2.  Enhancing the Conservation Improvement Program

Background

Minnesota’s Conservation Improvement Program (CIP) requires electric utilities to spend 1.5% (2% if they operate nuclear power plants) of annual revenue on projects that reduce the demand for electricity. 
  Natural gas utilities must devote at least .5% of annual revenue on like programs.  By reducing total demand the programs provide benefits to nearly everyone involved in the energy system: Customers who participate in the energy conservation programs experience lower electric and natural gas bills; utilities reduce their need to increase infrastructure, operating costs, and capacity; society benefits from reduced pollutants created during energy production, notably the reduction of criteria air pollutants, greenhouse gas and CO2 emissions.

In order to understand and monitor the effectiveness of CIP projects, all investor-owned, municipal, and cooperative utilities are required to submit a program plan biannually to the Department of Commerce (DOC).  The four major investor-owned utilities (IOU’s: Xcel Energy, Minnesota Power, Otter Tail Power, and Interstate Power) must also submit an annual report detailing the results of CIP projects.  The current reporting procedure gives each utility the ability to design programs that best suit their customer base for demand side conservation, and requires the DOC to monitor the utilities fulfillment of programs.

A primary problem with utility run energy efficiency programs such as Minnesota’s is that utilities have an inherent incentive to increase customer demand in order to increase their sales revenue.  As a part of the Minnesota statute, the expenditures for operating CIP are built back into the rate base structure, passing the cost of programs on to electric and natural gas consumers in the commercial, industrial, and residential categories.  Utilities are also rewarded for exceeding their approved savings with a bonus that reflects the amount by which they exceed the energy savings goal, providing some incentive for utilities to implement cost effective, efficiently run programs. However, utilities do not recoup lost margins on their profits.

In 2005 the Office of the Legislative Auditor (OLA) for the State of Minnesota conducted a program evaluation of CIP. The major findings indicated that Minnesota CIP’s are cost effective and have the potential to provide cost effective energy conservation in the future. 
 OLA reported that the implementation of CIP projects reduces electricity consumption by approximately .8% per year, with a benefit-cost ratio for electric conservation of 3.3
. 

While the average cost effectiveness for programs is 3.3, the cost and energy savings achieved depends largely on the test category, specific program and customer sector.  Program benefit cost ratios ranged from one to 5.4, and with the exception of low income programs, were always greater than one.  This suggests greater benefit than cost and supports existing potential for cost effective energy conservation through CIP expansion.  The report also revealed that utilities understate the benefits of the programs and that there is room for greater gains in energy conservation.

The OLA research also led to recommendations regarding the program’s future, including procedural changes for reporting guidelines and evaluation, adjustments in the administration of low-income programs, and communication improvements among DOC staff and utility organizations. While the societal test considered the benefits and costs of CIP in avoided environmental damage, it did not specifically address the CO2 emission reduction potential of CIP programs. 

This section of the paper examines the Minnesota conservation system and CIP programs.  It includes CIP potential for becoming a stronger tool to reduce electric consumption, and evaluates two proposed statutes that set demand side management objectives through conservation programs.  The analysis specifically examines how a strong CIP policy can reduce emissions and improve local economies.  While CIP efforts include electric and natural gas sector programs, this paper primarily addresses the implications of policy recommendations in the electric sector.
Defining Conservation Improvement Programs

Through CIP projects utilities provide a wide range of energy efficiency services to commercial, industrial, residential, and low-income residential customers.  Rebates and financial incentives that reward the use of energy efficient appliances and lighting, heating, and cooling systems are regularly offered to residential and commercial customers.  Specialized energy audits and customized plans aimed at large scale operating efficiencies are commonly provided for large industrial customers.  In each CIP the aim is to help Minnesota customers and utility providers meet state energy needs in the least costly fashion.

Building efficiencies in new construction and development are also considered a part of IOU conservation programming.  Although Minnesota building codes for minimum efficiency levels in new development are becoming more stringent, design assistance programs remain an important part of programming in the commercial, industrial, and residential sectors. 

Conservation Improvement Programs in Other States

Twenty states deliver CIP through utility restructuring legislation, while others, including Minnesota, have not undergone utility restructuring but require CIP through separate mandates.
  There are various approaches to operating programs, the most widely used is a system benefits charge (SBC) in which utilities either generate their own fund or pay into a state administered fund to finance energy efficiency programs.  A relatively new approach is Energy Efficient Performance Standard (EEPS) for utilities, which creates a set energy-savings target required for a certain period of time.  Currently Texas is the only state that evaluates demand side management entirely through an EEPS goal. 

Wisconsin

In the Midwest, Wisconsin was an early adopter of energy efficiency and conservation programs.  The state was ranked among the top ten programs in the nation in an American Council for an Energy Efficient Economy (ACEEE) demand side management summary report.  Wisconsin’s SBC fund is created from rate based fees and customer charges, and conservation programs are implemented through separate non-government agencies referred to as Program Administrators. The Program Administrators work with the Division of Energy to determine funding allocation and program priorities. Municipal and cooperative utilities can either choose to participate in the SBC programs or opt out, in which case they must fund and administer their own programs with approved funding levels.  

The separation of program administration from the utility provides both advantages and disadvantages to the overall system.  On the one hand, programming is consistent, equitable, and measurable among all customer categories.  However, with the lack of incentive for utility interest in curbing customer demand, removing any financial incentive to them.  The SBC model also has financial weaknesses; The nature of the Wisconsin SBC fund and state budgeting process have left the program susceptible to statewide budget cuts and the reallocation of CIP funding. 

California

California has the nation’s leading energy efficiency program, which is continuously evolving.  Most recently the program grew a result of 1996 restructuring and was further shaped by the 2000 electricity blackouts.  After the blackouts, the state responded with aggressive CIP policy including energy and peak reduction goals.  An energy efficiency incentive called “20/20” was also launched, which awarded a 20% credit to investor owned utilities who reduced their customer demand by 20% over the previous year.  The result was astonishing – by 2001 the annual adjusted (for weather and growth) peak demand in energy consumption from California Investor Owned Utilities had dropped 6.7%.
  California was able to sustain the demand reduction; through 2002 the peak demand growth remained at half of what it was prior to the blackouts.  


The California scenario provided the state and nation a working example of the energy savings potential of demand side management programs.  With legislative requirements and incentives, monitoring and enforcement, and the funding to support cost effective programs, conservation programs demonstrated the ability to significantly increase energy efficiency and reduce demand.  

Minnesota

Minnesota has been a leader in administering strong energy efficiency programs for several years.  A 2000 ACEEE ranking report placed Minnesota within the top six states in the nation for energy efficiency programs.
  Nationally, utility-based energy efficiency programs save an average of .5 to 1% annually.
 The .8% saved through the Minnesota program each year positions the state in the middle of other programs, with room for program improvement. 

Minnesota uses some characteristics of the SBC system in directing utility revenue into programs implemented by the utilities themselves.  Unlike most SBC programs, Minnesota has no separate fund and relies on direct utility systems to administer programming. The proposed policy changes would create a hybrid program, which would include the current financial structure with an EEPS element.
The Potential of Conservation Improvement Programs

Increasing customer energy efficiency and reducing electricity demand are two strategies that result in reduced greenhouse gas emissions, economic returns to electricity consumers, and greater economic development opportunities across customer categories.  The cost-effectiveness of saving energy compared to the cost of producing it essentially means that we are paying a premium for wasted energy in the State of Minnesota. 

In 2003 the average cost of saved electricity through CIP programs operated by Xcel Energy was $.01 per kWh and $330 per kW.
  The cost of generating energy through coal is about $.04 kWh.  The cost for residential customers to purchase electric energy is about $.076 per kWh.
  With these figures, it can be deduced that we are generating and consuming energy at a much higher cost than would be required to save that energy through CIP.  By not achieving the benefits of CIP projects Minnesotan’s are wasting energy and essentially taxing ourselves for energy we do not need to meet energy demands.  


From 1990 to 2003 Minnesota CIP’s saved 4,437 million kWh of electric energy consumption and nearly 2,000 MW capacity.  This is a very small percentage of total energy used during those years.  With the low cost of saving electricity through CIP, Minnesota could be achieving much more through efficiency and conservation programs.  Projections for policy enhancements show that through 2020 the state could save up to 34 times what was saved over the previous years.

The cost of saving energy through CIP also does not consider the additional economic, environmental and societal benefits to Minnesota residents.  Although electric energy costs are low and constitute an average of only 1% of residential and business spending, large-scale business and industry electricity customers stand to gain a lot of electric savings through reduced consumption.  Customers implementing conservation measures use less and pay less for annual energy costs, therefore freeing up money for other expenses like wages, business development, facility/home improvements, household costs and other expenses. 

Conservation programs also create economic benefits for communities through job creation and commercial potential.  Some energy efficiency programs require consultants and contractors to implement equipment and appliances that increase efficiency.  The sale and service of special appliances, equipment, and products are needed for some CIP and provide a market for new products.
The Midwest Energy Efficiency Alliance reported the technical potential for electric energy efficiency in 20 years through CIP to be 20% of the base case, and the achievable electricity demand savings potential to be 8.3%.
  This would mean that in twenty years Minnesota would be able to effectively reduce anticipated electricity demand by 20%, which would greatly reduce environmental impacts and generate cumulative economic gain.  If CIP indeed have the potential to reach this achievable level, the demand savings would be four times the projected Minnesota demand growth.

Proposed Policy Tools
With all this potential through conservation, Minnesota is considering the adoption of enhanced CIP legislation.  Minnesota electricity demand is growing at a rate of 2.1%
 annually and the time is right to capitalize on the potential of demand side management and conservation programs.  Two policy proposals have recently been introduced which would enhance CIP regulations by introducing an annual demand reduction goal:

· Policy A
 - Proposed in the MN House in March 2006, this policy would require the Commissioner to impose an energy reduction objective of 200 MW to be met each year through CIP.  The Senate companion bill includes a proposed study on utility rate decoupling. 

· Policy B
 - Not officially introduced into Minnesota State legislature, this policy was drafted in 2005. It is vaguely worded, but introduces an objective to reduce 1.5% of the state’s electricity sales annually.  Interpreted for the purposes of this paper as calling for a 1.5% reduction of baseline demand.  Baseline demand is 2.1%; this is analogous to restricting growth to .6%. 

Both mandates maintain the current financial and administrative structure of CIP, but add an outcome measurement to improve the program effectiveness in reducing demand.

Policy Implications
A complete reference of methodology used in determining the environmental projections from CIP can be found in Appendix II. 

In 2003, IOU run conservation programs resulted in an estimated electricity demand savings of 328 million kWh and a capacity savings of 129 MW.2  There is no official estimation of municipal and cooperative utility energy savings from conservation.  It can be assumed that these programs produced a similar energy savings outcome to IOU, so an estimated additional 30MW would have been saved in 2003.
  Policy A requires an objective to reduce overall capacity through conservation by 200 MW per year, which would mean an increase in programming to achieve 41MW additional savings starting in 2007.  Policy B addresses a percentage reduction in the actual kWh demanded, and calls for an annual 1.5% decrease in energy demand. 

Both legislative measures would result in the reduction of CO2 emissions over the baseline projections.  However, with current demand growth projections neither produces enough energy or capacity savings to level the increase of carbon emissions created by growing electricity demand in Minnesota. 

Policy A:

The flat 200 MW reduction policy helps to produce a slight electricity savings through 2020.  Because of the set capacity reduction, the electricity savings merely parallels demand at a slightly lower level (see Graph 1) producing a cumulative reduction of about 7 million tons of CO2 emissions by the year 2020.  The cumulative savings in energy used is 9,426 million kWh.  The impacts of this policy will have a minimal environmental effect on pollution control in Minnesota. 

This policy addresses energy producers saved capacity instead of demand, which does not place the objective on actually reducing customer demand.  In addressing conservation as a capacity issue, the problem is not administered within the context of demand side management.  In order to calculate the customer demand savings of actual electricity demand reduced, the efficiency of each producer of electricity must be considered.  

Policy B:

This strategy actually produces a noticeable reduction in CO2 emissions by decreasing demand growth of electricity from year to year.  The total demand by 2020 is 150,977 million kWh lower than the demand experienced through projected baseline demand growth.  The emission reduction is also substantial, and amounts to a cumulative savings of 107 million metric tons of CO2 by 2020. This policy also helps level demand so that by 2020 customers demonstrate a .58% average demand growth instead of the 2.1% annual demand growth projected without increased CIP. 
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It is difficult to determine the long-term projections of demand savings from CIP on a business as usual basis.  The implementation of programs is tied exclusively to revenue.  Even assuming rising demand will result in rising revenues and therefore more spent on conservation, it is difficult to predict the savings results of CIP spending.  Based on the information collected from the annual program performance reports of IOU’s over the past 10 years, CIP spending and energy savings fluctuates from year to year with little consistency.
  As an example, Xcel Energy’s CIP Report showed the actual demand savings increased in 2001, decreased from that level in 2002, and rose again in 2003.

It’s obvious that given a choice between the two policy strategies, Policy B proves to be a more aggressive approach at reducing CO2 emissions through CIP.  The greatest difference in the approaches is that the MW reduction objective produces a flat result that follows annual customer demand growth.  This results in a small reduction in electricity consumption that grows over time with state demand growth.  The percentage approach will require an annual decrease in demand over the previous year, thereby increasing in 

effectiveness over time.

	
	Baseline with 2.1% Demand Growth
	CIP Policy A
	CIP Policy B

	Total Demand in 2020 – million kWh
	88,326
	87,724
	69,354

	Total Electricity Demand Saved (over baseline projections) by 2020 – million kWh
	----
	9,426
	150, 977

	Cumulative Coal Consumption by 2020 – US Short Tons
	423,889,449


	420,139,468


	368,327,062



	Cumulative CO2 Emissions by 2020 – Metric Tons
	822,220,116


	814,979,874


	714,784,029




Table 1: Comparison of CIP Policy Outcomes
Minnesota CIP are proven cost effective, but even an aggressive approach will not reduce electricity consumption over the current level.  After the accumulation of 2.1% demand growth through 2020, Policy A decreases the cumulative demand by less than one tenth of one percent and Policy B cuts demand growth but does not eliminate it.  Considering the areas of potential previously outlined for CIP and the economic benefits, Policy B would be the clear choice to maximize Minnesota’s conservation programming. 

Economic Implications

Minnesota utilities devoted $91 million dollars to CIP in 2003.
  The major costs associated with CIP are the customer cost of purchasing energy efficient products and the utility costs of program operations.  The customer purchase of energy efficient products is helped by the provision of rebates, and the utility program costs are passed on to customers. 


Everyone in society benefits from reduced energy demand through CIP.  Electricity customers pay less as they consume less.  Reduced energy costs in public and private facilities such as schools, office buildings, hospitals, commercial sites, and homes are reflected to consumers through lower taxes and prices of goods and services.  Estimates of these customer savings from reduced energy consumption vary. Conservation efforts in 2003 resulted in an estimated $238 million in net benefits for Minnesota.
  While these estimates include the reduced societal costs of environmental damage and avoided costs of utility development, they do not include the direct savings that customers receive from reduced energy bills.  The money saved on reduced energy costs goes back into the economy through other consumer purchases and investments. 

Conservation Improvement Programs are implemented by customer category in three sectors: Industrial, residential, and commercial.  In 2003 the OLA indicated that 66% of utility CIP spending was in the commercial and industrial sector producing 91% of the total electricity savings.  In contrast, 34% of spending in residential sector resulted in just 9% of the total electricity saved.  From a strictly economic perspective, strengthening programs in commercial and industrial categories is favorable over residential programs. 


The programs themselves saved customers 328 million kWh in 2003, or 298.5 million kWh to commercial and industrial and 29.5 million kWh to residential customers.  At current rates, commercial and industrial customers saved $22.7 million, while residential customers saved $2.2 million in 2003. 
  

Since neither Policy A nor Policy B specificies what programs will be expanded in which customer category, it’s difficult to evaluate the economic impacts.  It is certain that more energy saved for Minnesota customers through CIP will result in greater economic benefit – to individuals, businesses, and society as a whole.  The cost to save this energy is much lower than the cost of producing it. 
There are risk factors to be considered with an aggressive approach to reducing demand through CIP.  Namely, it is unknown when the cost effectiveness of each program will expire, and when the least cost programs will have to be replaced by more costly projects.  The OLA report specifically addressed the question of diminishing returns of CIP projects, and states that programs are not experiencing diminishing returns.
  Currently, the potential areas for CIP improvement appear plentiful.

The possible environmental and economic impacts that would result from an enhanced CIP mandate clearly support the implementation of some type of savings objective.  Both policies, however, leave out some important considerations that will have a bearing on Minnesota’s ability to achieve the potential of CIP.
Maximizing CIP Potential

Through the proposed policies it is left up to the Commissioner specifically where and how the savings will come about to meet the objective.  There are several clear areas where CIP are not currently achieving their potential gains; areas where there is emerging potential for program expansion.  The policies are specifically designed to set the objective and let the utilities determine the best means to achieve them.  However, identifying specific programs that produce the greatest returns at the least cost to customers and society illustrates the areas of potential.  

The two outstanding areas for attaining improvements in demand through CIP are program development with cooperative and municipal utility providers and increasing programs in the quickly growing residential sector.  In Minnesota, the potential in these two areas is currently converging in cooperative and municipal territories, creating a premier opportunity for energy reduction through conservation.  However, neither policy addresses the need to strengthen programs in these two areas, nor creates a successful strategy to approach them.

Cooperative and Municipal Utility Programs

Cooperative and municipal utilities represent a total of 32% of the State’s electricity consumption. Great River Electric Cooperative includes 28 member distribution cooperatives, is the largest electric cooperative and second largest energy provider in the state.2 Great River delivers to the fastest growing areas in Minnesota; an estimated 85% of new construction in the State of Minnesota is occurring in the Great River Energy delivery jurisdiction.
  The Minnesota Growth Corridor includes St. Cloud, Rochester, North Central Minnesota and “Collar” counties (surrounding the Twin Cities Metro area), with the exception of municipalities.  Great River services nearly the entire growth corridor.

The Great River Electricity customer base is 94% residential.
 The residential customer category holds low returns for energy conservation relative to the industrial and commercial sector, but the amount of new development indicates great potential.  New construction efficiency and conservation programs are much more cost effective to apply than are retro-fits or recommission projects.  These quickly growing residential areas present opportunities for implementing CIP in the form of energy efficiency building and design, appliance, lighting, window and insulation installation


While much growth is occurring in the residential sector, the industrial and commercial sectors are also increasing.  Minnesota economic development projects have focused on building industrial clusters in smaller towns and cities.  These clusters support development in all categories and provide prime opportunities for front-end demand side management programs that increase efficiency and reduce demand at a lower cost. 

Expansion of existing programs

In the previous section we expressed the cost effectiveness of programs in the industrial, commercial, and residential sectors.  Xcel plans to achieve 89% of their total electric energy savings goal and 59% of total natural gas goal through commercial and industrial programs in the 2005/2006 program years.
  Xcel’s strategy is an immediate way to realize cost effective savings through existing programs.

But the residential sector should not go unnoticed.  Many cost effective programs in the residential segment also show a great deal of unrealized potential.  The following table illustrates the penetration level of residential appliance and lighting programs in Minnesota.  Clearly there is potential for increasing rebate programs in the Energy Star® and lighting categories.  Xcel energy reported the benefit cost ratio of rebates for energy efficient programs to be greater than one in all cases.20 

Graph 2             
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Based on MEEA Data 2006
Minnesota utilities have the potential to improve these programs in the residential sector at a low cost.  Cooperative and municipal utilities in high residential growth areas have a particularly optimal opportunity to introduce these programs to new customers in their areas.  

Graph 3 illustrates that the implementation of low cost electric energy efficiency CIP have the potential to achieve over 800 million kWh savings in the 20th year. Programs are evaluated over a 20-year period.  This is an estimated 8.3% of the base case projected for that year.  If these projections are accurate (or even closely capture the existing potential), Policy A, with a 200 MW demand reduction objective is not an aggressive enough goal to maximize the potential available through existing CIP projects.  And Policy B, which would experience a more pronounced demand savings, still would not capture all the potential outlined in this scenario.

Graph 3
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Based on MEEA Data 2006
Market Awareness

One of the indirect benefits of demand side management programs is their role in changing consumer attitudes and behavior.  In the long-term CIP can influence customers’ energy use decisions in order to reduce the demand for electricity.  A recent study of seven Midwestern states revealed that Minnesota ranked last in customer awareness of energy efficient measures.  In the residential sector 69% of Minnesota customers reported that they were “Not at all aware” of the Energy Star® label.
 

This element of the program is in direct conflict with utility efforts to expand customer demand and sell more electricity. Both IOU and cooperative utilities have outgoing marketing efforts that help encourage economic development and growth within their regions. While Xcel Energy devotes about $300,000 a year to residential consumer education of energy conservation, they also offer custom consultations on commercial and industrial growth programs and incentives for businesses that relocate to their area.

The returns on CIP market awareness programs may be experienced through broad customer markets, but returns are difficult to measure.

Limiting Factors in CIP Policy

There are outstanding factors within the current CIP system structure that will inherently limit the potential of the expansion of the program.  The OLA report recommended changes in some administrative factors, which the DOC is currently addressing.
  But there are also structural issues that the proposed legislation does not specifically address.
System Structure

An outstanding problem with utility operated CIP is that the utilities make money by selling energy. The rate returns to utilities from customers is meant to address this issue but does not compensate for lost margins on revenue gains.  For cooperative utilities, revenues are closely tied to the gross amount of electricity sold to providers, leaving little room for conservation incentives.  Municipals may have a general economic interest in maintaining low customer costs, as it keeps more money in customer pockets within their communities.  They also reap few of the direct benefits of administering CIP.  With the existing utility structure in Minnesota, all utilities stand to gain more revenue from growth than from operating efficiency programs. 

Another interesting outcome of Minnesota’s CIP financial structure is that it drives utilities to administer programs that are cost effective, but not necessarily the most cost effective or lowest cost.  The utilities have incentive to administer programs that meet the Commissioners cost effective standard, but also utilize most of their devoted CIP funding to achieve the least savings.  This max-min strategy is reflected in Graph 3, where the existing potential for the lowest cost programs is quite high.  Utilities have no incentive to achieve the greatest savings at the lowest cost. 
Municipals also chose where to purchase their electricity based on the best rate or package offered to them by an energy provider.  To be tied to an energy provider through efficiency programs and CIP does not allow them the flexibility they may desire in securing the best rates.  Were CIP seen as an added value for municipals, energy providers could in fact enhance their offers and appeal to municipals by administering demand side management programs.

Like cooperative utilities, the system structure for municipal utilities is such that there are few rewards and increased administrative work accompanying CIP.  Because they are the distributor of the electric and natural gas energy, they do not gain any direct economic returns from rate adjustments and do not stand to gain the potential savings from avoided costs of development and transmission expenses.

Program Administration

The Department of Commerce faces a difficult administrative task in providing adequate oversight for Minnesota utility run CIP. During the annual review of IOU program results the DOC assesses the cost effectiveness of programs and verifies that utilities have met their goals. IOU programs are numerous and complex and this review process is indeed time consuming. Minnesota has 126 municipal providers and 46 distribution cooperative utilities. Even though these programs are of smaller scale the administrative burden that would accompany a review of program results for each of these would be overwhelming.



While the IOU programs have developed administrative systems that create, implement, and track their CIP and program results, municipal and cooperative utilities are much less organized.
  Most municipal and cooperative utilities struggle internally with administering and overseeing CIP.  The revenue percentages devoted to CIP on behalf of municipal and cooperatives vary, ranging from $17 million for Great River Energy to $400 for the City of Blue Earth. With such a small sums devoted to operating programs the allocation of staff time to administer the program may not seem worthwhile.

Likewise, the DOC has a means to evaluate the IOU reports but has had difficulty tracking municipal and cooperative CIP.
  Municipal and cooperative utilities do not have a consistent metric to measure the success of their programs and report extremely variable results in program results.  Municipal and cooperative utilities reported an energy savings from CIP ranging from .06 to 26.19 kilowatt-hours per dollar of CIP spending where IOU’s savings ranged from 5.81 to 10.24 kWh per dollar spent.
  This discrepancy illustrates the magnitude of inefficiency from the tracking, implementation, and effectiveness of municipal and cooperative program administration.
The resolution of these two factors is imperative in maximizing the potential of demand side management in Minnesota.  The addition of a rate decoupling study (an effort to remove utility revenue from customer rates) to Policy A companion bill in the Senate incorporates the need to address the impact of rates on the structure of CIP.  An effort at improving the accountability and organization on behalf of municipal and cooperative conservation program would create a more effective conservation system and allow Minnesota to better meet a proposed objective. 

Stakeholders


The stakeholders in Minnesota CIP system range from each individual utility and every consumer of electricity within the state to neighboring states that provide for our electric consumption.  The primary stakeholders are those within the CIP system, including but not limited to:

· State Department of Commerce - The DOC will be responsible for determining how to allocate a demand savings objective and how to assess its success.  The DOC has a very high level of interest in what the policy will require, whether it’s detailed in how to accomplish the objective or left up to each provider. 

· Investor Owned Utilities - Make up the largest service providers accountable for funding, developing, implementing, and reviewing CIP. 

· Cooperative utilities – The fastest growing utilities in Minnesota – could be greatly impacted if changes are made in the system that would require greater accountability on their part. 

· Municipal utilities - Would also be greatly affected by any changes in the program that would require them to improve and account for program effectiveness.  Also have a higher level of power, as decisions made at the local level can have direct impact on zoning, building, developing, and other factors that effect energy issues. 

· Minnesota energy customers – In every sector, the energy customer stands to gain great economic, environmental, and societal benefits from improved CIP.  The costs of the programs are also passed on to customers, but while the benefits continue to exceed the costs Minnesota electricity customers will continue to experience positive impacts through the program. 

· Minnesota residents – Everyone in the state, whether an energy customer or not, will reap the benefits from improved environmental conditions resulting from increased CIP.

· Minnesota economy - Ultimately, Minnesota could emerge as a regional and national leader in CIP projects, which could lead to a high standard of living, quality of life, and healthy environment.  All desirable qualities for tourism and economic development.

·  Non-profit organizations and public interest groups – Organizations who have an interest in Minnesota energy, environment, pollution, tax, social justice, and consumer issues have an interest in CIP programs.

Sustainability and Long-Term Success of CIP

Many other considerations are important in ensuring the long term potential of CIP in Minnesota and the success of an enhanced CIP policy.  A few examples of issues not addressed in this paper include:

· Program duplicability – The long-term success of the program as a whole can be assisted by creating projects that are easily duplicated.   Providing the money and administrative support to assist with their transfer, particularly to quickly growing municipal and cooperative utilities, would create a more efficient program with increased electricity savings. 

· Front-end CIP projects in new development– State and local governments should ensure that cost effective efficiency measures are required in all new development.  This would prevent the need for changes and retro fitting down the road and provide long term returns of energy savings.  

· Customer opt-out systems - Programs such as energy savers could be implemented to all customers, where all customers are enrolled unless they choose to opt out would 

· Improvements in evaluation and measurements of program benefits. These are already getting better, and the OLA recommendations for utility improvements make even more consistent the measurements used to evaluate the effectiveness of programs. 

Conservation and efficiency programs have been proven successful in reducing consumer demand.  They have also demonstrated excellent opportunities for long-term potential without diminishing returns on their benefits. While some programs will phase out, become unnecessary or obsolete due to policy changes, new programs will likely replace them bringing new levels of efficiency to utility customers in all categories. 


The policies examined in this report offer two means to implement one approach at enhancing the CIP system: An end savings objective through a flat MW reduction or percentage demand savings.  Through either Minnesota will likely experience reduced CO2 emissions and economic benefits, but Policy B provides a greater opportunity for the state to achieve the potential gains currently evaluated within the program.  The greatest potential for savings gains lie in specific areas, which should be considered by the Commissioner when outlining a strategic plan for long-term CIP planning.

Also, system changes that address the structure and administration of the program should be considered over the long run if Minnesota wants to get the most out of demand side management programs.  The changes may face strong stakeholder resistance, but with the demonstrated benefits to Minnesota residents, economies, and electric customers, aggressive policy may be in order.


Although CIP reduce demand for electricity and natural gas, the environmental benefits of policy reforms are contingent on demand growth. If demand continues to grow at its current rate, even an aggressive increase in CIP will not provide a reduction necessary to lower greenhouse gas and CO2 emissions over current rates.  But policies do not operate in a vacuum; they work within a greater system.  A policy plan that includes a demand side management strategy to help lessen demand growth paired with a renewable energy policy, such as the RES, would provide an actual change in Minnesota CO2 emissions through electricity consumption. 


The following section examines the proposed RES policy, and provides another tool to be considered along with conservation policy.

II. Methodology – Conservation Improvement Program 
The electric and natural gas model used for the RES section was also used for the conservation improvement section. All assumptions for baseline hold true for this section. 

The data used for the CIP analysis came from the Investor Owned Utility CIP reporting data obtained from the Department of Commerce. The reporting documents include the approved demand and capacity electricity saved through CIP and the actual demand and capacity electricity saved through CIP for the years 1994-2003. As the policies evaluated include a capacity objective as well as a percentage of demand objective, the following assumptions were made:

· Capacity was calculated according to the ratio that IOU’s applied to previous reporting data and included a 35% capacity factor and year round operation. 

· Data was not available for years beyond 2002. We created ratios of the approved demand over the actual demand for past years and applied them to missing year’s to create estimates of what CIP would produce in those years.

· The MW reduction objective was applied to the annual estimate of energy use as calculated in the baseline with 2.1% demand growth.

· For “Policy B” we assumed that the 1.5% reduced demand objective was over the previous year’s use, not over the previous year’s demand. Because 2.1% demand growth is an average, in most cases the annual demand did not increase at this exact level.  Our analysis assumed that the policy would require an actual 1.5% demand reduction over the use of the previous year, starting in 2004.
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