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Overview

A Summary of the National Standard Practice Manual
A Current CosEffectiveness Practices in Minnesota

A Applying the Resource Value Framework

A To create the primary test for Minnesota
A The Minnesota test

A Secondary Tests

A Utility Cost test

A Societal Cost test

A Participant test

A Rate Impact Measure test
A Additional Issues

A Discount rates
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Overview of the
National Standard Practice Manual
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The National Standard Practice Manual

New guidelines for
cost-effectiveness testing

Dri ver s é

The traditional tests often do not capture or address pertinen
state policies.

The traditional tests are often modified by states in arhad
manner, without clear principles or guidelines.

Efficiency is not accurately valued in many jurisdictions.

There is often a lack of transparency on why tests are chose
how they are applied.
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R
NSPM Background

ANational Efficiency Screening Project (NESP)
includes stakeholders working to improve EE
NSPM cost-effectiveness.

Stakeholders

AOver 75 organizations representing a range
of perspectives.

ATim Woolf, Synapse Energy Economics

AChris Neme, Energy Futures Group
AMarty Kushler, ACEEE

NSPM Authors A Steve Schiller, Schiller Consulting

ATom Eckman (Consultant and formerly
Northwest Power & Conservation Council)
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R
NSPM Background (continued)

_ ARoughly 40 experts representing a variety
NSPM Review of organizations from around the country.

Committee AProvided several rounds of review/feedback
on draft manual.

ACoordinated and funded by E4theFuture
NSPM Funding AManaged by Julie Michals, E4theFuture
Coordination AAdvisory Committee input on outreach &

and Advisors education
AEarlier work on the NSPM managed by the

Home Performance Coalition

For more information:
http://www.nationalefficiencyscreening.org/
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-
NSPM Purpose & Scope

Purpose

ADefining policyneutral principles for developing cesffectiveness
tests

AEstablishing a framework for selecting and developing a primary tesl
AProviding guidance on key cesffectiveness inputs

Scope

AFocus is on utility customdunded energy efficiency resources

AAddresses 1st order question:
AWhich EE resources merit acquisition through custefnaded actions?
An other words, which EE resources will provide net benefits to customers?

APrinciples and framework apply to all other resources (including othe
types of distributed energy resources)
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NSPM Outline
Executive Summary 1. Principles
2. Resource Value Framework
Introduction 3. Developing Resource Value Test
4. Relationship to Traditional Tests
Part 1: Developing Your Test 5. Secondary Tests
6. Efficiency Costs & Benefits
Part 2. Developing Test Inputs ~__| 7. Methods to Account for Costs &
Benefits
Appendices 8. Participant Impacts
. 9. Discount Rates
A. Summary of Traditional Tests
_ 10. Assessment Level
B. Cost-Effectiveness of Other DERS _ _
11.Analysis Period & End Effects
C. Accounting for Rate & Bill Impacts : :
12. Analysis of Early Retirement
D. Glossary 13. Free Rider & Spillover Effects
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I R
NSPM 1 Part |

Developing the Primary Cogkffectiveness Test Using
the Resource Value Framework

Primary Test:
Resource Value
Test

Universal Resource Value

Principles Framework
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NSPM Principles

1.
2.
3.

Recognize that energy efficiency is a resource.
Account for applicable policy goals.

Account for all relevant costs & benefits (based on applicable
policies), even if impacts are hard to quantify.

Ensure symmetry across all relevant costs and benefits.

Conduct a forwardooking, longterm analysis that captures
Incremental impacts of energy efficiency.

Ensure transparency in presenting the analysis and the
results.
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R
NSPM: Cost-Effectiveness Perspectives

/—\ N\
_ NSPM Regulatory
CA SPM Perspectives Perspective

~ \I/
oy P Public utility commissions

Utility Cost Test TRC Test _ Legislators
Utility system Utility system plus the Societal Cost Test

: vy _ Societal perspective Muni/Coop advisory boards
er participant perspective " Public power authorities

Other decisiommakers

A(v:ajifornia Standard Practice Manual (CA S©td$t perspectives are used to
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NSPM 1T Primary & Secondary Tests

A The purpose of the primary test is to address the threshold
guestion of whether an energy efficiency resource will have
net benefits, and therefore merits acquisition by the utility.

A Secondary tests can help address other important questions:

AHow will the EE affect total utility system costs?
AHow will the EE affect average customer bills?

AWhich programs should be prioritized if it is not possible to pursue all cost
effective efficiency?

AWhat are the implications of addressing relevant policy goals?
AWhat are the implications of accounting for all societal impacts?

A Secondary tests and sensitivities can also help inform
decisions regarding which impacts to include in the primary

test.
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The Resource Value Framework

Step 1 |dentify and articulate the jurisdiction’s applicable policy goals.
Step 2 Include all utility system costs and benefits.
Decide which additional non-utility system costs and benefits to
Step 3 : : ' )
include in the test, based on applicable policy goals.
Step 4 Ensure the test is symmetrical in considering both costs and benefits.
Step 5 Ensure the analysis is forward-looking, incremental, and long-term.

Develop methodologies and inputs to account for all impacts,

Sz including hard-to-quantify impacts.

Step 7 Ensure transparency in presenting the analysis and the results.
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NSPM: Traditional Cost-Effectiveness Tests

UTILITY COST TEST
=
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included
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R
NSPM: Multiple Options for Tests

States are not limited to the three traditional tests.
As long as their test adheres to the NSPM principles.
Particularly about meeting policy goals.

EXAMPLE 3

EXAMPLE 1 EXAMPLE 2

Other Fuel
Impacts

Energy
Security
Impacts

Other Fuel
Impacts

Other Fuel
Impacts

Energy
Security
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Energy
Security
Impacts

Jobs & Econ
Development
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Jobs & Econ
Development
Impacts

Jobs & Econ
Development
Impacts

Water Impacts Water Impacts

System
Public Health Y Participant

Impacts Impa cts Impacts

System
Impacts

Public Health
Impacts

Public Health
Impacts

Participant
Impacts

Participant
Impacts

Environmental
Impacts

Low Income
Participant
Impacts

Environmental
Impacts

Environmental
Impacts

Low Income
Participant
Impacts

Low Income
Participant
Impacts

Low Income
Societal Impacts

Low Income
Societal Impacts

Low Income
Societal Impacts
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Current Practice in Minnesota
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Current Practice: Overview

Aln general, current MN cosdffectiveness practices are quite
goodc especially relative to other states.
AThey generally account for key MN policy goals.
AThey are generally comprehensive, in terms of impacts included.
ASome inputs (e.g., environmental costs) are well established.

AHowever, some elements could use improvement.
ASome utility impacts are missing.
ASome societal impacts are missing.
AParticipant impacts are treated inconsistently.
ADiscount rates warrant reconsideration.

ACKS b{ta NBO2YYSYRa 0GKIF0l S@S
AUsing the Resource Value Framework

A Starting from a blank slate
A Avoiding the preconceived notions associated with the traditional tests.
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Current Practice: Tests

A The Next Generation Energy Act:

AlIn determining coseffectiveness, the commissioner shall consider the costs and
benefits to ratepayers, the utility, participants, and society.

A Consequently, utilities calculate results for:

ARate impact measure (RIM) test
A Utility cost (UC) test
AParticipant cost (PC) test
ASocietal cost (SC) test

A The societal cost test is used as the primary test for
determining costeffectiveness.
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Utility Cost Test as Applied in Minnesota

Costs

EM&V costs

EE measure costs

EE program costs

Shareholder incentives
Benefits
Avoided energy, capacity, T&D
Avoided losses &ncillary services
Wholesale price suppression
Avoided cost of envtl compliance
Avoided credit & collection costs
Avoided RPS costs
Improved reliability
Reduced risk

Utility System Impacts, partially included
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Societal Cost Test as Applied in Minnesota

Energy Other Fuel
Security Impacts
Impacts
Jobs & Econ Water Impacts
Development
Impacts
Utility
_ System
Public Health Impa cts Participant Utility System Impacts,
Impacts Impacts partially included
Nonutility system impacts,
included
[ I . .
En\:::]opr;rztesnta Low Income Nontutility system impacts,
Participant partially included
Low Income \ Impacts . :
Societal Impact Noqutlllty system impacts,
not included
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Applying the
Resource Value Framework
to Create the Primary Test

for Minnesota
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-
RVF Step 1: Articulate Policy Goals

ANSPM: Primary test should reflect relevant policy goals.
AThe CA Standard Practice Manual does not address policy goals well.

APolicy goals come in many forms:

ALegislation
ARegulations
ACommission orders
A State energy plans
AEnvironmental plans
A Executive directives

APolicies can, and frequently are, updated over time.
AStakeholders should provide input to policy interpretation.

AUtility regulators are not responsible for all state policy goals,
but they are responsible for those related to utility industries.
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Example Minnesota Policy Goals

Aln determining coseffectiveness, the commissioner shall consider
the costs and benefits to ratepayers, the utility, participants, and
society.-Minn. Stat.§ 216B.241subd 1c(f)

AThe legislature finds that energy savings areaergy resourceand
that costeffective energy savings are preferred over all other energy
resources.

AThe legislature further finds that cesffective energy savings should
be procured systematically and aggressivelyetuce utility costdor
businesses and residentmprove the competitiveness and
profitability of businesses, create mosmnerqgyrelated jobs reduce
the economic burden duel imports and reducepollutionand
emissions that causgimate change- Minn. Stat.8216B.241

ASee Appendix D for a more comprehensive list.
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