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Dear Commissioners, Staff, and Interested Parties:

The American Council for an Energy-Efficient Economy (ACEEE), a national independent non-profit
research organization, welcomes this opportunity to provide comments on proposed changes to
FEECA rules. We commend the Commission staff for initiating this proceeding to revise rules for utility
demand-side management under Rulemaking Authority 366.05(1), 366.82(1)-(4) FS. Law Implemented
366.82(1)-(4) FS. History-New 4-30-93.

On January 14, 2021, ACEEE released a white paper that examines the performance of Florida’s
regulated utilities for their energy efficiency programs and investments. Our findings demonstrate the
importance of revising the rules and practices under FEECA to capture a greater share of Florida’s
energy efficiency potential. Doing so would provide large benefits to customers, Florida’s economy,
and environment. We have attached this white paper with these comments. Below are our key findings
relevant in this proceeding;

 Florida’s utility energy efficiency performance lags that of most other utilities in the Southeast
region and nationwide, largely because Florida’'s efficiency policies and practices do not follow
those that are widely accepted and in place in other states.

e ACEEE's 2020 Utility Energy Efficiency Scorecard scores the largest 52 electric investor-owned
utilities nationwide based on metrics relating to energy efficiency performance, program
diversity, and enabling infrastructure and policies. Of the 52 utilities evaluated, the 3 largest
utilities in Florida included in the study ranked among the lowest: TECO ranked 46th, Duke FL
48th, and FP&L 51st.

* Such lagging performance is indicative of low energy savings goals. Goal-setting is a crucial
step in achieving savings through energy efficiency. Florida utilities have proposed declining
energy efficiency savings goals over the past decade, with several utilities proposing a
meaningless savings target of zero savings in the most recent proceeding.

* Investment by Florida’s utilities in energy efficiency is half or less of the Southeast regional
average and one third or less of the national average. Energy savings from their programs are
similarly much lower compared to other utilities.

¢ The use of the ratepayer impact measure (RIM) test to evaluate energy efficiency program
performance has led to systematic undervaluing of energy efficiency’s cost effectiveness. The
requirement that all efficiency programs must pass the RIM test has led to utilities proposing
low annual savings goals. No other state uses the RIM test as its primary cost-effectiveness test.



* Accounting for program free-ridership with a two-year payback screen is also out of standard
practice. This approach unduly restrains program measures and ignores some of energy
efficiency’s benefits. It also fails to account for other reasons why many customers do not invest
in measures with payback periods under two years.

 Florida’s current utility program offerings leave out several important customer sectors,
including small businesses and low-income multifamily housing.

* Low-income customers in Florida are twice as likely to struggle with high energy costs
compared with non-low-income customers. Targeted energy efficiency programs for low
income customers can help address this inequity.

» Energy efficiency is a critical industry in Florida, providing steady income and much-needed
energy and cost savings to residents and businesses across the state.

The barriers holding back Florida from achieving a much larger share of its energy efficiency potential
will require changes to existing regulatory rules and practices, which would yield both higher energy
efficiency goals and performance. The three most pressing problems stemming from existing FEECA
rules and practices are:

1. Reliance on RIM as the primary screen for program cost-effectiveness

2. Use of a 2-year payback screen to account for free ridership

3. No specific targets for energy efficiency programs to serve low-income customers in order to
reduce high energy burdens

Below we offer our recommendations for changes that could be made to FEECA rules and practices
that would address these problems.

Revise cost-effectiveness screening method

The existing goal-setting language in Rule 25-17.0021 does not specify which cost-effectiveness test
utilities should rely on to screen energy efficiency programs, but instead incorporates by reference Rule
25-17.008 and the state manual, “Florida Public Service Commission Cost Effectiveness Manual for
Demand Side Management Programs and Self-Service Wheeling Proposals,” published in 1991.
Following the 2014 Order No. PSC-14-0696-FOF-EU,! Commission Staff and Utilities began relying on
the RIM as a primary screen for cost-effectiveness, with the total resource cost test and participant cost
test (PCT) as secondary cost-effectiveness screens.

The RIM is not an effective or accurate screen for energy efficiency cost effectiveness. This is because it
measures sunk utility costs and treats lost sales revenue from energy savings as a cost. It can produce
perverse outcomes, where the more energy a program saves, the worse it will do on the RIM test. The
RIM test does not reveal whether a program is cost effective in terms of reducing total future costs
below what they would be absent the program. Because of this, it is both inconsistent and unfair to

1 https: / /www.floridapsc.com/library /filings /2014 /06758-2014 /06758-2014.pdf
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apply the RIM to energy efficiency programs when it is not applied to supply-side investments such as
new power plants or distribution system infrastructure. By definition these supply-side investments
would all fail the RIM test because they would result in some rate increase.

Dropping reliance on the RIM and using tests commonly employed by other states would increase the
cost-effective energy efficiency potential in Florida. This, in turn, would enable Florida utilities to
expand their portfolios and offer more programs and eligible measures to their customers.

The Florida Commission Staff can amend current rules to eliminate its reliance on the RIM test. By
revising Rule 25-17 4], the rule language can be edited to remove the reference to outdated cost-
effectiveness screens, and instead incorporate a different screening method that will more fairly
evaluate the impacts of energy efficiency. ACEEE recommends the utility cost test (UCT), adopted in
states like Michigan using language such as in MI PA 3422:

Sec. 13 (d) “Utility system resource cost test” means a standard that is met for an investment in
energy optimization® if, on a life cycle basis, the total avoided supply-side costs to the provider,
including representative values for electricity or natural gas supply, transmission, distribution,
and other associated costs, are greater than the total costs to the provider of administering and
delivering the energy optimization program, including net costs for any provider incentives paid
by customers and capitalized costs recovered under section 89.

The advantages of the UCT include being focused on utility system benefits and costs as well as its ease
in being applied symmetrically to such benefits and costs. The key question answered by UCT is, “Will
utility system costs be reduced? "By making this change, Florida would fall back into alignment with
commonly accepted practices among states and enable its utilities to propose broader portfolios of cost-
effective energy efficiency measures. There are other cost-effectiveness tests worthy of consideration
such as the total resource cost test (TRC), societal cost test (SCT), or a jurisdiction-specific test.* We
recommend use of the UCT as an initial step in revising cost-effectiveness testing in Florida because it
has proven to be the most practical and straightforward test to implement. Other tests and practices
could be examined and adopted later.

Determine free ridership and net-to-gross ratios using evaluation and market research methods

Although not formally described in Rule 25-17.0021, the goal-setting process requires Florida utilities to
include estimates of program impacts in their demand side management proposals. Since as early as
1991, Florida’s utilities have utilized a two-year payback screen as a proxy for free-ridership. In the
2014 order PSC-14-0696-FOF-EU, the Florida PSC rejected advocates’ calls to revise the two-year

2 http: ublicact/htm/2016-PA-0342 htm

www.legislature.mi.ecov/documents/2015-2016

3 “Energy optimization” is a term used in Michigan regulation that includes energy efficiency and other demand-side
measures.

4 For the most current, comprehensive resource on cost-effectiveness testing, see National Standard Practice Manual for Benefit-
Cost Analysis of Distributed Energy Resources. Framingham, MA: National Efficiency Screening Project.
www.nationalenergyscreeningproject.org/national-standard-practice-manual/
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payback screening practice. In the years since that decision, actual energy savings and annual goals
from utilities have both plummeted. This may be due in part due to utilities refusing to consider
measures that offer a rapid return-on-investment for customers.

Using a two-year payback screen prevents utilities from offering energy efficiency measures and
programs that pay for themselves in less than two years. This assumes that customers are likely to
install these on their own without needing a utility incentive. However, this is not necessarily the case,
as many customers may be under-informed about cost-effective energy efficiency options, have a split
incentive (e.g. in rental properties where the landlord does not pay for electricity), or have other
reasons they cannot invest in measures with paybacks less than two years. This is more likely to affect
low-income customers, who are frequently renters and may only be able or willing to participate in
programs or invest in measures that offer rapid paybacks.

A two-year payback screen to reduce free-riders is not standard practice among states. ACEEE finds
that the majority of states that screen for free-ridership use a combination of customer surveys, market
data analysis, and estimates from other states.5 Florida can align its screening methods with industry
standards by changing the language in Rule 25-17.0021 to specify that utilities must include estimates
of free-ridership based on actual customer data, surveys, or evaluations.

Develop and establish specific targets and provisions to address the unique needs of low-income
customers

Low-income and marginalized customers need to be a priority for utilities in their goals and programs.
Currently, income-qualified programs are exempt from cost-effectiveness requirements. However, this
is not sufficient to ensure that these programs are reaching enough households and communities that
can benefit the most from reducing their monthly energy bills. To address this, Florida PSC will need to
incorporate specific income-based spending or savings targets into its goal-setting process for utilities.

States that have been successful at reaching a large percentage of low-income customers with energy
efficiency programs are generally those that have specific targets in place. Pennsylvania is an example
of one state with a savings-based target for income-qualified customers. The order approving
Pennsylvania utilities’ programs from 2021-2026 requires 5.5% of utilities’ total consumption reduction
target to come from the low income sector.¢ Eighteen other states have a spending-based target,
requiring a percentage of utility DSM budgets to go to low-income efficiency programs.”

Florida can ensure low-income customers are receiving a proportionate share of energy efficiency
measures by adding a low-income spending or savings target to the goal-setting process for utilities
under Rule 25-17.0021. Additionally, involving low-income community representatives and

5 https:/ / www.aceee.org /research-report/u2009

6 https: / /www.puc.pa.gov/filing-resources / issues-laws-regulations/act-129/ enerey-efficiency-and-
conservation-eec-program

7 https:/ / database.aceee.org/ state/ guidelines-low-income-proerams
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stakeholders in program design and development will aid in structuring need-based programs that are
likely to have high impact.

Conclusion

With changes to Florida Public Service Commission policies, and steps by utilities to improve and
broaden their program options, energy efficiency can promote economic growth, revive a struggling
industry, and deliver cost savings and health benefits to millions of Floridians.

Such changes will require a thorough and robust process involving the Commission, the utilities, and
stakeholders. We accordingly recommend that the Commission hold and lead a second workshop to
examine these regulatory issues and develop appropriate solutions.

ACEEE would welcome opportunities to provide additional input and technical assistance to the
Commission and its staff to support this effort to revise and improve the rules and processes affecting
the planning, development, and implementation of energy efficiency programs serving Florida’s utility
customers.

Sincerely,
Do I %UJL

Dan York, Ph.D.
Senior Fellow for Utilities and Local Policy
American Council for an Energy-Efficient Economy

dwyork@aceee.org
608-243-1123

Attachment: ACEEE White Paper: Unrealized Potential: Expanding Energy Efficiency Opportunities for
Utility Customers in Florida. Dan York and Charlotte Cohn. January 2021.
https://www.aceee.org/white-paper/2021/01/unrealized-potential-expanding-energy-efficiency-
opporiunities-utility
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Key Takeaways

Energy efficiency (EE) is a critical industry in Florida, providing steady income and
much-needed energy and cost savings to residents and businesses across the state.

Florida’s utility EE performance lags behind that of other states in the Southeast
region and nationwide, largely because Florida’s efficiency policies and practices do
not follow those that are widely accepted and in place in other states.

Goal-setting is a crucial step in achieving savings through EE. Florida utilities have
proposed lower and lower EE savings goals each year over the past decade, with
several utilities proposing a meaningless savings target of zero.

The use of the ratepayer impact measure (RIM) test to evaluate EE program
performance has led to systematic undervaluing of EE’s cost effectiveness. No other
state uses the RIM as its primary cost-effectiveness test.

Accounting for program free-ridership with a two-year payback screen is also out of
standard practice. This approach unduly restrains program measures and ignores
some of EE’s benefits.

Florida’s utility business model discourages utilities from making investments in EE.

Florida’s current utility program offerings leave out several important customer
sectors, including small businesses and low-income multifamily housing.

If Florida’s Public Service Commission (PSC) adjusts its policies, and if the state’s
utilities broaden their program options, EE can promote economic growth, revive a
struggling industry, and deliver cost savings and health benefits to millions of
Floridians.
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Florida’s Energy Efficiency Performance

Energy efficiency (EE) is a proven utility energy resource that can save customers money,
promote economic development, and contribute to meeting clean energy goals. It is also the
biggest energy jobs sector in the United States, and it has been steadily growing in Florida to
reach a total workforce of 127,000 in 2019 (E4TheFuture 2020). These local jobs provide
stability and economic benefits while also delivering cost and energy savings to the
customers and communities that need them the most. The COVID-19 pandemic, however,
has had major repercussions for those valuable jobs, resulting in a net loss of more than
18,000 of Florida’s efficiency jobs and wiping away all growth in that sector from the past
three years.

The performance of Florida’s utility EE programs greatly lags that of utilities in the
Southeast and across the nation. In ACEEE’s 2020 State Energy Efficiency Scorecard, Florida
ranked 27th in the nation, falling from its 2019 ranking of 24th. This mid-range ranking is
due largely to Florida’'s statewide building codes and state government initiatives to
advance EE. In contrast to these favorable statewide EE policies, Florida falters in terms of
its utility EE policies and programs. In fact, nearly every other state in the Southeast region
outperforms Florida for investing in EE programs that provide opportunities for customers
to save energy and money.

Electric utilities can play a critical role in delivering EE programs to Florida's families and
businesses. However, utilities require the support of state regulators to apply commonly
accepted practices to develop and implement cost-effective EE programs. The Florida
Energy Efficiency and Conservation Act (FEECA) calls on participating utilities to set
energy savings goals every five years. In recent years, however, plans for EE programs have
shrunk to almost nothing as utilities set their savings goals at zero, largely due to restrictive
screening practices.

Florida’s screening practices are out of alignment with those of other states in the region and
nationwide and have led to an undervaluing of EE by Florida’s electric investor-owned
utilities (IOUs). The result is that Florida's utility customers are deprived of EE services and
incentives to reduce their energy costs; this is particularly true for households that face
disproportionately high energy burdens.! Analysis of the EE potential for other Southeast
states, such as North Carolina, highlights how EE programs can deliver economy-wide
benefits, which are especially critical in the wake of the economic recession due to COVID-
19 (Gold et al. 2020). These EE programs can also lower utility system costs, improve
reliability, and reduce carbon emissions and other air pollution, resulting in benefits for all
customers (Relf, York, and Kushler 2018).

1 Energy burden is the share of total household income that goes toward energy costs, which includes electricity
and fuels such as natural gas, propane, or heating oil.
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UNDERPERFORMANCE OF UTILITY ENERGY EFFICIENCY PROGRAMS

Florida shows significant room for improvement in EE, particularly in its utility sector. The
state’s utilities are underperforming in relation to other utilities in the Southeast region and
nationwide in terms of EE outcomes.

The 2020 Utility Energy Efficiency Scorecard (Relf et al. 2020) scores the largest 52 electric IOUs
nationwide based on metrics relating to EE performance, program diversity, and enabling
infrastructure and policies. Three of Florida’s electric IOUs are included in these rankings:
Duke Energy Florida (Duke FL), Florida Power & Light (FP&L), and Tampa Electric
Company (TECO). These three utilities were some of the lowest performing among electric
IOUs nationwide. Of the 52 utilities evaluated, TECO ranked 46th, Duke FL 48th, and FP&L
51st. In addition to those utilities, four other Florida utilities are required to submit demand-
side management (DSM) plans under FEECA: Gulf Power, Florida Public Utilities Company
(FPU), Orlando Utilities Company, and Jacksonville Electric Association (JEA).
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1.03% FPU (Florida Public Utilities Co.)
1.00% & Gulf Power
® FP&L (Florida Power & Light)
0.80% Duke FL
= TECO (Tampa Electric Co.)
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- 0.47% JEA (Jacksonville Electric Assn.)
0.4
0.40% 0.35%
H Florida average
0.20%
0.20% 0.16% 0.17% H Southeast regional average
0.06% 5 :
. 0190'04% 9 : l ®m U.S. national average
0% Vel C

Figure 1. Energy efficiency savings as a percentage of sales—Florida utilities vs. regional and national averages. Averages are
weighted based on GWh sales. Sources: FPL, Duke FL, TECO, and regional average data are from the ACEEE Uitility Scorecard (Relf
et al. 2020); all other utilities data are from EIA 2020.

Figure 1 compares Florida utility performance to average performance among utilities in the
Southeast and nationwide. Using efficiency savings as a percentage of total sales allows for
comparison of EE program performance regardless of sales volume. We can thus compare
smaller utilities such as TECO, with 19,000 GWh in annual sales in 2019, to much larger
utilities such as FP&L, which at 110,000 GWh is the state’s largest electric IOU by volume.
Overall, Florida utility performance is substantially lower than that of other regional utilities
and less than a quarter of the national average.

Florida utilities’ low energy savings are correlated with low spending levels on EE
programs. Figure 2 shows spending as a percentage of total revenue for the seven FEECA
utilities in 2019. None of Florida’s electric IOUs invested more than 0.80% of their total
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annual revenue into EE. By contrast, the average spending on EE in the Southeast region
was 1.64% of revenue, whereas the national average was even higher at 2.58%.
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Figure 2. Energy efficiency spending as a percentage of revenue. Sources: FP&L, Duke FL, TECO, regional, and national average
data are from the ACEEE Utility Scorecard (Relf et al. 2020); other utilities data are from EIA 2020.

EE spending as a percentage of revenue

After peaking at nearly 600,000 MWh saved in 2012, Florida’s annual savings from
efficiency have declined. As figure 3 shows, current (2020-2029) utility goals are far below
the 2012 peak level. For the next 10 years, FEECA utilities have proposed an annual target of
59,402 MWh in energy savings from electric efficiency programs, which is only 41% of
achieved savings in 2017. Further, three FEECA utilities set electricity savings goals of zero
during the last goal-setting cycle, based on the claim that no programs can pass an unduly
restrictive cost-effectiveness test. That test— the ratepayer impact measure (RIM)—is not
used as a primary test for program cost effectiveness in any state other than Florida. We
discuss the RIM and the impacts of its application later in this paper. In any case, setting
ambitious goals is an important first step toward achieving significant savings. Without
increasing their targets, Florida utilities will likely continue to lag in this critical area.
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Figure 3. Total energy savings from utility EE in Florida for 2006-2017. Source:annual ACEEE Siale Scorecardseries.

As figure 4 shows, Florida electric IOU program offerings reflect a lack of diversity in the
types of customers and end uses served. Florida utilities offer fewer types of programs on
average than other utilities in the region and the nation.2 As a result, customers lack access
to programs, services, and incentives to help them better manage their energy costs and
realize other benefits that increased EE can provide, such as improved workplace
productivity and health. This is especially important for economically disadvantaged
households with high energy burdens, as well as for small businesses that are under stress
due to COVID-19. Duke FL is the only electric IOU that offers any type of small business
program. FP&L lacks many programs that are commonly offered by other utilities in the
region, including incentives for multifamily housing efficiency, a sector that frequently
overlaps with low-income and other marginalized groups. These sectors often struggle to
adopt efficiency without external incentives, but they represent a significant opportunity for
energy and cost savings. FP&L has not offered any new DSM programs in its portfolio since
2005 (FPL 2020).

2 A list of program types and descriptions can be found in the 2020 Utility Energy Efficiency Scorecard under
Category 2: Energy Efficiency Programs. See www.aceee.org/ research-report/u2004.

o
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Figure 4. Energy efficiency programs offered by Florida utilities. Source: ACEEE Utility Scorecard (Relf et al. 2020).

REDUCING ENERGY BURDENS FOR FLORIDA’S MOST VULNERABLE POPULATIONS

Florida’s utilities are required to offer specific income-qualified EE programs, but there is no
mandated level of spending and savings.? The Public Service Commission (PSC) directed
the FEECA utilities to educate and assist low-income customers on EE opportunities.t The
need among low-income households is great. For example, 23% of homes in Miami and 21%
of homes in Tampa are considered energy burdened — that is, they spend more than 6% of
their income on energy costs. Of these households, 12% are severely energy burdened,
spending more than 10% of their income on energy costs. Average burdens increase when
combined with other disadvantaged demographics, including Black, Latino, and older (65+)
adult households (Drehobl, Ross, and Ayala 2020).

3 Under Florida Statute, Section 366.82.

4 Order PSC-14-0696-FOF-EU, issued in 2014 and reaffirmed in November 2019 with Order No. PSC-2019-0509-
FOF-EG.
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Figure 5. Energy burdens in Miami and Tampa, FL. Sowrce: ACEEE (Drehobl, Ross, and Ayala 2020),

A variety of programs can effectively target and reduce household energy burdens. Low-
income weatherization programs can reduce household energy use by 25% or more
(Drehobl, Ross, and Ayala 2020). The National Renewable Energy Laboratory (NREL 2017)
estimates that the average Florida single-family household can reduce its energy use by 23%
through cost-effective efficiency improvements, particularly in HVAC, water heating, and
lighting. Utilities are some of the best-situated entities to deliver these services to these
households due to their existing relationship with customers and access to energy usage and
bill data. Florida's electric IOUs are currently not achieving this potential due to their
underinvestment in EE and the resulting lack of available customer programs, services, and
incentives.

To ensure that low-income customers are receiving the full benefits of EE programs, some
states set a minimum threshold for utility spending on programs for low-income customers
or require that the sector achieve a minimum level of energy savings. States that have taken
these steps include New Jersey and Virginia, both of which have recently passed
comprehensive EE reforms that include targets for utilities to reach more low-income
customers with specialized programs (Berg et al 2020).

Regulatory Barriers to Customer Energy Efficiency Programs

Florida utilities’ low rankings and poor performance in comparison to other electric IOUs’
energy savings and program offerings are largely due to systemic barriers within the state’s
regulatory environment. Stakeholders have identified three Florida regulatory practices that
are out of standard practice for funding, developing, and implementing EE programs: (1)
unambitious and ineffective goal-setting for energy savings, (2) use of the RIM test to
evaluate cost effectiveness and screen customer programs, and (3) a minimum two-year
payback requirement for customer incentives for EE measures. We now examine and
discuss how Florida’s practices in these areas unduly restrict the funding and provision of
utility EE programs for its residents and businesses.

6
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SETTING GOALS FOR ENERGY EFFICIENCY SAVINGS

Establishing significant, measurable, and achievable goals for utilities is a critical regulatory
tool for delivering widespread energy savings. Quantitative analysis by the Brattle Group
and ACEEE demonstrates that such EE resource standards are the policy most closely
correlated with higher energy savings (Sergici and Irwin 2019; Molina and Kushler 2015). In
2019, the Florida PSC rejected proposals of 0% savings targets from three electric IOUs for
2020-2029. Instead, the PSC opted to continue with goals that were established in the 2014
goal-setting proceeding, which are 13% of 2010-2019 targets (Florida PSC 2020). These low
savings targets reflect EE’s undervaluation and the resulting underperformance of Florida’s
programs compared to other states. Further, these goals have no savings targets or
thresholds for low-income Florida residents. Without reform, Florida’s electric IQOUs will
likely continue to propose minimal spending and ignore program offerings and potential
areas that can deliver long-term value and savings.

The importance of goal setting is illustrated by recent policies enacted in Virginia and
Arkansas. Virginia passed comprehensive legislative and regulatory reforms in 2020 that set
multiyear energy savings targets for utilities, with specific measures to support low-income
customers (Berg et al. 2020). These reforms have made the state a new leader in the
Southeast in terms of EE, DSM, and clean energy policy. In Arkansas, the Public Service
Commission ordered higher EE goals (1.2% savings) than electric utilities had proposed
(1.0%) in the review proceeding for three-year program plans based on the estimated EE
potential (Arkansas PSC 2018).

COST-EFFECTIVENESS TESTING

As we noted earlier, Florida is the only state to still rely primarily on the RIM test, which
measures cost effectiveness only through EE’s impact on consumer rates rather than
accounting for its complete costs and benefits in relation to customer bills and the utility
system.5 Other states have moved away from the RIM in recent years, recognizing that it
does not appropriately value EE as a resource. Until recently, for example, Virginia was the
only other state to rely on the RIM as its primary cost-effectiveness test. In 2018, the Virginia
General Assembly adopted new rules that reduced its reliance on the test, requiring
regulators to approve programs that passed other cost-effectiveness tests even if they did
not pass the RIM test.

States have widely rejected the RIM test as a primary test for decision-making about the cost
effectiveness of utility EE programs for several reasons.

First, the RIM test does not really measure the cost effectiveness of an EE program. Rather, it
indicates the distribution of already-sunk utility system costs. That is, it treats lost sales
revenue as a cost, yet those lost revenues address costs that have already been incurred

5 A more thorough understanding of how a given program affects consumer costs would need to include three
factors: (1) a RIM test, (2) a bill impact analysis to measure the extent to which customer bills might be lowered if
they install energy efficiency measures, and (3) a participation analysis to estimate the portion of customers that
are receiving such benefits (Neme 2019). Relying on the RIM test alone will not result in the lowest costs to
consumers.
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elsewhere in the system, which typically reflect the utility’s existing fixed costs. They are not
actually a cost of delivering the EE program. For this reason, the RIM test does not reveal
whether a program is cost effective in terms of reducing total future costs below what they
would be absent the program.

Second, the RIM test can produce perverse outcomes. The more energy a program saves, the
worse it will do on the RIM test, because the test treats the lost sales revenue as a cost. A
simple exercise can demonstrate why the RIM test is an unacceptable device for measuring
economic efficiency. Assume a utility with the following typical conditions:

* An average retail rate of 9 cents

* An avoided cost of additional supply of 6 cents
* An EE program that saves electricity at a cost of 2 cents per kWh

Under the RIM test, the benefits of 6 cents would be compared to the program costs of 2
cents plus the costs of the 9 cents of lost revenue; the program therefore would be judged to
be cost ineffective, even though saving electricity in this case costs one-third of the cost of
acquiring additional electricity. So, even if the EE program is free, it would fail the RIM.

Third, it is both inconsistent and unfair to apply the RIM test to EE programs when it is not
applied to supply-side investments such as new power plants.or new distribution system
infrastructure. By definition, these supply-side investments would all fail the RIM test
because they would result in some rate increase over current rates.

All other states with utility EE programs rely on other tests— such as total resource cost or
program administrator/ utility cost tests —to estimate cost effectiveness and screen potential
programs. Dropping reliance on the RIM and using tests commonly employed by other
states would increase the cost-effective EE potential in Florida. This, in turn, would enable
Florida utilities to expand their portfolios and offer more programs and eligible measures to
their customers.

In addition to applying industry-standard cost-effectiveness tests that align with best
practices, it is also important that Florida account for the full set of benefits that result from
EE programs. While the primary benefit of efficiency from the utility’s standpoint is avoided
energy (kWh) and capacity (kW) costs, EE programs offer additional benefits to program
participants and society in general. These benefits range from improved productivity and
comfort in homes and businesses to better indoor air quality, reduced air and water
emissions due to avoided generation, improved home and property values due to increased
efficiency, job creation, public health improvements, and economic growth. Accounting for
some or all of these non-energy benefits of efficiency in cost-effectiveness tests will result in
a more complete valuation for EE programs overall.

TWO-YEAR PAYBACK SCREEN

Florida utilities apply a two-year payback screen to eliminate efficiency measures that have
a financial payback of two years or less, based on the assumption that customers will adopt
such measures on their own. These customers are known as free riders — that is, customers
who will adopt certain efficiency measures without receiving incentives or other program
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services. This treatment of free ridership is unique; most other states instead use well-
established analytical techniques, such as surveys and other types of market research (NESP
2020), to estimate free-ridership.

Florida’s payback screen blocks low-cost, easily implemented EE measures and discourages
low-income participation and investment in EE (because low-income households can often
afford only such rapid payback measures). By assuming that consumers will inevitably and
independently adopt all programs with less than a two-year payback, the Florida PSC fails
to recognize the informational, economic, and motivational barriers that might be keeping
consumers from embracing new EE technologies.

UTILITY BUSINESS MODEL

Florida's existing utility business model discourages utilities from investing in EE by treating
all energy savings as lost utility revenue. This does not need to be the case, as there are
statutory and regulatory tools that better align EE and utility business models. Three primary
types of regulatory tools exist to enable utility investment in EE:

* Program direct-cost recovery. Utilities traditionally make a profit by investing in
infrastructure and recovering those costs— plus a return on investment— through
rates charged to their customers. This is the method Florida utilities currently use to
earn a return on their efficiency spending. However, because EE reduces kWh sales,
the returns on EE investments are lower than other types of utility investments.

* Decoupling mechanisms. By decoupling utility revenues from kWh sales, regulators
can eliminate the lost revenue issue and remove the disincentive to invest in
efficiency under the current business model. Although decoupling addresses a major
barrier, utilities may need additional incentives or mandates to properly scale up EE
investments.

* Performance incentives. By tying utility profits to desired outcomes, regulators can
create an environment that encourages utilities to invest in programs that deliver
energy savings and other results. A performance incentive can make up for lost
revenue, even without decoupling revenues from sales, by increasing the utility’s
rate of return on programs that achieve certain targets for energy savings or other
types of goals.

Florida utilities are allowed to request decoupling or a lost revenue adjustment.¢ However,
they have yet to do so, and Florida regulators have not developed mechanisms for utilities
to earn a financial incentive for investing in EE. A first step to improving the utility business
model would be to develop a performance incentive for EE programs. Such incentives are
most effective when awarded according to achievement of specific program goals, typically
for total energy savings, but they may also be aligned with other outcome-related targets
such as low-income energy savings or job creation. Other states in the region, such as North
Carolina, have adopted outcome-based performance incentive mechanisms. The state’s two
largest utilities, Duke Energy Progress and Duke Energy Carolinas, have more well-
rounded EE program portfolios than Duke Energy Florida, and they are achieving close to

6 Under Florida Statute § 366.82.8 and 366.82.9
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1% annual energy savings as a percentage of sales as of 2019 (Gold et al. 2020). This savings
level is possible in Florida as well, so long as the utilities are working within a structure that
better aligns utility profits with socially and economically desirable results.

Recommendations

Effective utility EE programs rely on a standard set of policies. By adopting more
representative cost-effectiveness testing protocols, eliminating the unnecessary two-year
payback screen, and focusing on delivering a broader variety of programs— including
targeted programs for low-income customers— Florida’s regulators can enable greater
energy savings for the state’s households, businesses, and industries. Expanded EE
programs would not only directly benefit customers by reducing their energy costs, they
would benefit Florida’s economy and environment as well. Utilities can also partner with
leaders from cities and local governments to deliver targeted EE solutions as a means to
reduce costs and achieve clean energy objectives. State agencies can coordinate and support
such efforts.

To realize a much greater share of Florida’s EE potential, state regulators should change the
rulemaking process to realign policies and practices. The following changes to rulemaking
and program development would break down existing regulatory barriers and create new
opportunities for realizing FE’s many benefits:

e Set strong energy savings targets for utilities.

¢ Include specific requirements for delivery of comprehensive programs to
low-income and other underserved customer categories, such as small
businesses.

e End reliance on the RIM as the primary screen for EE cost effectiveness. For
this FEECA cycle, we recommend that the Florida PSC evaluate proposed
programs using the utility cost test results presented by utility proposals.

¢ Eliminate the two-year payback screen to increase the programs and EE
measures available to customers. Doing so will expand opportunities for
customers to benefit from EE.

Enacting changes to Florida’s screening of EE measures and programs to align with
common practices is a much-needed fundamental reform. To achieve its EE potential,
Florida needs a full and fair accounting of the benefits and costs of implementing programs.
Our recommendations above are for near-term changes that can be enacted during the
present FEECA rulemaking proceeding. For future cycles, we recommend that the Florida
PSC facilitate a robust stakeholder process to improve cost-effectiveness testing
methodologies and inputs to utility potential studies. We suggest that such a proceeding
follow the principles and practices in The National Standard Practice Manual for Distributed
Energy Resources (NESP 2020). This industry guidebook provides a set of economically
sound, politically neutral procedures and concepts for evaluating the cost effectiveness of
EE and other distributed energy programs and technologies. Different tests measure
different priorities, and Florida regulators, utilities, and stakeholders should evaluate which
testing method will align with the desired outcomes and industry best practices.
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The historically poor performance of Florida’s electric IOUs in the area of EE programs has
deprived customers of opportunities to reduce their energy costs and realize other benefits
that result from such improvements. EE programs also reduce overall utility system costs,
support job growth and economic development, and reduce carbon emissions. Compared to
other regional and national utilities, Florida’s utilities stand out for this poor performance.
Effectively addressing restrictive regulatory practices would eliminate fundamental barriers
to investing in and providing cost-effective EE programs for Florida's electric utility
customers.
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