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I.
SUMMARY


Through this Notice, we initiate an inquiry to obtain information and viewpoints regarding whether there is a need to provide different or additional financial incentives to the State’s transmission and distribution (T&D) and natural gas utilities to encourage customers to use energy more efficiently. 

II.
BACKGROUND


A.
American Recovery and Renewal Act


This Notice of Inquiry stems from provisions in the American Recovery and Renewal Act of 2009 (ARRA) that make conservation and energy efficiency monies available to the states after certain conditions have been met. Specifically, the ARRA provides that, as a prerequisite to receiving funds:

The applicable State regulatory authority will seek to implement … a general policy that ensures that utility financial incentives are aligned with helping their customers use energy more efficiently and that provide timely cost recovery and a timely earnings opportunity for utilities associated with cost-effective measurable and verifiable efficiency savings, in a way that sustains or enhances utility customers’ incentives to use energy more efficiently.

American Recovery and Reinvestment Act of 2009 § 410(1). With respect to electricity and gas conservation programs administered in Maine, Governor Baldacci requested by way of a letter to the Commission dated February 27, 2009, that the Commission undertake such an investigation with respect to Maine’s T&D and natural gas utilities. 

With the instant Notice of Inquiry, we solicit input and comments from interested persons on whether, under Maine’s current programs, utility financial incentives and ratemaking mechanisms are adequately aligned to encourage customers’ use of energy more efficiently and provide timely recovery of utility costs. In addition, we seek comment on the extent to which Maine should implement alternative rate structures or other incentives that would encourage efficiency measures by Maine’s electricity and gas consumers while giving adequate assurances and revenue returns to utilities. 

B.
Financial Incentives for Efficiency Measures among Maine’s T&D Utilities 

There are a variety of ratemaking mechanisms intended to better align a utility’s financial interests with customers using energy more efficiently. Utilities generally have a financial disincentive to promote reduced energy consumption because their revenue (and profits) are a result of the amount of sales. Ratemaking mechanisms that can address this disincentive include revenue decoupling (severing the link between a utility’s revenues and its sales), lost revenue adjustment (that replaces revenue lost due to efficiency programs), program cost reconciliation, and a fixed cost rate design. Over the years Maine, has considered and implemented a variety of initiatives to address issues of utility financial incentives.

In 1991, Maine became one of the first states to implement a revenue decoupling mechanism when the Commission adopted a three-year trial program for CMP (referred to as “Electric Revenue Adjustment Mechanism” or “ERAM”). Investigation of Chapter 382 Filing of Central Maine Power Company, Order, Docket No. 90-085 (May 7, 1991). CMP’s ERAM, however, quickly became controversial due to the start of a serious recession that resulted in lower sales levels, resulting in substantial revenue deferrals that CMP was ultimately entitled to recover. The consensus at the time was that only a very small portion of this amount was due to CMP’s conservation efforts and that the vast majority of the deferral resulted from the economic recession. Thus, ERAM was increasingly viewed as a mechanism that was shielding CMP against the economic impact of the recession, rather than providing the intended energy efficiency and conservation incentive impact. Maine’s experiment with revenue cap regulation came to an end on November 30, 1993 when ERAM was terminated by stipulation of the parties. Id.
The Commission continued to consider mechanisms to address financial incentive issues, which included the adoption of ratemaking mechanisms as part of CMP’s alternative rate plans. Under these plans, CMP was allowed to defer for future recovery all costs of implementing energy efficiency programs.

With the restructuring of Maine’s electric industry (which prohibited Maine’s utilities from providing generation service), the Legislature addressed the inherent financial disincentive with respect to energy efficiency by removing the utilities’ obligation to conduct programs and transferring the obligation to a governmental entity (first the State Planning Office and later the Commission).  35-A M.R.S.A. §§10001-10008.
In the early 2000s, the Commission conducted a proceeding for all three investor-owned utilities to consider moving to a more fixed price or demand charge rate design. See Maine Public Utilities Commission, Investigation of Rate Design of Transmission and Distribution Utilities, Docket No. 2001-245. The matter became controversial in that a more fixed rate design would result in negative rate impacts for customers that use relatively less electricity and a reduced incentive for customers to reduce their usage of electricity.
In more recent years, the Commission has conducted two investigations into alternative rate designs and their influence on T&D utilities’ incentives toward energy efficiency. In a February 2004 Report to the Legislature, the Commission concluded that it did not appear that utilities had a significant opportunity to blunt the effectiveness of efficiency and conservation programs in Maine, especially since those programs were removed from utility control. The Commission noted that, while there were a number of tools available to the Legislature and the Commission that could have lessened the remaining utility incentives to frustrate conservation efforts, these tools were likely to have ancillary consequences that could have, in the Commission's view, created substantial adverse effects. For these reasons, the Commission did not recommend any major revisions to Maine's regulatory policies concerning utility incentives and conservation. See Maine Public Utilities Commission Report on Utility Incentives Mechanisms for the Promotion of Energy Efficiency and System Reliability Presented to the Utilities and Energy Committee, February 1, 2004 (February 2004 Report).
In a January 31, 2008 report to the Legislature, the Commission, along with the Office of Energy Independence and Security and the Office of the Public Advocate (the Agencies) concluded that efficiency rate incentives for T&D utilities are less likely to be beneficial in Maine, given that our T&D utilities no longer run Maine’s electric efficiency programs and that the risk of implementing such incentives may do more harm than good. See Report on Revenue Decoupling for Transmission & Distribution Utilities Presented to the Utilities & Energy Committee by the MPUC, OPA and OEIS, January 31, 2008. The report noted that development of any new ratemaking approach comes with the possibility of serious unintended consequences (as occurred with Maine’s experiment with ERAM mentioned above) and that ratepayers can be seriously harmed by the unforeseen impacts of alternative ratemaking approaches. Accordingly, the Agencies recommended that policy makers carefully consider the problem that any new regulatory scheme was intended to address, and weigh the importance of addressing that problem with negative aspects and the prospects for unforeseen difficulties. The Agencies went on to say that serious consideration of potential benefits should occur before adopting a ratemaking approach that could substantially diminish the desire of utilities to minimize their rate levels. They suggested that any consideration should take into account that Maine’s utilities were no longer obligated to engage in energy efficiency activities which reduced the need for and potential benefits of a decoupling regulatory structure. Id.
Maine’s electric efficiency programs continue to be managed and implemented almost entirely by Efficiency Maine rather than by the T&D utilities. There are currently bills before Maine’s Legislature that propose to change the entity administering electricity energy conservation programs and/or merge Efficiency Maine’s administrative responsibilities over electricity conservation programs with a newly created entity. These bills also seek to access additional sources of funding for conservation programs and alter the mechanisms for administering current funding. Despite the potential for organizational changes to Maine’s electric efficiency programs and their access to other sources of funds, the State’s efficiency programs are likely to continue to be administered by entities other than the State’s T&D utilities.

C. Financial Incentives for Efficiency Measures among Maine’s
Natural Gas Utilities

With respect to Maine’s natural gas utilities, utilities that serve 5,000 or more residential consumers are required by law to offer cost-effective conservation programs designed to promote the efficient use of natural gas, increase consumer awareness of cost-effective options, create more favorable market conditions for the increased use of efficient products and services, and promote sustainable economic development and reduced environmental damage. 35-A M.R.S.A. § 4711. The Commission’s rule governing natural gas efficiency program requirements sets goals for the programs, ensures their cost effectiveness, and allows recovery for the programs costs through an annually adjusted rate. See Chapter 480 of the Commission’s rules.
          

Unitil d/b/a Northern Utilities, the State’s only natural gas utilities that serves more than 5,000 residential customers, currently offers its customers seventeen (17) gas conservation programs. Northern’s rebate programs are designed to offset added costs associated with installing high efficiency natural gas-fired equipment in retrofit and new construction applications. The second type of program consists of weatherization and energy efficiency consulting services. Northern’s programs incorporate and promote market transformation initiatives, increase consumer awareness, facilitate contractor training, introduce new, high efficiency technologies and practices, and provide overall energy efficiency stewardship to customers. Northern’s programs are offered to all firm sales and transportation customers, both residential and commercial. See the PUC’s most recently adopted terms and conditions provisions meant to provide the appropriate efficiency incentives under Docket Number 2008-431, approved on October 28, 2008.  

Northern spent approximately $442,000 on programs between May of 2007 and April of 2008 to serve 599 participants. The surcharge to cover program costs in 2007-2008 was approximately 2.0 cents per 100 cubic feet for residential customers, or about $2.00 per month on the average monthly residential gas bill to support conservation programs. Northern recovers all of its gas commodity and capacity costs through a reconciling seasonal cost of gas rate, regardless of conservation-related demand fluctuations.  See 35-A MRSA §4703 and Chapter 430 of the Commission’s Rules.
III.
REQUEST FOR COMMENTS


The Commission requests information and comments of interested persons on the following items and on any other relevant matter.  The Commission asks that information and comments be submitted by June 19, 2009.
  Interested persons may file responsive comments by July 3, 2009.  The Commission will provide notice of any future steps in this inquiry to all persons who file comments or who request to be placed on the service list for this proceeding.

1) Under current circumstances and in light of the Commission’s recent discussions in reports to the Legislature, please discuss whether there is a need for Maine to implement alternative rate structures or other incentives for T&D utilities that would encourage energy efficiency measures by consumers.  If so, please specifically discuss (in light of the circumstance in which utilities do not operate efficiency programs) the actions or inactions of utilities that warrant the adoption of incentive ratemaking mechanisms.  Please also discuss the particular ratemaking mechanism that is recommended and how the mechanism would address specific incentive issues. 

2) Are there rate design or ratemaking techniques that were not considered in the prior investigations into efficiency incentives for Maine’s electricity utilities that could provide substantial benefit to the State? If so please describe in detail and provide specific examples of how these techniques will work in practice.

3) Are there unintended consequences to implementing alternative rate structures or other efficiency incentives for T&D utilities that were not considered or not adequately considered in the Commissions prior investigations, and the CMP ERAM case? Please describe the unintended consequences in the context of the rate design approach they result from.

4) Does the current cost recovery surcharge for Maine’s large natural gas utilities adequately align their financial incentives with helping their customers use energy more efficiently? If not, why? 

5) Should conservation program requirements apply to all of Maine’s natural gas utilities regardless of size?

6) Are there other alternative or additional incentive rate designs that may improve Maine’s large natural gas utilities’ support for efficiency programs? Please describe in detail, with a clear explanation of how the incentive proposed would provide an incremental benefit over the current incentive structure. 

IV.
SERVICE

This Notice of Inquiry will be sent to interested persons, which include, all transmission and distribution utilities, natural gas utilities, Independent Energy Producers of Maine, Natural Resource Council of Maine, Environment Northeast, Conservation Law Foundation, Industrial Energy Consumers Group, Office of Energy Independence and Security, and the Office of the Public Advocate. 
Dated at Augusta, Maine, this 20th day of May, 2009.

BY ORDER OF THE COMMISSION

_______________________________

Karen Geraghty

Administrative Director

COMMISSIONERS VOTING FOR:
Reishus



Vafiades


Cashman

� All comments filed in this Inquiry will be posted on the Commission’s virtual case file, � HYPERLINK "http://www.maine.gov/mpuc" ��www.maine.gov/mpuc�, through reference to Docket No. 2009-159.
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