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I am unaffiliated with any group or organization at this time.  I offer these 
comments as a veteran participant in the Ohio efficiency program efforts, going 
back to 1985.  These comments are intended to suggest areas of important value 
to Ohio utility regulators and the Distribution Utilities they regulate.  They are not 
complete in any way, and all the value that could be given here will only be 
realized if there is open dialogue among the interested parties about these 
points. 

 

To be able to consider what sort of efficiency activity is best for Ohio we cannot 
do better than to begin with a clear assessment of what was done.  From 1992 
to 1995 Ohio utilities conducted approximately $140 million worth of efficiency 
programs.  Although the programs were highly successful and saved a great 
deal of money, given that passage of the Total Resources Cost (TRC) Test was 
required for the programs as a whole, there was no specific legal provision 
other than the PUCO’s mission to ensure low cost and reliable energy service.   

There was never any formal accounting of energy or retail rate savings required 
by the PUCO.  This made it possible for critics to condemn the programs 
without addressing the benefits that had been created. 

TRC mandates a benefit to the customer base as a whole.   One aspect of TRC 
which often escapes notice is that a given efficiency technology cannot be fine-
tuned to a close fit with TRC.  Most of the equipment which is installed in any 
program using TRC is substantially more cost-effective than a break-even. 

Therefore, when the rulemaking for SB 221 began, and actually during the 
hearings prior to passage of the law, some of the more interested parties 
advocated annual reports.  Further, the retention of independent consultants 
to perform evaluation was proposed.  This adds a layer of verification.  At the 
time of rulemaking for SB 221, it was also recommended that the PUCO retain 
its own independent consultant to oversee and verify the reports of the utility 
independent consultants.   Although the PUCO has twice solicited a report of 
sorts, the consultant outright refused the task of evaluating program 
performance in the first instance, and if they did something different the 
second time I was not aware of it. 

This layering of independent consultants adds a check and balance dynamic to 
confidence in the facts of the utility consultants provide.   Obviously the SB 
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221 programs would not have been terminated in HB 6 if there had been 
confidence in or awareness of the utility consultant reports, because at the 
time of the HB 6 hearings the four Ohio utilities had reported 2018 program 
spending that was $183.9 million and cumulative spending since 2009 of 
$1.49 billion, and savings accrued in the year of 2018 of energy worth $957 
million, and cumulative savings of $5.9 billion.  These values are the actual 
reported MWh savings from the utilities’ reported first year savings, multiplied 
by an average 11 year hardware life, which is less than the respective utility 
reports assert, and multiplied by the average KWh price in Ohio in each year.  
($957 million, for example, is the sum of the savings realized in 2018 from each 
of the program years from 2009 to 2018.  Previous year savings are discounted 
by one eleventh of their total value each year to reflect a conservative value for 
lifetime savings.  In recent years the utilities have been reporting slightly longer 
lifetimes for the average program savings). 

By 2020, cumulative spending had reached approximately $1.9 billion, and 
cumulative savings from installed hardware was worth a minimum of $9.8 
billion.  These values were testified to in the HB 6 hearings.  At least one 
alternative methodology produced values that were close to these, and I urge 
people to consider that the magnitude of these savings is much more important 
than the precise values. 

Ohio’s 2009 to 2020 efficiency programs saved more than five dollars for every 
dollar spent.  In addition to the energy savings which are described above, the 
utilities all report capacity savings under the SB 221 law.   Capacity savings 
come from two major sources:   Contractual commitments by large customers 
to interrupt load on proper notice from the utilities, and efficiency program 
savings.  I am ignoring the contractual form of capacity savings in this 
discussion of efficiency program capacity savings.  In years since 2015 the 
Ohio utilities reported capacity savings in the range of 1500 to 1700 MW’s.  To 
understand the importance of this, it is necessary to recognize what is avoided 
when efficiency avoids capacity.  The cost of new generation is casually 
described as being a million dollars per MW.  But efficiency savings eliminates 
not only the need for capacity, but also the need for transmission and 
distribution capability, also generally simplified to equal in value to generation 
capacity.  And last, but not negligible, the efficiency savings avoids reserve 
margin.  In PJM reserve margin has been 18% for some years.   

A generous assessment of the economic value of eliminating 1500 MW’s of 
capacity requirements from the Ohio electric grid is $3.3 billion.   $1.5 billion 
for generation, another $1.5 billion for T&D equipment, and $300 million for 
avoided reserve margin. 
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There is absolutely no point in getting hung up on the precision of these values 
for avoided capacity.  Ohio is a deregulated state where utilities no longer own 
all their capacity.  Utility wind and utility solar costs are falling through the 
floor.  What is important though, is to recognize that whatever values are 
correct, the value of avoided capacity is not zero, it is not minor compared to 
the cost of the programs, and it does increase the total value of savings. 

One final point:   the $9.8 billion savings are a mix of savings in past years and 
in future years, from hardware already installed.  The majority of those savings 
are already historical, but some will persist until 2033 or longer.  Many of the 
industrial and large commercial hardware efficiency measures have long lives.  

The utility programs tend to provide customers with about 25% of the total cost 
of the efficiency measures.   Customers generally are not given efficiency 
hardware, but typically get an incentive to make the most efficient purchase at 
a time when they are purchasing equipment anyways. 

Opposition to utility efficiency programs is rooted in failure to understand the 
economics of the utility efficiency programs.  Critics often refer to the programs 
as a form of social welfare, in ignorance of how they work and what they do.  
Therefore the avoided capacity, quantified with care or just in general concept, 
should be understood to deliver value to program non-participants. 

Although the Ohio utilities reported various values for program participation 
from 80 to 90% of all customers over the course of 12 years, it is also 
important to understand that by providing efficiency services to schools, 
hospitals, government facilities, commercial entities such as supermarkets and 
shopping centers, and many, many more of Ohio’s industrial, commercial and 
residential customers, the savings from these programs accrue through the 
entire state economy.  Particularly, large industrial energy users who claim the 
programs do not benefit them need to recognize that their own customers are 
more able to afford their products because of these programs, and that their 
own cost of energy is lowered even when they don’t participate in the programs.  
Their own employees benefit in many ways, directly and indirectly from the 
programs. 

In hearings in 2014 a witness opposing efficiency programs testified that 
because of Ohio’s participation in the PJM markets, capacity benefits flowed 
out of the state to nearby PJM states.  This is true, but the witness deliberately 
obscured the simple fact that at the time, Ohio’s efficiency programs were 
smaller and weaker than those in Pennsylvania, Michigan, Indiana, and Illinois 
(which is part of PJM.  New York State, which PJM engages with, has some of 
the strongest efficiency programs in the U.S.   So yes, we can consider that 
capacity savings benefits flow out of the state, as long as we recognize that they 
also flow into the state from our neighbors.   
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To be clear, the effect of flow of efficiency capacity benefits is much smaller 
than the 2014 witness implied, because the capacity savings are realized in 
Ohio by Ohio based companies that pay for transmission and distribution grid 
equipment.  In fact efficiency is often targeted in specific ways to reduce 
overloading of existing equipment.  The peak coincidence of efficiency 
technology is routinely examined and considered in responsible oversight.  
Ohio utilities have been bidding avoided capacity from efficiency savings into 
the PJM capacity auctions, and monetizing these savings. 

Cost Recovery 

There are three components of cost recovery for the Ohio utility efficiency 
programs: 

Program costs including the utility share of the efficiency equipment; 

Lost distribution revenues; and 

Incentives 

The two latter categories are often lumped together as “shared savings”.  In the 
hearings on HB 6 they were also lumped together with the program costs.   
This is a false accounting, because if the programs did not produce measured 
and evaluated savings, neither Lost Distribution Revenues or Incentives would 
be recovered.   They are indeed a fraction of savings. 

From about 2013 to 2020 the PUCO allowed Ohio utilities to recover as much 
as 13% of verified net savings as incentives.  The First Energy company did not 
recover these incentives systematically, due apparently to conflicts set up by an 
inappropriate level of recovery sought in an early year due to a shortfall of the 
standard in prior years.  The other three utilities did, although the methodology 
each utility used was different, and it is unclear to me whether that was 
resolved. 

The PUCO never required the utilities to present the information about Lost 
Distribution Revenues and Incentives in clear language, nor produced any 
summary statements.  When, in recent years, a spreadsheet of total program 
costs and benefits was applied in a uniform manner an opportunity to correct 
this shortcoming was missed. 

If a full accounting were to be made of past Lost Distribution Revenues and the 
Incentives, it would be clear that the two categories together amounted to 
about 50% of program costs, and that means that together, these costs would 
have been nominally around 20% of full verified net savings.  Because they 
were in practice recovered in net present value in the year following the 
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program implementation, the cost of shared savings to Ohio ratepayers never 
exceeded 14% of verified net savings. 

To be clear, when a utility conducts an efficiency program in good faith the 
efficiency measure erodes the revenue the utility was promised in the last rate 
case.   In states where utilities are not deregulated, the lost revenues quantities 
can become quite large, even if it is a fair amount assessed on the true lost 
revenues.  Ohio is deregulated, and has correctly limited lost revenues 
collection to a proper share of variable costs for distribution.   This has made 
the amount of money returned to the utility under this calculation fair, yet 
modest in relation to total savings. 

The Incentive is the most controversial part of the efficiency program cost 
recovery.  In fact, the PUCO would be well within its legal mission to mandate 
efficiency.  But the incentive, set at 13% of verified net revenues for utilities 
which exceeded the minimum target under SB 221 as altered at various times 
by the General Assembly, produced what some independent consultants 
regarded as the second most cost-effective efficiency programs in the U.S.  The 
incentive is a rather perfect tool to give the utility a clear reason to want to 
reduce sales, to ensure that the programs are well run, to optimize cost-
effectiveness, and generally to make the efficiency programs an important asset 
for the State of Ohio. 

Because the incentive has worked so well in Ohio, it seems irrational not to 
want to continue that success.   No U.S. state has optimized efficiency on a 
regular basis.  Many utilities over the last fifty years or so have pushed 
efficiency programs well beyond the nominal 2% annual savings which was in 
the Illinois law that Ohio’s SB 221 was modeled after – for a few years during 
some sort of crisis, usually caused by nuclear plant construction failures, but 
occasionally by other problems. 

Since all four Ohio EDU’s have proven their ability to run strong and 
successful efficiency programs over 1% of energy savings per year, I would like 
to see a 13% of verified net savings incentive made the base point for any utility 
which delivers more than 1% savings from qualified and approved efficiency 
programs in a given year.  I believe a modest increase in the incentive would 
greatly increase economic benefits to Ohio, and return us to competitive status 
with the surrounding states.  I suggest 15% for savings above 1%, and 17% for 
savings above 1.5%.   There is zero downside for the ratepaying public of 
making this official PUCO policy.   I also encourage the PUCO to consider 
moderation, as opposed to no incentive, for unforeseen circumstances.  It 
seems clear to me that the incentive was withdrawn punitively in at least one 
case, and this action had an adverse reaction that didn’t serve the customers of 
the utility in question. 
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I also recognize that the regular participants in electric utility efficiency cost 
recovery matters do not have anything like a consistent or unified view of 
incentives.   That is unfortunate, and while I have tried to talk to the parties 
myself, the PUCO could reinforce basic understandings about the dollars 
involved and the conditions under which they become recoverable, to great 
effect.  Starting with lucid reporting requirements in the annual utility reports. 

Opt Out 

It may be clear by now that the concept of opting out of efficiency programs 
was the invention of a special interest group, now somewhat discredited.  It is 
especially problematic that this group was able to testify against the efficiency 
standards and present claims for unfair economic harm when the same group 
received hundreds of millions of dollars per year in special rate concessions 
under vague economic development provisions in Ohio law.  While nothing 
illegal was done, the cost of these special rates was passed on to other 
customers, apparently in the same rider as efficiency or renewable program 
costs were recovered, and falsely included as the costs of those programs at 
certain times by certain parties. 

As long as an efficiency measure or program or group of programs passes the 
Total Resources Cost Test, the efficiency measure or program or programs is 
the utility’s lowest cost resource for electricity service.  That is basic math, 
compounded in fact by the fact that it is impossible to pass TRC by a thin 
margin, and all the utilities pass it by massive excessive margins that result in 
five or more dollars being saved for every dollar spent. 

Therefore, the inclusion of efficiency program costs in all ratepayer rates is a 
matter of economic convenience in the book keeping, and not an imposition of 
cost on any one customer.   If a power plant is allowed to put power into the 
grid, it is allowed because it is a more cost-effective resource, and the cost of 
that plant is blended with the cost of all other electricity.  Similarly, 
transmission and distribution capacity is scrutinized by regulators, and 
allowed into rates.  Efficiency costs vary from year to year, especially under 
Ohio’s weird step-up from 2009 to 2014 and like many other aspects of utility 
cost recovery, a rider is more appropriate than rate inclusion or a pass-
through. 

But even if specific customers had not been given massive discounted rates, 
they would have lower rates because of the customer class they were in.  Ohio 
has always allocated efficiency program costs to the customer class to which 
they were delivered and this is fair and effective.   But allowing a specific 
customer to choose not to pay those rates is a subsidy, and fairness is not 
achieved by allowing special groups to choose not to pay for services that 
benefit all customers.  If the PUCO and the General Assembly want to 
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perpetuate corporate welfare in Ohio they should be open and above board 
about it.  The recipients should be publicly identified every year and the 
amounts of the public largesse should be identified every year. 

There is no purpose served by an opt-out provision for efficiency programs 
except to weaken the economic health of Ohio citizens, businesses and 
industry.    

Again, this is not a widely recognized truth.  It is, however, good math.   The 
PUCO could go very far toward making it better recognized by putting economic 
principles into clear dollars and giving the public access to things they have 
paid for and are paying for. 

In closing, in late 2017 the cost of utility scale wind and utility scale solar 
generation dropped about 40%, globally.   This made new utility scale wind and 
utility scale solar farms the cheapest source of new generation anywhere in the 
world, and substantially cheaper than most of the existing fossil and nuclear 
generation everywhere in the world. 

Ohio ranked near the top of manufacturing states for wind, solar and efficiency 
technology, and had 103,000 jobs in those fields, including many of those jobs 
for efficiency program installation activities.   

The rest of the world is not waiting for Ohio, and the U.S. is losing market 
share to other countries which recognize the importance of clean energy 
development to the 185 countries in the world which do not have enough fossil 
fuels to export a large share of what they consume. 

HB 6 was a tragic insult to the people and the businesses and the industry of 
this state.   

It should be noted that 12% of Ohio citizens, businesses and industry are 
served by public power entities who are not affected by the SB 221 efficiency 
standards.  These customers have been able to piggyback on the efficiency 
programs conducted by the EDU’s with proper allocation of costs to the public 
power entities.  Because there is no reporting requirement for the public power 
entities we do not know what specific costs and savings have occurred.  But 
the interaction between the EDU’s and the 83 or so public power utilities has 
been beneficial for all. 

I would fully support an efficiency program standard which was not mandatory 
(prior to HB 6 the efficiency programs had no penalties for failure).  The PUCO 
has implemented such programs in the past, and can do so again.  But to do it 
right, we need to get important parts of the picture into clear focus. 
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A voluntary efficiency program requires an incentive to be strong and cost-
effective. 

Independent consulting is required to ensure that verification is done, and the 
PUCO MUST retain its own qualified independent consultant to review the 
work of the four EDU’s consultants to produce a check and balance 
relationship that would give the public assurance that these programs are in 
the best interests of all parties. 

No opt out should be considered.   No cap on spending should be considered.  
No spending should be permitted unless the overall program passes TRC.  It is 
not rational to cap spending on money that provides a guaranteed return that 
is five or more times the spending.  Ohio would be making an error to cap any 
spending that was even modestly greater than TRC.   

Ohio utilities have conducted programs for low income customers and other 
special situations that did not pass TRC.  These programs were actually likely 
to have been cost-effective, but the mode of reporting used by the utilities did 
not capture all the benefits for the low income programs, and it was considered 
to be easier to approve the programs as part of a larger group of programs 
which did pass TRC. 

People have spoken about “modified TRC” and modifying some of the other 
economic tests used by efficiency program managers over the years.  These 
modifications can be interesting, and might be useful, but they do not 
substitute for the basic evidence that TRC provides which is that the program 
or measure provides a net benefit to the customer base as a whole.  That is, 
was and should be the overarching consideration for Ohio regulators and 
lawmakers as we consider this set of issues going forward. 
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