approach for implementiorg rogram offerings would ideally involve a more
formal collaborative process with oversight by @@mmission. Chapter 5 includes a proposal for
developing a formal oversight collaborative, anovimes more detailed discussion of roles and
responsibilities for this body. This oversight bamhuld provide a forum for reaching agreement en th
mechanics of incentive offerings, retailer/tradg ebordination, marketing approaches, and evaloati
protocols. Each utility would conduct its own arsadyto evaluate the cost-effectiveness of individua
measures included in the core program offeringsosoe measures may not qualify for incentiveslin al
participating utility service territories, or indére levels could vary by utility. Utilities wouldave the
option of individually branding core program offegss, or pursuing a co-branded marketing approach.

13 Though low income weatherization programs arémmtided in this list, the Energy Center urges thath
programs be part of any DSM portfolio approved iy Commission. However, because such programsatiypic
leverage local service organizations and are ntitércategory of “mass market” programs that regaiconsistent
statewide approach, the Energy Center has notdadliow income weatherization in the core progrisin |
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Another critical component of Phase |l of Cause9®#8 to consider alternative models for
administration and delivery of DSM programs. Witttie context of this proceeding, an administrative
model is defined by the entity (or entities) wittinpary responsibility for meeting DSM targets. The
primary administrative model types include:

Utility model: Primary responsibility for administering DSM prags resides with the utility
(investor-owned, municipal, or cooperative). Statéh utility models include California,
Minnesota, and lowa.

Third party model : Primary responsibility for administering DSM prags resides with an
independent, non-governmental organization undetract to a state agency or other entity
administering funding for DSM initiatives. State#twthird party models include Wisconsin,
Oregon, and Vermont.

Public sector model Primary responsibility for administering DSM prags resides with a
government agency. States with public sector mddelade New York and New Jersey.

In practice, the distinctions between these moaleddess clear. A number of states employ a hybrid
structure where multiple entities (utilities, thjpdrties, and government agencies) have respdhsibil
administering different components of the DSM pitf Technical workshop participants noted that
administrative models are rarely static, and resjidities may shift from one type of entity to aher in
response to changing policy priorities.

Research has demonstrated that any administratidelnsan successfully deliver cost-effective energy
efficiency programs, provided the appropriate peticoversight mechanisms, and administrative
structures are in place. In just one example ofglsearch that has been done on this issue, a@recen
analysis by ACEEE examined fourteen top-perfornstages in terms of energy efficiency achievement,
and concluded that the administrative model for D@®gram delivery is not an important factor in
determining success.

The majority of technical workshop participants egsed support for retaining the utility-led
administrative model currently in place in Indianéth one party expressing support for the thirdya
model. During a straw poll conducted in the secandkshop, participants voted on which entity/easti
they thought should have primary responsibilitygerforming the key functions associated with DSM
program planning and oversight, program managerpeogram delivery, and program evaluation. In
general, participants indicated support for uéhtplaying a key role in terms of integrated reseand
DSM portfolio planning; collecting and administegiDSM funds; conducting technology research,
potential studies, and market assessments; condymtbcesses to obtain stakeholder input; designing
programs; selecting and managing implementatiotractors; managing DSM budgets; developing
guality assurance and tracking protocols; and teqpresults. Participants were also in favor dftigs
having primary responsibility for the nuts and baif program delivery, from managing call centers t

14 ACEEE (March 2009)Meeting Aggressive New State goals for Utility-8eEnergy Efficiency: Examining Key
Factors Associated with High SavingsCEEE Report Number U091.
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marketing and outreach to “boots on the groundgmm implementation, with the caveat that utilities
could contract with third parties to perform keypart functions as needed, either individually ®aa

group.

Given stakeholder support for utility administratias evidenced through technical workshop discassio
and the fact that Indiana natural gas conservgtiograms are administered by utilities, the Energy
Center believes that the utility model represemesttest approach for expansion of electric DSM
initiatives in Indiana. A utility-administered mddalows flexibility in terms of program design, Huat
offerings can be tailored to meet the needs ofiddal service territories. A utility-administereabdel

will also effectively leverage past efforts and gsful existing programs.

At the same time, it is important to ensure a degfeconsistency in terms of program strategy and
incentive offerings. As discussed in the previoapter, it is important to ensure that DSM offesirsge
available to all Indiana consumers and busineg€dassistent messaging minimizes confusion among
consumers and other market actors. Consistenirugfefor retailers and trade allies will facilitate
engagement of market actors that operate acrogplaidervice territories. The core program strateg
discussed in the previous chapter is one mechdoisaccomplishing these objectives. The Energy
Center further finds that Indiana utilities shoatthsider opportunities to jointly administer core
programs across multiple service territories. Atinimum, multiple utilities could outsource program
implementation services by hiring a common contiactnd work collaboratively to develop consistent
program strategies. The oversight mechanisms pegjpiosChapter 5 also serve to promote a desirable
level of statewide consistency.
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Oversight functions are critical to supporting tlevelopment of a consistent, statewide approach to
electric DSM in Indiana. The Commission’s Phaseded defined oversight as involving: “... the broad
range of responsibilities for the portfolio of pragms with particular emphasis on ensuring thatcgoli
objectives for the programs are accomplished.”

Key oversight objectives include ensuring that paogs are cost-effective, that funding is used pmtige
that corrective actions are taken in a timely manaed that program administration is transparent.
Perhaps most importantly for states with utilityvadistered DSM programs, oversight structures @n b
developed to promote a desirable level of statewmiesistency in DSM offerings. They can provide a
forum for coordinating statewide DSM offerings tha¢ consistent across utility service territoraes]
facilitate information-sharing on effective progratnategies so that successes can be replicatessacr
multiple utilities. They can also provide opportiies for stakeholder input.

As discussed during the second technical worksimoligna has seen preliminary success with
collaborative oversight boards that monitor thegpess and effectiveness of natural gas conservation
programs. The natural gas boards (one for eadiedhtee major gas utilities) bring together dieers
perspectives and expertise. The boards use a crssprocess in making key decisions regarding
funding, program design, and evaluation. Monthlgfecence calls are used to review a “dashboard” of
program results, monitoring expenditures to daaetigipation levels, call volume, and other key
performance metrics. Such processes ensure thaleprs are identified in a timely manner, and previd
a mechanism for program design adjustments anlkbcatibn of resources as needed.

The Energy Center’'s 2007 report noted that Indeh#torical reliance on stakeholder input provides
strong foundation for future DSM collaborativesidpirit of collaboration was evidenced by theduaro
participation in the technical workshops. Partiaiggsadiscussed a number of informal collaborative
approaches that are already in place and workidly sueh as coordination between electric and gas
utilities on energy efficiency program design.

Notwithstanding the benefits of such informal prss®s, the Energy Center recognizes that greater
benefits would result from establishing a collattiesaoversight body to perform key oversight funos
for electric DSM initiatives. This body would pralé a forum for reaching agreement on contentious
issues, or at a minimum provide key stakeholdempgortunity to engage in constructive dialog
regarding opposing viewpoints. The oversight bodyld work to identify and replicate successful
program strategies, and also serve as a forunmofidmating multi-utility initiatives such as there
programs discussed in Chapter 3. If the oversighythad funding and contracting authority, through
formation of a non-profit organization for examgtegould deliver joint services to multiple utiéis,
such as contracting, evaluation, or program implgaten functions. Establishing an oversight body
would support the goal of developing a more coantsapproach to electric DSM in Indiana, without
duplicating formal oversight and ratemaking resjlulises that reside with the Commission.

Other states have experienced success with forolaborative oversight bodies that perform
coordination, oversight, and advisory functionsB@M initiatives. Two examples from leading states
with utility-administered programs—Connecticut aaifornia—illustrate the range of roles and
responsibilities and level of authority that suslersight bodies can have.
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In Connecticut, the Energy Conservation ManagerBeatd (ECMB) advises the state’s utilities on
developing and implementing cost-effective enefffjgiency and load management programs. With
members appointed by the Department of Publictyt@iontrol (DPUC), the ECMB facilitates regulatory
approval of utility-administered programs, budggtsls, incentives, and evaluation activitidt also
works to coordinate statewide offerings which aresistent across utility service territorié&ach year
the ECMB holds formal, uncontested hearings toer@DSM plans and annual goals proposed by the
utilities. Plans and goals are then approved bypfagC. The ECMB also has fiduciary responsibilities
guiding the distribution of ratepayer funding foreegy efficiency programs collected through the
Connecticut Energy Efficiency Fund (CEEF), once EElisbursements have been approved by the
DPUC. On an annual basis, the ECMB updates thslédgie on the status of DSM initiatives in
Connecticut, reporting on expenditures, CEEF baanand benefit-cost results for the prior year’s
programs-’

In California, utility-specific advisory groups “pvide guidance to the 10Us regarding region-specifi
customer and program needs, and provide a foruingort and collaboration with the local interestsla
stakeholders served by the prograﬁ?sE’ach utility appoints technical experts and otakeholders to
its advisory group, and staff members from the CR#€rgy Division and the Division of Ratepayer
Advocates serve ax officiomembers. The advisory groups do not have indeperideision-making or
contracting authority, but rather serve as an mftional resource for the Commission, and advise th
IOUs on technical and policy matters related to D@bigram design and implementation.

In California, advisory group objectives includeproting transparency in decision-making, providang
forum for obtaining technical expertise from stadelers and outside experts, and encouraging
stakeholder collaboration. In addition to addreggirogram needs within the IOU’s service territdahg
advisory groups are charged with coordinating Vati#is that secure both short- and long-term energy
savings and peak demand reductions by providirgnaistent and recognizable program presence
throughout the state,” including coordinating statle marketing and outreach activities, educatioth a
training efforts, and utility efforts on buildingpdes and equipment efficiency standdrds.

15 ACEEE (March 2009)Meeting Aggressive New State goals for Utility-8eEnergy Efficiency: Examining Key
Factors Associated with High SavingsCEEE Report Number U091. Available at:
http://www.aceee.org/pubs/u091.htm

16 C. Goldman (February 8, 200Bnergy Efficiency Program AdministratioRresentation at the Colorado DSM
Informational Workshop. Colorado Public Utilitie®@mission. Available at:
http://www.oe.energy.gov/DocumentsandMedia/Goldncatorado_puc_ee_admin.pdf

1" ACEEE (March 2009)Meeting Aggressive New State goals for Utility-8eEnergy Efficiency: Examining Key
Factors Associated with High SavingsCEEE Report Number U091. Available at:
http://www.aceee.org/pubs/u091.htm

18 California Public Utilities Commission (August Z)0Energy Efficiency Policy Manual, Version 4&pplicable
to Post-2005 Energy Efficiency Programs.

19 California Public Utilities Commission (August Z)0Energy Efficiency Policy Manual, Version 4&pplicable
to Post-2005 Energy Efficiency Programs.
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In Indiana, each natural gas utility has its ownsavation oversight board. However, the Energyt&en
believes that a single oversight body for eledy®M initiatives is appropriate. This approach would
reduce administrative burdens and maximize oppiigsrfor facilitating information-sharing and
collaboration among the state’s electric utiliti®@sa minimum, the oversight body would include
representatives from each jurisdictional utilityveel as staff from the Commission and the Indiana
Office of the Utility Consumer Counselor (OUCC).r3omer group representatives should also have the
opportunity to participate and provide input ongramms. The Energy Center also believes that non-
jurisdictional utilities that want to participate offering core programs would benefit from joiniaugd
participating in the oversight body. Such partitigpa should be encouraged. Given the level of
operational coordination that would be necessagnBure consistency across core program offerasys,
well as the coordination necessary to promote stersi approaches in other key areas, the EnergieCen
finds that the oversight body should meet at lgastterly.

The Energy Center further recommends that the Casiam set forth clear objectives and guidelines
defining roles and responsibilities for the ovelnsigody. We envision the primary goal as creating a
forum for information-sharing and obtaining tectalimput, and also for coordinating in key openadib
areas such as delivery of core programs. Utilitiesld retain the final decision-making authoritytie
areas of program design, allocation of DSM fundiion and management of implementation
contractors, and other components of program dglwéthin their service territory. The Commission
would retain its statutory authority to approve D§bhls, cost recovery, lost revenue recovery, and
performance incentives for successful DSM progrdmigistration.

Functions that a formal oversight body could perfar coordinate include the following:

Technology research, market assessments, and potiahstudies To date, energy efficiency
potential studies have been performed on a usligeific basis. The oversight body could review
completed studies to identify what has been dork wiat could be improved upon in future
studies, and research gaps to be addressed ie fittidies. It could also maintain a web site or
other mechanism for sharing study results, fatitigapinformation-sharing and transparency. The
oversight body could work to identify standard edets/approaches that should be consistent
across future potential studies in Indiana. It dalso provide a forum for discussing shared
research objectives and collaborating on futurdistu

DSM goals The oversight body could provide a forum for dissing some of the key
mechanical issues associated with establishinigygipecific DSM targets. In particular, it is
important to develop standardized measurement gutst@®o ensure statewide consistency in
evaluating program results.

Program design and implementation As previously discussed, the oversight body ciwligh to
define and coordinate a core set of programs tieat@nsistent across jurisdictional utilities. By
providing a forum for sharing lessons learned amh@nging best practices, the oversight body
could promote or coordinate other opportunitiesifioreased consistency across utility-specific
program offerings (e.g., marketing, trade ally cioation, training). The oversight body could
also be used for coordinating any program effdrés ttilities elect to administer jointly through
use of a shared implementation contractor or atrerhanism.
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Program evaluation The oversight body could provide technical inguting the formulation of
evaluation protocols discussed in Chapter 6. ltccoeview evaluation plans with an eye to
ensuring a general level of statewide consisteimcgases where multiple utilities are
administering similar programs, the oversight bodyld coordinate joint evaluations across
multiple service territories, promoting consisteasywell as the cost-effective use of evaluation
resources. The oversight body could also provideehanism for sharing evaluation results.

Though the Energy Center’s primary recommendasdn create an oversight body that would serve in
an advisory and coordinating role, we believe tieaiof creating an entity with contracting and fagd
authority warrants further consideration. Such matityewould be formed for the express purpose of
providing joint services to utilities under coordiad initiatives. One example would be in the arfea
program evaluation, where this entity would provédmechanism for participating utilities to jointiyre

a single evaluator to assess the performance dasiprograms across multiple service territories.
Similar arrangements could be beneficial for immatation of core programs, and also in conducting
technology research, market assessments, andipb&uaties. Formation of such an entity would Ijke
create administrative efficiencies, and also ftat#i coordination and consistency across particigat
utility service territories.
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EVALUATION FRAMEWORK

Evaluation of DSM program results is critical tasaring the cost-effective use of program resouaces
measuring performance against goals. Evaluatianpaisvides valuable information to program
implementers, indicating potential areas of opputjuas well as areas where adjustments to program
strategy are needed. In cases where incentive pagreutilities are contingent upon meeting DSM
targets, evaluations can be “high stakes” endealssich cases it is particularly important thatgram
impacts are estimated as accurately as possilde¢hahevaluation approaches are consistent across
similar types of programs offered by differentitigis.

There are three primary types of evaluatiths:

Impact: Measures the benefits (energy savings, emissahgtions, economic development)
that directly result from program activities.

Process Assesses program administration and delivergeatify what is working well and
potential areas of improvement.

Market effects. Estimates the extent to which a program hasemnhed fundamental shifts in the
energy marketplace that drive higher levels of gyneifficiency (most commonly used to
evaluate progress toward market transformationctigs).

Indiana administrative rules require that utilitieseking Commission approval for cost recovery, DSM
incentives, or lost revenue recovery develop pfansonducting load impact and process evaluations
and, on an annual basis, submit a document to éhen@ission that summarizes information, data, and
results from evaluation studi&sln connection with such proceedings, the Commiskis the authority
to review evaluation plans and metrics submittethieyutilities. However, the Energy Center’'s 2007
report found that current evaluation practicesidna vary greatly by utility. Evaluation actieisi

ranged from simple tracking of program participaténd estimated costs/benefits, to process anccimpa
studies conducted by independent third parties.

To ensure a greater degree of statewide consisterssaluation of DSM programs, the Energy Center
finds that the Commission should develop a formahiework to guide future evaluation activities in
Indiana. The goal of the framework would be to eaghat evaluation activities accomplish the foilogy
objectives:

Accountability : Including evaluation as a key component of progoversight functions.

Effectiveness Ensuring that evaluation activities lead to bgpiegrams (i.e., program
implementers take action in response to evaluditiaings).

20 National Action Plan for Energy Efficiency (Noveett2007) Model Energy Efficiency Program Impact
Evaluation GuideAvailable at:http://www.epa.gov/cleanenergy/documents/evaluatioide.pdf

21170 IAC 4-8-4.
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Independence Ensuring that evaluations are conducted by a thérty with no involvement in
program design or delivery.

Consistency Developing mechanisms to ensure that similar ianog are evaluated in the same
way, using similar metrics to measure performance.

Accuracy: Conducting research to vet key inputs and assomgpused in program evaluation.

Efficiency: Allocating evaluation and research resourcesraaug to the areas of greatest
savings and associated uncertainty/risk.

During the technical workshops, participants disedsa number of issues that should be taken into
account in developing an evaluation framework fatidna DSM programs. One of the issues discussed
was the frequency with which DSM programs shoulétsuated. Participants noted that it is
particularly valuable to conduct thorough evaluagiearly in the program cycle (within the first two
years of implementation) to inform adjustmentsrogoam design and strategy. Ideally, evaluationesyc
should align with the cycle for goal-setting, fumgliapproval, program planning, and implementatian.
the same time, programs need time to establishdblees in the marketplace before impacts can be
estimated through evaluatiéh.

Another critical issue discussed during the teciiniorkshops was the level of funding that showdd b
allocated to evaluation activities. Participants tleat allocating around five percent of DSM butigt®
evaluation efforts would represent an appropripending level for Indiana utilities. Evaluation fling
is typically not evenly distributed across the Dgbttfolio. In general, a relatively greater shafe o
evaluation resources should allocated to programssciated with a large fraction of projected sasing
within the DSM portfolio, and to evaluating pilatitiatives that test innovative program concepthwi
potential for future expansidi Once a program has undergone one evaluationivediafewer
evaluation dollars are generally allocated to gragram in the future.

As discussed in Chapter 2, in some states a signifishare of evaluation resources has historibakn
devoted to estimating net savings impacts, or tiégn of gross savings that is attributable torgpe
efficiency program influence. The primary approfmhestimating net savings involves making
adjustments for free ridership (people who wouldehaken the energy efficiency action anyway), and
spillover (savings resulting from non-participantians that occurred as a result of program inftegn
During the technical workshops, participants disedsthe fact that it is becoming increasingly
complicated to measure program attribution givenrttyriad factors that motivate energy efficiency
decision-making, and such estimation will be evementhallenging in future given the passage of the
American Recovery and Reinvestment Act.

2 california Public Utilities Commission (2004jhe California Evaluation Frameworlvailable at:
http://www.tecmarket.net/ca_eval _framework.htm

% california Public Utilities Commission (2004jhe California Evaluation Frameworlvailable at:
http://www.tecmarket.net/ca_eval framework.htm
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Technical workshop participants also discussedbsting deemed savings valG&that are used in
estimating program savings and demand reductioadtspParticipants expressed interest in developing
deemed savings values that could be used by naultipiana utilities. An alternative approach wohél

to develop utility-specific deemed savings valwegh mechanisms to facilitate information-sharing
among utilities. Deemed savings provide a stanpioigt for estimating program impacts, and savings
estimates should be revised based on data fromumegasnt and verification of actual projects. Given
that utilities across Indiana will be ramping upM$lanning and implementation activities, it wolile
useful to provide some mechanism for sharing infiitom on deemed savings values. Such an exchange
would also help to ensure a general level of cemscy in values and approaches used across tlee Istat
is important to note that deemed savings are justad the approaches used to estimate program tsypac
and it is not possible to develop deemed valuealf@nergy-saving measures. The other primary
approaches used in measuring impacts include nerasut and verification of savings associated with a
sample of projects, and statistical analysis afdarolumes of metered energy usage tfata.

In light of participant input received during theehnical workshops, the evaluation framework for
Indiana DSM initiatives should, at a minimum, prbiguidance in the following areas:

Guidance on how evaluation should be situated witié program planning and implementation
cycle (e.g., when and how often evaluations shbaldonducted).

Guidance on general level of funding for evaluatiothin the DSM portfolio, and how
allocation of funding resources should be made.

Determination on the role of net versus gross ggvestimates, and recommended approaches for
estimating both.

Guidance on determining the baseline against wémghtgy savings and peak demand reduction
impacts should be estimated.

General guidance on how specific types of progrsinasild be evaluated (e.g., resource
acquisition programs versus information/educatimygpmms) and how the evaluation scope and
level of rigor should be determined.

Guidance on how risk and uncertainty should beestdd within evaluations.

In developing a framework to guide future DSM ewadilon activities in Indiana, the Commission caretak
advantage of existing resources such as the geisaped as part of the National Action Plan for

% Deemed savingare stipulated values for energy and peak demarinigsaassociated with a given energy
efficiency measure, based on historical savingsesfrom typical projects employing that measure.

% National Action Plan for Energy Efficiency (Noveett2007) Model Energy Efficiency Program Impact
Evaluation GuideAvailable athttp://www.epa.gov/cleanenergy/documents/evaluatjoide.pdf
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Energy Efficiency”® In addition, states such as California have deedaletailed frameworks and
protocols for conducting program evaluatiéhs.

The Energy Center also recognizes that the overbiggdy described in Chapter 5 can play a role with
respect to DSM program evaluation. This forum cqarlavide technical input during the formulation of
evaluation protocols. It could review evaluatioans with an eye to ensuring a general level oéwtate
consistency. In cases where multiple utilitiesadministering similar programs, the oversight body
could coordinate joint evaluations across multggevice territories, promoting consistency as aslthe
cost-effective use of evaluation resources. Itd@lso develop a web site or other mechanism faxirsg
evaluation results.

DSM DATABASE

One of the other evaluation-related topics disaliskeing the technical workshops was the propasal t
develop a statewide DSM database. Participantessgpd interest in developing a resource to support
program design and planning, and also to server@gasitory for program results. However, there was
not sufficient time during the technical workshapsddress the key questions that need to be aedwer
before such a resource can be developed, includingt objectives should the database be designed to
achieve; what information should the database aontdno should have responsibility for building the
database; who should have responsibility for pdingahe database; what quality assurance protocols
should be in place to ensure data quality and fitegvho should have access to the database; &iatl w
security mechanisms should be in place to ensurfidemtiality of any sensitive information.

Participants suggested a collaborative processdimithe best way to address these questions,tedd c
the success of a similar collaborative that deasdiogp GIS resource for maintaining information on
service territory boundaries. Depending on thegagteed to by stakeholders, other states provide
models that could be reviewed and adapted. If Hjective is to create an online “program dashboard”
that summarizes information on energy efficienaygoam savings and expenditures, one model is
California’s Energy Efficiency Groupware ApplicatigEEGA)?®If the goal is to develop a shared
repository for deemed savings values, the Deemedi@aDatabase developed by NYSERDA is one
example of a similar resource used by program lemimplementers, and evaluat6t$here may also

% National Action Plan for Energy Efficiency (Noveett2007) Model Energy Efficiency Program Impact
Evaluation GuideAvailable athttp://www.epa.gov/cleanenergy/documents/evaluatjoide. pdf

27 california Public Utilities Commission (2004)he California Evaluation Frameworlvailable at:
http://www.tecmarket.net/ca_eval framework.htm

California Public Utilities Commission (2008Jalifornia Energy Efficiency Evaluation ProtocolBechnical,
Methodological, and Reporting Requirements for Batibn ProfessionalsAvailable at:
http://www.tecmarket.net/ca_eval framework.htm

2 |nformation available ahttp://eega2006.cpuc.ca.gov/

% The NYSERDA Deemed Savings Database is an Acaabase that is available upon request to NYSERDA
staff.
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be opportunities to develop a regional technicalfoto leverage or learn from similar efforts thatld
be underway in other states where DSM activitiesramping up, such as lllinois and Ohio.

Based on the consensus which emerged during theshaps, the Energy Center recommends that the
Commission convene a working group to reach agraeorethe objectives parameters of the DSM
database. Participants would ideally include ig#it Commission and OUCC staff, and other intedeste
stakeholders. Alternatively, the oversight bodypgased in Chapter 5 could be charged with developing
recommendations on the contents and approach Vetafeng a DSM database resource for Indiana.
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RATEPAYER EQUITY CONSIDERATIONS

The technical workshops addressed three key questiwolving ratepayer equity:

Whether DSM offerings should be available to altkeasectors—residential, commercial,
industrial, and agricultural.

How the relative allocation of DSM resources acmssket sectors should be determined.

Whether participation in DSM initiatives and assted ratepayer contributions should be
voluntary or mandatory for all market sectors.

As noted in Chapter 2, in order to ensure thandilana energy consumers have the opportunity to
benefit from the energy cost reductions that caadigeved through energy efficiency improvemeirtts, i
is important to offer programs and resources towtomer classes and market segments.

Technical workshop participants were supportivéhefapproach for allocating DSM funding by sector i
accordance with the magnitude of energy savinggddanthnd reduction opportunity, determined through
empirical assessments of energy efficiency potemgmpreviously discussed, a number of recent
potential studies in Indiana have excluded largestrial customers from the assessment. A common
argument against funding industrial energy efficieprograms is that for economic reasons, large
industrial facilities have already maximized alkteffective energy efficiency opportunities. Howeyv
program experience in states with long-running paots and a number of empirical studies have
demonstrated this is not the case. For examplé0& &nalysis by ACEEE compared the results of
industrial efficiency potential studies conductedCialifornia, New York, the Pacific Northwest, ahe
Southwest. In these studies, estimates of achievat#rgy efficiency potential in the industrialteec
ranged from 10 to 33 percent of base s¥l@he same study reviewed data from 1980 througls 200
compiled by the U.S. Department of Energy’s Indaktkssessment Center (IAC), which showed that on
average, facilities participating in the progranpiemented approximately haif the cost-effective

energy savings recommendations made by IAC audigerserally those recommendations with paybacks
of one year or less). In establishing energy savtaggets for Indiana utilities, it will be impontato
conduct assessments of efficiency potential inrtastrial market. Such studies will also be useful
determining the appropriate allocation of DSM furglto each market sector.

Though technical workshop participants supportedrblusion of all sectors in DSM offerings, a
number of participants recommended that particypedind associated ratepayer contributions be
voluntary for large C&I customers. Under an opt-scgnario, a large customer could apply funding tha
would have gone to support utility-administeredgueans to energy efficiency improvement projects in
their own facilities. Applying such funds directiyould avoid the administrative costs associatet wit
funding that is routed through a utility program.

30 ACEEE (April 2006) Ripe for the Picking: Have We Exhausted the Lowgifam Fruit in the Industrial Sector?
Report No. IE061.
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Participants discussed establishing requiremeatddtge energy users would have to meet in oaler t
opt out of utility-administered programs in favdrself-directed efficiency efforts. Generally, optt
requirements seek to provide sufficient documemnitagd that policy makers can be confident the fogdi
is applied to actual energy-saving projects. Iresaghere a customer opts out of utility-administere
programs in favor of a self-directed initiativeetttility’s energy savings target is reduced acomlg.

Other states provide models for how such opt-ooiripions could be structured. For example, Wisaonsi
Administrative Code establishes the provisions whgilarge customers may elect to pursue self-didect
energy efficiency programs, forgoing contributidhat would otherwise have been collected for the
customer’s participation in statewide energy effitiy programs! A “large customer” is defined as
having an energy demand of at least 1,000 kilow&#) per month or at least 10,000 decatherms of
natural gas per month, with monthly energy billableast $60,000 (for electric service, natural ga
service, or both). At least six months prior to st of a given program year, a customer me¢tiag
“large customer” definition can file a request witle Public Service Commission of Wisconsin (PSCW)
that includes the following information:

Explanation of the proposed self-directed progriaciuding descriptions of the targeted
buildings, equipment and operations; descriptidreigible energy efficiency measures;
estimates of expected energy savings, itemizeédhynblogy.

Performance targets that are consistent with PSG&lsgpolicies, and priorities.
A program-level cost-effectiveness analysis.

An administrative and program delivery budget facte year of operation.

A tracking and reporting system, as specified eyRISCW.

A measurement and verification plan.

Other information as requested by the PSCW.

Approved self-directed programs are subject towatadn conducted by an independent third party, and
large customers must file quarterly activity repaihd annual performance results, using a reporting
format provided by the PSCW.

The Energy Center believes that the Commissionwamyt to consider establishing guidelines under
which large customers may opt out of utility-adratered energy efficiency programs. Based on the
workshop discussions, such guidelines should addhesfollowing:

Opt-out provisions are only available to custonwith peak electric demand of 500 kW and
above.

Opt-out requests can only be submitted for futmergy efficiency projects, not for projects that
have already been implemented.

31 wisconsin Administrative Code, Chapter PSC 13%fi6e PSC 137.09,arge Energy Customer Self-Directed
Energy Efficiency Programs
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Projects must be completed within the timeframthefcurrent the two-year energy efficiency
program cycle. (As discussed in Chapter 2, utijital-setting and program implementation
cycles should align with existing IRP processeshWRPs filed every two years in odd-
numbered years.)

Customer must provide documentation of proposep@i(@), including information on the
applicable facility(ies), descriptions of propogedhnologies to be installed, projected energy
savings and demand reductions, and projected costs.

Customer must evaluate the cost-effectivenessegptbject using formulas specified by the
Commission.

Projects are subject &x postevaluation of energy savings and peak demand tieduc
conducted by an independent third party.

It will also be important to provide guidance oe tjuestion of how efficiency projects affecting tiple
energy sources (electricity as well as naturalagaBor purchased steam) should be addressed. For
example, the total savings from an opt-out projectid be calculated in terms of Btus in order to
determine the relative share of total savings febactric efficiency versus natural gas efficiendging
this ratio, the incremental cost of the projectlddae allocated between electric efficiency and gas
efficiency. Accordingly, the customer’s contributito electric DSM initiatives could be reduced bg t
share of the incremental cost associated withridesfficiency improvement.

UTILITY COMPENSATION AND INCENTIVE MECHANISMS

In the Order issued in Phase | of this proceedimyCommission found that while the primary focfis o
Phase Il should be on refining DSM policy, considien of DSM program cost recovery and related
ratemaking issues such decoupling and sharehaidentives should play a secondary role in the
discussion. Under the federal Energy IndependendeSacurity Act of 2007 (EISA), states are required
to consider modification of rate designs to aligifity incentives with the delivery and promotiof 0
energy efficiency resources. Consideration of ralkdng and cost recovery issues within the contéxt o
this proceeding achieves compliance with this sbagurequirement.

In terms of approaches used to compensate utifirethe financial impacts associated with DSM
initiatives, there are three primary mechanismsotusider:
Compensation for direct program expenditures, adee through cost recovery mechanisms.

Compensation for reduced earnings due to reduciionslumetric sales, addressed through
decoupling mechanisms.

Compensation for erosion of shareholder value duweduced spending on supply-side assets,
addressed through performance incentive mechanisms.

From the perspective of a utility investor, thefpreed compensation strategy (or strategies) weijtleshd
on a number of factors, including the relative imgnce of maximizing short-run rate of return arde
run asset growth, as well as other consideratioals as minimizing risk.
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Indiana Administrative Code provides guidelinesdemand-side cost recovery by electric utilities, a
well as lost revenue recovery and demand-side neamegt incentive¥. According to technical

workshop participants, the DSM tracker mechanisungeatly in use for the purposes of cost recoveey a
working well, and participants did not indicateeeed for modifying cost recovery approaches. In
addition, there are currently proceedings befoeeGbmmission involving decoupling (e.g., Cause 4342
Petition of Vectren Energy Delivery for approvalasf Alternative Regulatory Plan) and performance
incentives (e.g., Cause 43374, Petition of Duker@nindiana for approval of an Alternative Regutgto
Plan). As the Commission has the authority to agpaecoupling and performance incentive
mechanisms, and will consider individual utilityoposals within the contexts of the relevant
proceedings, the Energy Center does not find a teestke further recommendations on these issues
within the context of this proceeding.

32170 IAC 4-8-5 through 170 IAC 4-8-7.
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The technical workshops included discussions ofdlethat smart grid technologies and advanced rat
design can play in supporting a more consistetdwtde approach to electric DSM in Indiana.

The term “smart grid” encompasses a broad arragabinologies that offer enhanced grid reliabilityg a
security through improvements to electric transiaisand distribution infrastructure. In additiomat
grid technologies include communications infraginee that allows better control of on-site geneirati
resources as well as improved energy managemémg atistomer site. Examples of smart grid
technologies include digital information and cohtgstems; real-time, automated, interactive
technologies that optimize the physical operatibappliances, equipment, and consumer devices;
communications systems that provide real-time imfation on grid operations and status; distribution
automation equipment; advanced electricity stoegkpeak-shaving technologies; distributed germrati
resources, including renewables; and devices tioaige timely information and energy control opson
to consumers?

“Advanced rate design” refers to dynamic electyigiticing structures that support energy savingé@n
peak demand reduction objectives by providing bgitiee signals to energy consumers. Common
examples include time of use (TOU) rates, real fimeing (RTP), and critical peak pricing (CPP)héxt
rate structures that support DSM objectives incindBning block rates and interruptible/curtailabl
tariffs. (See the Glossary for definitions of theat structures).

Technical workshop participants acknowledged thers grid technologies will likely play an importan
role in DSM strategies of the future. A number aftiipants are launching pilots to test selected
technologies, or are making infrastructure investis: & support future smart grid applications. Heeve
many smart grid technologies are still in the eathges of development, and in some cases the tisnpac
on energy consumption and peak demand are sttfively untested. Given the high cost and unproven
nature of some smart grid technologies, and patleratiepayer impacts associated with large-scale
investments in smart grid infrastructure, a striategproach is advisable. Participants felt it Wl
important to ensure that those who bear the castvetments in such technologies achieve
commensurate benefits. In promoting any energyngavbenefits associated with smart grid
technologies, such claims should be based on deratets measured results.

In the discussion of advanced rate design, paatitgpnoted that rates based on average costs pravid
poor price signal to motivate energy conservatideclining block rates (where successive blocks of
electricity use are priced at increasingly lower-peit prices) are still available in Indiana. Piding

better price signals to energy consumers is aniimpbcomponent of ensuring that Indiana achietges i
DSM goals. Technical workshop participants noted RITP rates and CPP rates are particularly effecti
options in this regard. Though interruptible/cUdhie rates are widely available to large customers
industrial customers have expressed interest ioviaitive rate offerings. Participants cited the utainty
of residential customer response to dynamic prisiggals and communications infrastructure chalsng
as two areas where further attention is needed.

% Energy Independence and Security Act of 2007.
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To facilitate a strategic approach to smart gridedtgoment and broader deployment of advanced rate
designs in Indiana, the workshop participants redageneral consensus on the following:

Continue to pilot-test smart grid applications,hwitgorous field testing and evaluation to verify
results.

Continue to phase out declining block rates, wigicbourage customers to use more energy,
rather than less.

Pursue broader deployment of dynamic pricing stinest, particularly approaches like TOU rates
that can be implemented without large-scale teagyinvestments.

Conduct research to evaluate customer responsmamic pricing.
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If the Commission elects to implement the DSM frarok proposed in this analysis, the critical steps
the process will unfold over the next few years.rkgbop participants discussed current processes and
reached consensus on the major components of tpeged DSM framework.

Formation of oversight collaborative for electriSM

Potential study updates, particularly assessméritslostrial energy efficiency potential

Establishing utility goals

DSM planning, including utility coordination on @program offerings

Development of evaluation plans

Program launch
The concluding stages of Phase Il of this procegdliifi likely continue through much of 2009. 209 i
also a year in which utilities file IRPs. For théason, a full transition to the framework proposethis

analysis would not be completed until the followlRPP cycle in 2011. The graphic below shows a
potential timeline for deployment of the key elertsdisted above, based on workshop discussions.

Cause 42693 goal-setting for 2011 2012-2013 program cycle

2010+ 2011 2012 ¢
IRPs and two-year DSM planning, including DSM planning for Evaluation of
action plans filed utility coordination on 2012-2013 program cycle 2011 programs
(2010-2011) core program offerings
2010
Development of 2011
evaluation plans Development of evaluation
for 2011 programs plans for 2012-2013 programs

Figure 2: Proposed timeline for deployment of elecic DSM framework in Indiana
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Following are definitions of key terminology asesfnced in this analysis.

Administrative model: Structure underlying the delivery of DSM programetermined by the entity (or
entities) with primary responsibility for ensuriegergy savings targets and other policy objectwes
met. The primary administrative models are:

Utility model: Primary responsibility for administering DSM pragns resides with the utility
(investor-owned, municipal, or cooperative). Statéh utility models include California,
Minnesota, and lowa.

Third party model : Primary responsibility for administering DSM prags resides with an
independent, non-governmental organization undetract to a state agency or other entity
administering funding for DSM initiatives. State#twthird party models include Wisconsin,
Oregon, and Vermont.

Public sector model Primary responsibility for administering DSM prags resides with a
government agency. States with public sector mddelsde New York and New Jersey.

Advanced metering Metering devices with the capability of recordimgre detailed energy
consumption data than standard meters. Typically imcludes related networks, communications
hardware and software, data management, billingsys and other infrastructure necessary to support
communications between the meter and the utiligirmss systems. Advanced metering is one type of
“smart grid” technology (see below).

Advanced rate design Utility rate structures that employ dynamic pnigj where the retail cost of
electricity varies according to time of use and/lectric demand, providing better price signalsriergy
consumers. Common examples incldte:

Time of use (TOU) rates Rate structures that employ standard differesdigirices for
electricity consumed during on-peak and off-pealqoks, which are consistent throughout the
year. In some cases TOU rates also include seagnoaldifferentiation.

Real time pricing (RTP): Rate structures that vary continuously accordindpne wholesale price
of electric power.

Critical peak pricing (CPP): Rate structures that employ a high price that cdmeseffect
during “critical peak” periods of high electric damd, typically with some advance notice to the
customer (as much as one day ahead or in someaaygesfew hours ahead).

Cost recovery Rate making mechanism that allows a utility toogp the direct costs associated with
administering DSM programs.

34 U.S. Department of Energy and the U.S. Environmigpiotection AgencyNational Action Plan for Energy
Efficiency(2006) Available atwww.epa.gov/eeactionplan
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Declining block rates Successive blocks of electricity use are priddd@easingly lower per-unit
prices, so customers using a large amount of enEgy lower average cost.

Decoupling Rate making mechanism that seeks to motivatigytivestment in energy efficiency by
eliminating or reducing the dependence of utildyenues on system throughput.

Deemed savingsStipulated values for energy and peak demanahgawassociated with a given energy
efficiency measure, based on historical savinggesafrom typical projects employing that measure.

Demand response (DR)Initiatives that shift consumption from periodspeak electric demand to off-
peak periods. Includes direct load control appreaas well as pricing structures that

Demand-side management (DSM)Any activity or program that is designed to mgdtie amount or
timing of energy consumption, including energy@éincy and demand response.

Energy efficiency. Using less energy to achieve the same or imprtesesl of performance in an
economically efficient way. Energy efficiency cam dichieved through installation of energy-efficient
technologies, construction practices, operationdlraaintenance improvements, and behavior change.

Inclining block rates: Successive blocks of electricity use are pridddaeasingly higher per-unit
prices, so customers using a large amount of enEgy higher average cost.

Integrated resource plan (IRP) A long term strategic plan for meeting future myyedemand that
includes demand-side (e.g., energy efficiency) alb & supply-side resources (e.g., power plants).

Interruptible/Curtailable rates : Tariffs for large commercial and industrial custers, where a utility
offers discounted rates or incentives for intefiupbr voluntary curtailment of electric serviceritg
periods of peak demand.

Market transformation : Program strategy that emphasizes market intadorentesigned to “induce
lasting structural and behavioral changes in theketplace, resulting in increased adoption of eperg
efficient technologies®*Typically focuses on influencing upstream markebecsuch as manufacturers,
retailers, equipment suppliers, contractors, oldieus.

Performance incentives Financial rewards to utilities or other energfjaéncy program administrators
for meeting specified performance targets and/bieaing defined policy objectives.

Resource acquisition Program strategy that promotes end user adopfienergy-efficient products and
practices through incentives or other subsidies.

Smart grid: Improvements to electric transmission and distidn infrastructure that offer enhanced
reliability and security for meeting future dema@gmponents include: digital information and colsro
distributed generation resources, including renésglllemand response and energy-efficiency ressurce

% Consortium for Energy EfficienciMarket Transformation Primervailable athttp://www.ceel.org/cee/mt-
primer.php3

Energy Center of Wisconsin 31



Indiana Electric DSM Investigation: Phase Il Report May 2009

“smart” technologies (real-time, automated, irgtetive technologies that optimize the physical afien
of appliances, equipment, and consumer devices)mumications systems that provide real-time
information on grid operations and status; distittuautomation; advanced electricity storage agakp
shaving technologies; and devices that providelyinméormation and energy control options to
consumer§®

% Energy Independence and Security Act of 2007.
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