Wisconsin Global Warming Task Force
Conservation and Energy Efficiency Workgroup Policy Option:
Enhanced Energy Efficiency Program

1. Workgroup: Conservation and Energy Efficiency
2. Policy Name: Enhanced Energy Efficiency and Conservation programs (aka public benefits)

3. Policy Type: Regulation (including innovative ratemaking policy to remove barriers for utilities). This
is a significant change in the focus of the current program from one of a spending cap (as a
percent of revenue) to one of a savings goal (as a percent of load).

4. Affected Sectors, Sub-Sectors and/or Entities: Electric and Natural Gas providers and propane and
fuel oil providers for water and space heat.

5. Estimated Greenhouse Gas Emissions Reduction Impact: (Relevant target year(s) should be
selected based on timing of measure, with reductions estimated as of that year(s) and not on a
cumulative basis, in comparison with a rough cut business as usual scenario. WRI will assist in
this task. Later in the process, reduction estimates will be refined based on Reference Case
developed for the Task Force.)

The goal of this policy is to reach 1990 levels of CO2 by 2020 in electric load and natural gas
use. Using a statewide public benefits program, we recommend that reduction to 1990 levels of
CO2 be reached in large part by energy efficiency and conservation, as well as additional
measures such as innovative tariffs, and consumer education and outreach. Such additional
measures will be described in other policies but will serve as a support for success of this policy.
Assuming a BAU electric load growth rate of 1.5-2.35%, and no natural gas growth, the statewide
public benefits programs should reduce 1.5 percent of electric load and 1.0% of natural gas load"
after a 3-4 year ramp up period. The utilities and PSCW should be given flexibility to be
innovative in reaching these goals. Actual budgets should be determined periodically by the
PSCW in a contested case hearing process. Annual targets should be established over a program
period (e.g. 3-4 years) as the “average” annual savings to be achieved during that period to allow
program flexibility as conditions may change over a program period.

6. Estimated Costs: (Rough estimate of administrative costs and other material costs such as electric
rate impact, for same years as selected for GHG reduction impact.)

The state is currently spending 1.2% of electric and natural gas revenues on this effort as well as
some additional funds for utility sponsored programs, tariff initiatives and other technical
assistance. On average, we should be reserving approximately 3.0 to 3.5% of total electric utility
revenues and 1.2 to 1.75% per year of natural gas revenues. Actual budgets should be determined
periodically by the PSCW in a contested case hearing process. (As a comparison, currently, we
expect 1.2% of revenue to result in a reduction of up to about 0.4-0.5% of electric load and about
0.3% of natural gas load). Such hearings should include development of incentive mechanisms
for utilities and other so-called “decoupling” strategies to provide adequate shareholder and
ratepayer benefits. Such incentives will help insure the success of a significantly larger effort.

! This is consistent with the Governor’s Midwest Gas Initiative which has proposed a reduction of 1.0% of load
starting in 2009.



Costs of this policy should be compared to the cost of BAU which would include building new
generation and paying for the associated fuel. These estimates assume that innovative rate design
and consumer education and outreach will be implemented to help achieve the desired results.

7. Specific Description of Policy Proposal: (Description should be specific, including material terms so
that people understand what is being agreed upon; however, legislative or regulatory language
should not be drafted.)

In order to maximize the result of this effort, we should accomplish these steps during the ramp-

up period:
= Study best practices in other areas to transfer to Wisconsin as program grows.

= Utilities and PSCW will provide leadership in determining the best portfolio of
approaches to reach 1.5% and 1.0% in annual load reduction for electric utilities and
natural gas respectively using efficiency as a resource. PSCW will approve plans in
contested case hearing every 3-4 years.

= Research the gap between the achievable and economic potential of energy efficiency and
how consumers and businesses make energy decisions. Broaden the existing Potential
Study to inform whether higher targets of sales reduction would be appropriate in 2012 or
later.

= Create programs that will increase awareness, understanding and participation through
public campaigns, education, and outreach. Coordinate efforts with broader public
campaign to reduce carbon footprint. (Described in separate policy recommendation)

= Create programs of recognition and incentives for the most effective results.

= Create a scorecard of achievement for the state, by sector or by utility or other geographic
division or affinity group.

= Integrate individual utility efforts with statewide public benefits programs

= Create new ratemaking approaches to decouple sales from profits for utilities.

8. Timetables, Duration and Stringency Option: (When will the measure take affect, how long will it
last, how stringent will it be over time?)

This will take effect as soon as the PSC receives permission from Joint Finance to change the
current investment amount and hold a hearing. Earliest possible date is calendar year 2009.
Preparation (as listed above) can begin in 2008. A suggested ramp-up period for savings targets
for the purpose of modeling results is as follows. A more detailed summary of costs and results
follows this policy description.

Energy Savings Targets During Ramp-up (as % of load)

Electric Est. Costs (% of Rev) Natural Gas Est. Costs (% of Rev)
2009 0.75% 2.0% 0.5% 2.0%
2010 1.0% 2.5% 0.75% 2.5%
2011 1.25% 3.0% 1.0% 3.0%
2012 1.5% 3.5% 1.0% 3.0%

2013-2020 savings targets remain at 2012 percentage levels unless PSCW increases targets for
the 2013-2020.

Notes: Actual budgets should be determined periodically by the PSCW in a contested case
hearing process. Actual budgets in the 1990s were significantly higher than they are
today, so these levels of effort are not wholly untested in Wisconsin.
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9. Explanation of Rough Estimate of GHG Reductions: (Concise, transparent and well-referenced
explanation of estimate of GHG emissions reduction estimate for years selected, including
description of important assumptions. Final number should be in million metric tons of COzor

other GHG.)

Using a baseline of about 55 million tons in 1990, and 69 million tons in 2006, this statewide
effort should reduce CO2 to 1990 levels by 2020 if the growth rate is in the lower end of the BAU
range (Carbon baseline numbers to be confirmed by WRI calculations) and if other tariff based
programs and utility efforts as well as outreach and education efforts are coordinated with
statewide programs.

10. Rough Estimate of Costs for Selected Years: (Concise, transparent and well-referenced
explanation of estimates of administrative cost of policy for designated years and other key
material costs that should be considered by the Task Force.)

Administrative costs are included in program cost estimates shown in paragraphs 6 and 8 and in
attached summary. Administrative costs include program oversight, as well as measurement and
verification of results.

11. Barriers to Implementation: (Description of barriers to implementation identified for policy,
including technological, political and financial barriers, and where possible, recommendation on
how to overcome these barriers.)

Customer participation is the largest barrier. We must be more innovative in investing in energy
efficiency, using a best practice approach and an increased amount of customer education and
outreach, as well as an integrated customer approach rather than a program approach. This
requires long-term program and technological R&D to better design programs.

12. Other Factors: (Where relevant, identify potential duplication with other policies that may be
recommended and other policy interaction issues which group believes the Task Force should be
aware of.)

It is important to emphasize that this new savings approach is a major departure from the current
spending approach. The goals are set considerably higher than current program goals (but not
higher than achievements set in the state’s earlier conservation programs in the 1990s) and
therefore must rely on state-of-the-art programs as well as a portfolio of other initiatives
(innovative tariffs, and consumer education and outreach, etc.) to motivate increased participation
and success. The cost figures may represent a modest increase in rates but should result in a
decrease in usage for participating customers. Over the course of the program, participants in the
program are likely to experience lower bills despite the modest addition to rates Similar increases
in load reduction targets and energy efficiency efforts and funding levels should be set for all
energy utilities, municipal utilities, and electric cooperatives to ensure equity and maximize GHG
reductions. Equitable participation by large energy customers in the program both as to benefits
and costs is also recommended and required in order to meet the established targets. Homes and
businesses that use propane and fuel oil for space and water heating will be included in this
expanded program provided an additional funding source is obtained to cover these fuel sources.

Overall costs of the program should include the net positive benefit of jobs created in the state.
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The costs and projections will depend on the speed of implementation of other initiatives such as
building codes, appliance standards, implementation of low carbon generation sources, energy
intensity of businesses, and actual underlying growth rates. This policy assumes that the adoption
and implementation of building codes will increase according to the policy recommendation (See
separate building code policy.) The Enhanced Energy Efficiency Program would focus on
providing incentives only for buildings more efficient than the most recently adopted code.

Wisconsin should continue and expand its initiatives for improved programs and R&D with other
regional entities. This recommendation makes no assumptions about PHEVs. Any strategy or
recommendation that adds a significant amount of PHEV should separately address carbon effects
particularly on base load coal

Statewide Energy Efficiency Program
Page 4 of 5



Conservation and Energy Efficiency Work Group Draft Templates

Wisconsin Task Force on Global Warming
Conservation and Energy Efficiency Work Group Policy Option:

Enhanced Energy Efficiency Program
(Updated 1/11/08)

1. Workgroup: Conservation and Energy Efficiency
2. Policy Name: Enhanced Energy Efficiency and Conservation Programs (aka public benefits)

3. Policy Type: Regulation (including innovative ratemaking policy to remove barriers for
utilities). This is a significant change in the focus of the current program from one of a
spending cap (as a percent of revenue) to one of a savings goal (as a percent of usage).
The savings goal is measurable through an independent verification process.

4. Affected Sectors, Sub-Sectors and/or Entities: This includes all retail sales by electric and
natural gas providers. Programs may include the following: introduction of new efficient
technologies, promotion of current appropriate technologies, technical assistance,
education, outreach and research, elimination of wasteful use, and customer-sited
renewable technologies.

5. Estimated Greenhouse Gas Emissions Reduction Impact:

Greenhouse gas emissions reduction can be achieved from energy efficiency and
conservation, as well as from additional measures such as innovative tariffs, and
consumer education and outreach. Such additional measures will be described in other
policy templates but will serve as a support for success of this policy. A statewide public
benefits program with additional support from innovative tariffs, education and outreach
can reduce 2.0 percent of electric load and 1.0% of natural gas load" by 2015 after a ramp
up period. This represents a reduction in GHG of 14 million metric tons over the
BAU case by the year 2020. The utilities and PSCW should be given flexibility to be
innovative in reaching these goals. Actual budgets and program/sector priorities should
be determined periodically by the PSCW in a contested case hearing process to provide
opportunities for public input. In particular, the ramp-up to 2% in 2015 should be
verified with a new efficiency potential study prior to 2015. Increases in the natural gas
target should also be studied.

Annual targets should be established over a program period (e.g. 3-4 years) as the
“average” annual savings to be achieved during that period to allow program flexibility
as conditions may change over a program period. The most important element of this
proposal is to move toward a level of savings that exceeds the underlying growth rate so
that carbon reductions are sustainable. Several states have adopted a 2% of usage target,
after a ramp-up period. It is widely believed that this is an achievable and perhaps

! This is consistent with the Midwest Governor’s agreement to reduce electric load by 2% per year and the
Governor’s Midwest Gas Initiative which has proposed a reduction of 1.0% of natural gas load starting in 20009.
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conservative goal given the cost of carbon reduction alternatives.? For purposes of the
estimates in this template, it was assumed that the underlying growth rate for electricity is
1.8%. No growth for natural gas is assumed.

6. Estimated Costs:

The state is currently spending 1.2% of electric and natural gas revenues on this effort
plus additional funds for utility sponsored programs, tariff initiatives and other technical
assistance. On average, we should be reserving 3.5 to 4.25% of total electric utility
revenues and up to 3.0% per year of natural gas revenues. Actual budgets should be
determined periodically by the PSCW in a contested case hearing process. (As a
comparison, currently, we expect 1.2% of revenue to result in a reduction of up to about
0.4-0.5% of electric load and about 0.3% of natural gas load). Such hearings should
consider development of incentive mechanisms for utilities and other so-called
“decoupling” strategies to provide adequate shareholder and ratepayer benefits. Such
incentives will contribute to the success of a significantly larger effort. Costs of this
policy should be compared to the cost of BAU which would include building new
generation and paying for the associated fuel. These estimates assume that innovative
rate design and more comprehensive consumer education and outreach will be
implemented to help support and achieve the desired results.

7. Specific Description of Policy Proposal:

In order to maximize the result of this effort, we should accomplish these steps during the
ramp-up period:

A Study best practices in other areas to transfer to Wisconsin as program grows.

A Utilities and PSCW will provide leadership in determining the best portfolio of
approaches to reach 2.0% and 1.0% in annual usage reduction for electric utilities
and natural gas respectively using efficiency as a resource. PSCW will approve
plans in contested case hearings every 3-4 years with opportunity for public input.

A Research the gap between the achievable and economic potential of energy
efficiency and how consumers and businesses make energy decisions. Broaden
the existing Potential Study to inform whether higher targets of usage reduction
would be appropriate and cost effective compared to the cost of energy.

A Create programs that will increase awareness, understanding and participation
through public campaigns, education, and outreach. Coordinate efforts with
broader public campaign to reduce carbon footprint. (Described in separate policy
recommendation)

Create programs of recognition and incentives for the most effective results.
Create a scorecard of achievement for the state, by sector or by utility or other
geographic division or affinity group.

A Integrate individual utility efforts with statewide public benefits programs

A Create new ratemaking approaches to decouple sales from profits for utilities.

T >

2 See for example the most recent McKinsey study at
http://www.mcKkinsey.com/clientservice/ccsi/pdf/US ghg_final report.pdf
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A Incorporate appropriate policies/initiatives to ensure that very price-sensitive
customers including limited-income and large customers with significant usage
and who operate in very competitive markets can participate in cost-effective
energy conservation and efficiency opportunities without adverse impacts. An
ultimate benefit of cost-effective energy conservation and efficiency is to increase
the productivity and competitiveness of Wisconsin businesses to maintain a strong
economic environment. Achieving that benefit requires a consideration of both
short and long run impacts from expanded actions to reduce GHG emissions
including through energy conservation and efficiency.

8. Timetables, Duration and Stringency Option:

2009
2010
2011
2012
2013
2014
2015

This will take effect as soon as the PSC, after hearing, approves a new investment level
and Joint Finance Committee review. Earliest possible date is calendar year 2009.
Preparation (as listed above) can begin in 2008. Actual ramp-up periods and investment
amounts should be determined in a contested case hearing process. For purpose of
modeling this recommendation, a suggested ramp-up period for savings targets is shown
in the following chart.

Proposed Energy Savings Targets During Ramp-up (as % of load)

Electric Est. Costs (% of Rev) Natural Gas Est. Costs (% of Rev)
0.75% 2.0% 0.5% 2.0%
1.0% 2.5% 0.75% 2.5%
1.25% 3.0% 1.0% 3.0%
1.50% 3.5% 1.0% 3.0%
1.75% 3.75% 1.0% 3.0%
1.75% 3.75% 1.0% 3.0%
2.0% 4.25% 1.0% 3.0%

2016-2020 savings targets remain at 2015 percentage levels unless PSCW increases targets.

Notes: Actual budgets should be determined periodically by the PSCW in a contested case

hearing process with opportunity for public input. Actual budgets in the 1990s were
significantly higher than they are today, so these levels of effort are not wholly untested
in Wisconsin.
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9. Explanation of Estimate of GHG Reductions:

This statewide effort should reduce CO2 by 14 million metric tons over BAU case in
2020. This assumes that we are able to achieve returns to scale with efficiency spending
due to implementation of other tariff based programs and utility efforts as well as
comprehensive outreach and education efforts that are coordinated with statewide
programs. This includes a significant improved customer information and behavior
initiative to increase participation in programs. These efforts will help to reduce the gap
between the “achievable” and “economic” potential for energy efficiency as a resource.
Coordination with other states in the region would also help in achieving more
sustainable, widespread reductions.

10. Approximation of Costs for Selected Years:

Administrative costs are included in program cost estimates shown above.
Administrative costs include program oversight, as well as measurement and verification
of results. By 2012, we should be collectively spending about $285 million per year on
electric and natural gas efficiency programs and by 2020 we should be spending
approximately $380 million per year. If the underlying growth rate is less than the
targeted usage reduction due to efficiency, this level of investment could be relatively
stable over time. If the underlying growth rate is higher than the targeted usage
reduction, the cost to reduce 2 percent of load will be greater and increasing over time.
The numbers in this analysis assume a 1.8% growth rate in electric use. The following
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chart shows the approximate cost structure for three spending scenarios. The scenario
recommended in this template is one that ramps up to 2% of usage by 2015.
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11. Barriers to Implementation:

Customer participation is the largest barrier. We must be more innovative in investing in
energy efficiency, using a best practice approach and an increased amount of customer
education and outreach, as well as an integrated customer approach rather than a program
approach. This requires long-term program and technological R&D to better design
programs.

While cost-effective energy efficiency provides significant benefits to society and
participating customers, increased short-term rates from increased energy efficiency
budgets (as well as other costs causing rates to increase) can cause concerns, especially
for limited-income customers and large customers with substantial usage who operate in
very cost competitive markets. Actions to mitigate adverse impacts from increased
funding for the Enhanced Energy Efficiency program while maintaining the opportunity
to achieve cost-effective savings should be pursued including: (1) the continuation of an
effective “self-direction” option that encourages large customers to pursue their own
significant cost-effective savings opportunities that can be credited toward their overall
contribution requirement for the Enhanced Energy Efficiency program and (2) the
creation of a “large customer” advisory group for the Focus on Energy program to help
develop and target effective programs to best achieve the diverse savings opportunities
and needs of such large customers. Integrating Focus actions with opportunities for
potential productivity improvements and meeting emission reduction requirements
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through a ‘single stop” process offered with other federal/state entities or public-private
partnerships should also be encouraged for such large price-sensitive customers.

12. Other Factors:

Savings versus Spending. It is important to emphasize that this new savings target
approach is a major departure from the current spending target approach. The goals are
set considerably higher than current program goals (but not higher than achievements set
in the state’s earlier conservation programs in the 1990s) and therefore must rely on state-
of-the-art programs as well as a portfolio of other initiatives (innovative tariffs, and
consumer education and outreach, etc.) to motivate increased participation and success.
The cost figures may represent a modest increase in rates but should result in a decrease
in usage for participating customers. Over the course of the program, participants in the
program are likely to experience lower bills despite the modest addition to rates. Similar
increases in usage reduction targets and energy efficiency efforts and funding levels
should be set for all energy utilities, municipal utilities, and electric cooperatives to
ensure equity and maximize GHG reductions. Equitable participation by large energy
customers in the program both as to benefits and costs is also recommended and required
in order to meet the established targets. Large customers can also provide a very cost-
effective opportunity to attain significant GHG emission and energy use reductions and
therefore are important contributions to the Focus objective of maximizing cost-effective
savings at the “least cost”. Specific program strategies to address needs of all customer
classes should be developed in a process that allows public participation. Savings should
be verified by independent 3rd party measurement and verification to ensure their
resource value

Job Creation. The program will also create a net positive benefit due to jobs created in
the state. Using Focus on Energy metrics, new jobs due to implementation of efficiency
programs will be approximately 6,000 per year after the ramp-up period.

The costs and projections will depend on the speed of implementation of other initiatives
such as building codes, appliance standards, implementation of low carbon generation
sources, energy intensity of businesses, and actual underlying growth rates. This policy
assumes that the adoption and implementation of building codes will increase according
to the policy recommendation (See separate building code policy.) The Enhanced Energy
Efficiency Program would focus on providing incentives only for buildings more
efficient than the most recently adopted code.

Wisconsin should continue and expand its initiatives for improved programs and R&D
with other regional entities.

Comparison of this recommendation to recent estimates of potential.

The Energy Center of Wisconsin conducted a study in 2005 of the achievable potential
for energy efficiency and customer-sited renewable technologies in Wisconsin. The term
“achievable” was meant in the study to connote a level of adoption of economic
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technologies and initiatives similar to those observed under past programs that featured
rebates, incentives, technical assistance and the like. The measure of achievable potential
also recognizes that consumers and businesses simply do not implement all cost effective
energy efficiency or behavior change strategies. This is reflected in program
participation rates that reflect past practices.

The scope of the 2005 study excluded any initiatives or efforts to combine programs with
innovative rate structures as these were not included under the public benefits umbrella.
Estimates were made based on programs and approaches which were similar to those
currently used by the public benefits program (or “tried and true”). The scope of the
study also excluded any efforts or initiatives that were not currently within the purview of
the current program.

In any potential study, the price of electricity will determine the level of economic or cost
effective efficiency investments. The data used in the 2005 study was “pre-Katrina” and
did not reflect subsequent natural gas price increases. Natural gas prices affect both
natural gas efficiency opportunities as well as opportunities in the electric sector where
natural gas is used for generation. This means that the 2005 estimates were understated
due to the price changes immediately after the report was final.

Further, the 2005 study did not made a separate estimate of “economic” potential. The
estimate proposed in this template is likely to be less than the economic potential, but
more than the so-called business as usual “achievable” potential. The reason that this is
possible is the proposed combination of a number of efforts to support and enhance a
statewide program (innovative tariffs, and consumer education and outreach). In addition,
the adoption of a proposal to address utility incentives (sometimes referred to as
decoupling) can also enhance the level of achievable potential beyond recent estimates.

Future Potential Studies. Future potential studies should incorporate a number of scope
and method modifications to provide data for future decisions by the PSC:
1. Carbon reductions and other environmental benefits should be valued at some
range of values or actual market rates if possible.
2. Market prices for electricity should be used to value efficiency.
3. Future reductions in usage should not be discounted.
4. The useful lives of measures should be reexamined to reflect best available
information.
5. The combined effect of efficiency programs with higher levels of education,
outreach, and innovative tariffs should be incorporated into participation rates.
This will require additional research.
6. More innovative, aggressive program approaches should be explored for
inclusion.
New technologies should be incorporated.
8. An evaluation of the contribution of building code and appliance standard
changes should be assessed, but counted separately from efficiency potential.
9. Both economic and achievable potential should be calculated.

~
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Finally, all research presented to the Task Force on energy efficiency indicates that it is
one of the most cost effective, immediate tools to address GHG reduction. A 2%
reduction can be achieved using current, proven technologies during the time when
technologies to reduce emissions on the supply side continue to need additional research
and development (CCS, nuclear, biomass) before they can reach full potential. Energy
efficiency has the capability to provide immediate results on a fast-track timeline.

This recommendation makes no assumptions about the addition of PHEVS.
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Wisconsin Task Force on Global Warming
Conservation and Energy Efficiency Work Group Policy Option:

Enhanced Energy Efficiency Program
(Updated 1/18/08)

1. Workgroup: Conservation and Energy Efficiency
2. Policy Name: Enhanced Energy Efficiency and Conservation Programs (aka public benefits)

3. Policy Type: Regulation (including innovative ratemaking policy to remove barriers for
utilities). This is a significant change in the focus of the current program from one of a
spending cap (as a percent of revenue) to one of a savings goal (as a percent of usage).
The savings goal is measurable through an independent verification process.

4. Affected Sectors, Sub-Sectors and/or Entities: This includes all retail sales by electric and
natural gas providers. Programs may include the following: introduction of new efficient
technologies, promotion of current appropriate technologies, technical assistance,
education, outreach and research, elimination of wasteful use, and customer-sited
renewable technologies.

5. Estimated Greenhouse Gas Emissions Reduction Impact:

Greenhouse gas emissions reduction can be achieved from energy efficiency and
conservation, as well as from additional measures such as innovative tariffs, and
consumer education and outreach. Such additional measures will be described in other
policy templates but will serve as a support for success of this policy. A statewide public
benefits program with additional support from innovative tariffs, education and outreach
can reduce 2.0 percent of electric load and 1.0% of natural gas load" by 2015 after a ramp
up period. This represents a reduction in GHG of 14 million metric tons over the
BAU case by the year 2020. The utilities and PSCW should be given flexibility to be
innovative in reaching these goals. Actual budgets and program/sector priorities should
be determined periodically by the PSCW in a contested case hearing process to provide
opportunities for public input. In particular, the ramp-up to 2% in 2015 should be
verified with a new efficiency potential study prior to 2015. Increases in the natural gas
target should also be studied.

Annual targets should be established over a program period (e.g. 3-4 years) as the
“average” annual savings to be achieved during that period to allow program flexibility
as conditions may change over a program period. The most important element of this
proposal is to move toward a level of savings that exceeds the underlying growth rate so
that carbon reductions are sustainable. Several states have adopted a 2% of usage target,
after a ramp-up period. It is widely believed that this is an achievable and perhaps

! This is consistent with the Midwest Governor’s agreement to reduce electric load by 2% per year and the
Governor’s Midwest Gas Initiative which has proposed a reduction of 1.0% of natural gas load starting in 20009.
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conservative goal given the cost of carbon reduction alternatives.? For purposes of the
estimates in this template, it was assumed that the underlying growth rate for electricity is
1.8%. No growth for natural gas is assumed.

6. Estimated Costs:

The state is currently spending 1.2% of electric and natural gas revenues on this effort
plus additional funds for utility sponsored programs, tariff initiatives and other technical
assistance. On average, we should be reserving 3.5 to 4.25% of total electric utility
revenues and up to 3.0% per year of natural gas revenues. Actual budgets should be
determined periodically by the PSCW in a contested case hearing process. (As a
comparison, currently, we expect 1.2% of revenue to result in a reduction of up to about
0.4-0.5% of electric load and about 0.3% of natural gas load). Such hearings should
consider development of incentive mechanisms for utilities and other so-called
“decoupling” strategies to provide adequate shareholder and ratepayer benefits. Such
incentives will contribute to the success of a significantly larger effort. Costs of this
policy should be compared to the cost of BAU which would include building new
generation and paying for the associated fuel. These estimates assume that innovative
rate design and more comprehensive consumer education and outreach will be
implemented to help support and achieve the desired results.

7. Specific Description of Policy Proposal:

In order to maximize the result of this effort, we should accomplish these steps during the
ramp-up period:

A Study best practices in other areas to transfer to Wisconsin as program grows.

A Utilities and PSCW will provide leadership in determining the best portfolio of
approaches to reach 2.0% and 1.0% in annual usage reduction for electric utilities
and natural gas respectively using efficiency as a resource. PSCW will approve
plans in contested case hearings every 3-4 years with opportunity for public input.

A Research the gap between the achievable and economic potential of energy
efficiency and how consumers and businesses make energy decisions. Broaden
the existing Potential Study to inform whether higher targets of usage reduction
would be appropriate and cost effective compared to the cost of energy.

A Create programs that will increase awareness, understanding and participation
through public campaigns, education and outreach. Such efforts to affect
customer behavior are essential and valuable elements in the overall Focus
program and should be implemented post-haste. A template for a Focus-based
initiative is attached to the broader “Sustainability Initiative” template. When a
broader multi-sector public campaign to reduce carbon footprints through
changing customer behavior is established (such as that proposed in the separate
"Sustainability Initiative" template), these efforts should be coordinated.

A Create programs of recognition and incentives for the most effective results.

2 See for example the most recent McKinsey study at
http://www.mcKkinsey.com/clientservice/ccsi/pdf/US ghg_final report.pdf
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8. Timetables, Duration and Stringency Option:

2009
2010
2011
2012
2013
2014
2015

A Create a scorecard of achievement for the state, by sector or by utility or other

geographic division or affinity group.

Integrate individual utility efforts with statewide public benefits programs
Create new ratemaking approaches to decouple sales from profits for utilities.
Incorporate appropriate policies/initiatives to ensure that very price-sensitive

customers including limited-income and large customers with significant usage
and who operate in very competitive markets can participate in cost-effective
energy conservation and efficiency opportunities without adverse impacts. An
ultimate benefit of cost-effective energy conservation and efficiency is to increase
the productivity and competitiveness of Wisconsin businesses to maintain a strong
economic environment. Achieving that benefit requires a consideration of both
short and long run impacts from expanded actions to reduce GHG emissions

including through energy conservation and efficiency.

This will take effect as soon as the PSC, after hearing, approves a new investment level

and Joint Finance Committee review. Earliest possible date is calendar year 2009.

Preparation (as listed above) can begin in 2008. Actual ramp-up periods and investment

amounts should be determined in a contested case hearing process. For purpose of

modeling this recommendation, a suggested ramp-up period for savings targets is shown

in the following chart.

Proposed Energy Savings Targets During Ramp-up (as % of load)
Est. Costs (% of Rev)

Electric
0.75%
1.0%
1.25%
1.50%
1.75%
1.75%
2.0%

2.0%
2.5%
3.0%
3.5%
3.75%
3.75%
4.25%

Natural Gas

0.5%
0.75%
1.0%
1.0%
1.0%
1.0%
1.0%

Est. Costs (% of Rev)

2.0%
2.5%
3.0%
3.0%
3.0%
3.0%
3.0%

2016-2020 savings targets remain at 2015 percentage levels unless PSCW increases targets.

Notes: Actual budgets should be determined periodically by the PSCW in a contested case

hearing process with opportunity for public input. Actual budgets in the 1990s were
significantly higher than they are today, so these levels of effort are not wholly untested

in Wisconsin.
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9. Explanation of Estimate of GHG Reductions:

This statewide effort should reduce CO2 by 14 million metric tons over BAU case in
2020. This assumes that we are able to achieve returns to scale with efficiency spending
due to implementation of other tariff based programs and utility efforts as well as
comprehensive outreach and education efforts that are coordinated with statewide
programs. This includes a significant improved customer information and behavior
initiative to increase participation in programs. These efforts will help to reduce the gap
between the “achievable” and “economic” potential for energy efficiency as a resource.
Coordination with other states in the region would also help in achieving more
sustainable, widespread reductions.

10. Approximation of Costs for Selected Years:

Administrative costs are included in program cost estimates shown above.
Administrative costs include program oversight, as well as measurement and verification
of results. By 2012, we should be collectively spending about $285 million per year on
electric and natural gas efficiency programs and by 2020 we should be spending
approximately $380 million per year. If the underlying growth rate is less than the
targeted usage reduction due to efficiency, this level of investment could be relatively
stable over time. If the underlying growth rate is higher than the targeted usage
reduction, the cost to reduce 2 percent of load will be greater and increasing over time.
The numbers in this analysis assume a 1.8% growth rate in electric use. The following
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chart shows the approximate cost structure for three spending scenarios. The scenario
recommended in this template is one that ramps up to 2% of usage by 2015.
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11. Barriers to Implementation:

Customer participation is the largest barrier. We must be more innovative in investing in
energy efficiency, using a best practice approach and an increased amount of customer
education and outreach, as well as an integrated customer approach rather than a program
approach. This requires long-term program and technological R&D to better design
programs.

While cost-effective energy efficiency provides significant benefits to society and
participating customers, increased short-term rates from increased energy efficiency
budgets (as well as other costs causing rates to increase) can cause concerns, especially
for limited-income customers and large customers with substantial usage who operate in
very cost competitive markets. Actions to mitigate adverse impacts from increased
funding for the Enhanced Energy Efficiency program while maintaining the opportunity
to achieve cost-effective savings should be pursued including: (1) the continuation of an
effective “self-direction” option that encourages large customers to pursue their own
significant cost-effective savings opportunities that can be credited toward their overall
contribution requirement for the Enhanced Energy Efficiency program and (2) the
creation of a “large customer” advisory group for the Focus on Energy program to help
develop and target effective programs to best achieve the diverse savings opportunities
and needs of such large customers. Integrating Focus actions with opportunities for
potential productivity improvements and meeting emission reduction requirements
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through a ‘single stop” process offered with other federal/state entities or public-private
partnerships should also be encouraged for such large price-sensitive customers.

12. Other Factors:

Savings versus Spending. It is important to emphasize that this new savings target
approach is a major departure from the current spending target approach. The goals are
set considerably higher than current program goals (but not higher than achievements set
in the state’s earlier conservation programs in the 1990s) and therefore must rely on state-
of-the-art programs as well as a portfolio of other initiatives (innovative tariffs, and
consumer education and outreach, etc.) to motivate increased participation and success.
The cost figures may represent a modest increase in rates but should result in a decrease
in usage for participating customers. Over the course of the program, participants in the
program are likely to experience lower bills despite the modest addition to rates. Similar
increases in usage reduction targets and energy efficiency efforts and funding levels
should be set for all energy utilities, municipal utilities, and electric cooperatives to
ensure equity and maximize GHG reductions. Equitable participation by large energy
customers in the program both as to benefits and costs is also recommended and required
in order to meet the established targets. Large customers can also provide a very cost-
effective opportunity to attain significant GHG emission and energy use reductions and
therefore are important contributions to the Focus objective of maximizing cost-effective
savings at the “least cost”. Specific program strategies to address needs of all customer
classes should be developed in a process that allows public participation. Savings should
be verified by independent 3rd party measurement and verification to ensure their
resource value

Job Creation. The program will also create a net positive benefit due to jobs created in
the state. Using Focus on Energy metrics, new jobs due to implementation of efficiency
programs will be approximately 6,000 per year after the ramp-up period.

The costs and projections will depend on the speed of implementation of other initiatives
such as building codes, appliance standards, implementation of low carbon generation
sources, energy intensity of businesses, and actual underlying growth rates. This policy
assumes that the adoption and implementation of building codes will increase according
to the policy recommendation (See separate building code policy.) The Enhanced Energy
Efficiency Program would focus on providing incentives only for buildings more
efficient than the most recently adopted code.

Wisconsin should continue and expand its initiatives for improved programs and R&D
with other regional entities.

Comparison of this recommendation to recent estimates of potential.

The Energy Center of Wisconsin conducted a study in 2005 of the achievable potential
for energy efficiency and customer-sited renewable technologies in Wisconsin. The term
“achievable” was meant in the study to connote a level of adoption of economic
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technologies and initiatives similar to those observed under past programs that featured
rebates, incentives, technical assistance and the like. The measure of achievable potential
also recognizes that consumers and businesses simply do not implement all cost effective
energy efficiency or behavior change strategies. This is reflected in program
participation rates that reflect past practices.

The scope of the 2005 study excluded any initiatives or efforts to combine programs with
innovative rate structures as these were not included under the public benefits umbrella.
Estimates were made based on programs and approaches which were similar to those
currently used by the public benefits program (or “tried and true”). The scope of the
study also excluded any efforts or initiatives that were not currently within the purview of
the current program.

In any potential study, the price of electricity will determine the level of economic or cost
effective efficiency investments. The data used in the 2005 study was “pre-Katrina” and
did not reflect subsequent natural gas price increases. Natural gas prices affect both
natural gas efficiency opportunities as well as opportunities in the electric sector where
natural gas is used for generation. This means that the 2005 estimates were understated
due to the price changes immediately after the report was final.

Further, the 2005 study did not made a separate estimate of “economic” potential. The
estimate proposed in this template is likely to be less than the economic potential, but
more than the so-called business as usual “achievable” potential. The reason that this is
possible is the proposed combination of a number of efforts to support and enhance a
statewide program (innovative tariffs, and consumer education and outreach). In addition,
the adoption of a proposal to address utility incentives (sometimes referred to as
decoupling) can also enhance the level of achievable potential beyond recent estimates.

Future Potential Studies. Future potential studies should incorporate a number of scope
and method modifications to provide data for future decisions by the PSC:
1. Carbon reductions and other environmental benefits should be valued at some
range of values or actual market rates if possible.
2. Market prices for electricity should be used to value efficiency.
3. Future reductions in usage should not be discounted.
4. The useful lives of measures should be reexamined to reflect best available
information.
5. The combined effect of efficiency programs with higher levels of education,
outreach, and innovative tariffs should be incorporated into participation rates.
This will require additional research.
6. More innovative, aggressive program approaches should be explored for
inclusion.
New technologies should be incorporated.
8. An evaluation of the contribution of building code and appliance standard
changes should be assessed, but counted separately from efficiency potential.
9. Both economic and achievable potential should be calculated.

~
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Finally, all research presented to the Task Force on energy efficiency indicates that it is
one of the most cost effective, immediate tools to address GHG reduction. A 2%
reduction can be achieved using current, proven technologies during the time when
technologies to reduce emissions on the supply side continue to need additional research
and development (CCS, nuclear, biomass) before they can reach full potential. Energy
efficiency has the capability to provide immediate results on a fast-track timeline.

This recommendation makes no assumptions about the addition of PHEVS.
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Wisconsin Task Force on Global Warming
Conservation and Energy Efficiency Work Group Policy
Option:

Enhanced Energy Efficiency Program
(Updated 1/23//08)

1. Workgroup: Conservation and Energy Efficiency

2. Policy Name: Enhanced Energy Efficiency and Conservation Programs (aka public
benefits)

3. Policy Type: Regulation (including innovative ratemaking policy to remove barriers
for utilities). This is a significant change in the focus of the current program from
one of a spending cap (as a percent of revenue) to one of a savings goal (as a
percent of usage). The savings goal is measurable through an independent
verification process.

4. Affected Sectors, Sub-Sectors and/or Entities: This includes all retail sales by
electric and natural gas providers. Programs may include the following:
introduction of new efficient technologies, promotion of current appropriate
technologies, technical assistance, education, outreach and research, elimination
of wasteful use, and customer-sited renewable technologies.

5. Estimated Greenhouse Gas Emissions Reduction Impact:

Greenhouse gas emissions reduction can be achieved from energy efficiency and
conservation, as well as from additional measures such as innovative tariffs, and
consumer education and outreach. Such additional measures will be described in
other policy templates but will serve as a support for success of this policy. A
cost-effective statewide public benefits program with additional support from
innovative tariffs, education and outreach can reduce 2.0 percent of electric load
and 1.0% of natural gas load* by 2015 after a ramp up period. This represents a
reduction in GHG of 14 million metric tons over the BAU case by the year
2020. The utilities and PSCW should be given flexibility to be innovative in
reaching these goals. Actual budgets and program/sector priorities should be
determined periodically by the PSCW in a contested case hearing process as
defined in Act 141 to provide opportunities for public input. In particular, the
ramp-up to 2% in 2015 should be supported by a new efficiency potential study
prior to 2015 that shows that the benefits are likely to exceed the costs of the
ramp-up by a reasonable margin. . Increases in the natural gas target should also
be studied.

! This is consistent with the Midwest Governor’s agreement to reduce electric load by 2% per year and the
Governor’s Midwest Gas Initiative which has proposed a reduction of 1.0% of natural gas load starting in
20009.



Annual targets should be established over a program period (e.g. 3-4 years) as the
“average” annual savings to be achieved during that period to allow program
flexibility as conditions may change over a program period. The most important
element of this proposal is to move toward a level of savings that exceeds the
underlying growth rate so that carbon reductions are sustainable. Several states
have adopted a 2% of usage target, after a ramp-up period. It is widely believed
that this is an achievable and perhaps conservative goal given the cost of carbon
reduction alternatives.” For purposes of the estimates in this template, it was
assumed that the underlying growth rate for electricity is 1.8%. No growth for
natural gas is assumed.

6. Estimated Costs:

The state is currently spending 1.2% of electric and natural gas revenues on this
effort plus additional funds for utility sponsored programs, tariff initiatives and
other technical assistance. On average, increasing spending to as much as 3.5 to
4.25% of total electric utility revenues and up to 3.0% per year of natural gas
revenues may be justified to take advantage of all-cost-effective conservation and
efficiency opportunities available. Actual budgets should be determined
periodically by the PSCW in a contested case hearing process taking account of
relative benefits and costs. (As a comparison, currently, we expect 1.2% of
revenue to result in a reduction of up to about 0.4-0.5% of electric load and about
0.3% of natural gas load). Such hearings should consider development of
incentive mechanisms for utilities and other regulatory strategies (including
possible “decoupling” mechanism) to better align regulation with the objective of
reducing GHG emissions and avoiding, or delaying, the need for expensive new
power plants, balancing the need to provide clear ratepayer benefits with the need
to maintain a healthy utility industry able to meet Wisconsin’s energy needs on a
highly reliable basis.. Such incentives will contribute to the success of a
significantly larger effort. Costs of this policy should be compared to the cost of
BAU which would include building new generation and paying for the associated
fuel. These estimates assume that innovative rate design and more comprehensive
consumer education and outreach will be implemented to help support and
achieve the desired results.

7. Specific Description of Policy Proposal:

In order to maximize the result of this effort, we should accomplish these steps
during the ramp-up period:
A Study best practices in other areas to transfer to Wisconsin as programs
grow to help identify programs and strategies that provide the greatest
system benefits at the least-cost.

2 See for example the most recent McKinsey study at
http://www.mcKinsey.com/clientservice/ccsi/pdf/US ghg_final report.pdf



http://www.mckinsey.com/clientservice/ccsi/pdf/US_ghg_final_report.pdf
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Utilities and PSCW will provide leadership in determining the best
portfolio of approaches to reach 2.0% and 1.0% in annual usage reduction
for electric utilities and natural gas respectively using efficiency as a
resource. PSCW will approve plans in contested case hearings every 3-4
years with opportunity for public input.

Research the gap between the achievable and economic potential of
energy efficiency and how consumers and businesses make energy
decisions. Broaden the existing Potential Study to inform whether higher
targets of usage reduction would be appropriate and cost effective
compared to the cost of energy.

Create programs and pursue initiatives that will increase awareness,
understanding and participation through public campaigns, education, and
outreach. Such efforts to affect customer behavior are essential and
valuable elements in the overall Focus on Energy program and should be
implemented as soon as possible. A template for such a Focus based
initiative was developed by this work group. When a broader multi-sector
public campaign to reduce carbon footprints through changing customer
behavior is established (such as the proposed, separate “Wisconsin
Sustainability Initiative™ ) these efforts should be coordinated. The work
group strongly believes that such a multi-sector campaign is necessary and
appropriate and that the proposed Focus sustainability template is a
necessary and appropriate element in Focus efforts that seamlessly fits
within this larger effort when that latter effort is initiated.

Create programs of recognition and incentives for the most effective
results.

Create a scorecard of achievement for the state, by sector or by utility or
other geographic division or affinity group.

Integrate individual utility efforts with statewide public benefits programs
Consider new ratemaking approaches to decouple sales from profits for
utilities. Such programs may be designed not to include large industrial
customers that operate in highly competitive markets. The Commission
should consider testing such “decoupling” approaches before considering
their application to energy intensive industries, if it is ultimately finds, that
decoupling is appropriate to apply to such customers.

Incorporate appropriate policies/initiatives to ensure that very price-
sensitive customers including limited-income and large customers with
significant usage and who operate in very competitive markets can
participate in cost-effective energy conservation and efficiency
opportunities without meaningful adverse impacts. This should include a
careful consideration of a transition period for a phase-in of the funding
changes for “large energy customers” required by Act 141 to avoid
potential “rate shock™”. An ultimate benefit of cost-effective energy
conservation and efficiency is to increase the productivity and
competitiveness of Wisconsin businesses to maintain a strong economic
environment. Achieving that benefit requires a consideration of both short



and long run impacts from expanded actions to reduce GHG emissions
including through energy conservation and efficiency.
A Expansion of self-direction programs to allow increased flexibility subject
to appropriate regulation should be undertaken.
8. Timetables, Duration and Stringency Option:

This will take effect as soon as the PSC, after hearing, approves a new
investment level and Joint Finance Committee review. Earliest possible date is
calendar year 2009. Preparation (as listed above) can begin in 2008. Actual
ramp-up periods and investment amounts should be determined in a contested
case hearing process based on relative benefits and costs. For purpose of
modeling this recommendation, a suggested ramp-up period for savings targets is
shown in the following chart.

Proposed Energy Savings Targets During Ramp-up (as % of load)

Electric Est. Costs (% of Rev) Natural Gas Est. Costs (% of Rev)
2009 0.75% 2.0% 0.5% 2.0%
2010 1.0% 2.5% 0.75% 2.5%
2011 1.25% 3.0% 1.0% 3.0%
2012 1.50% 3.5% 1.0% 3.0%
2013 1.75% 3.75% 1.0% 3.0%
2014 1.75% 3.75% 1.0% 3.0%
2015 2.0% 4.25% 1.0% 3.0%
2016-2020 savings targets remain at 2015 percentage levels unless PSCW increases
targets.

Notes: Actual budgets should be determined periodically by the PSCW in a contested
case hearing process with opportunity for public input. Actual budgets in the
1990s were significantly higher than they are today, so these levels of effort are
not wholly untested in Wisconsin.
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9. Explanation of Estimate of GHG Reductions:

This statewide effort should reduce CO2 by 14 million metric tons over BAU case
in 2020. This assumes that we are able to achieve returns to scale with efficiency
spending due to implementation of other tariff based programs and utility efforts
as well as comprehensive outreach and education efforts that are coordinated with
statewide programs. This includes a significant improved customer information
and behavior initiative to increase participation in programs. These efforts will
help to reduce the gap between the “achievable” and “economic” potential for
energy efficiency as a resource. Coordination with other states in the region
would also help in achieving more sustainable, widespread reductions.

10. Approximation of Costs for Selected Years:

Administrative costs are included in program cost estimates shown above.
Administrative costs include program oversight, as well as measurement and
verification of results. By 2012, we should be collectively spending about $285
million per year on electric and natural gas efficiency programs and by 2020 we
should be spending approximately $380 million per year. If the underlying growth
rate is less than the targeted usage reduction due to efficiency, this level of
investment could be relatively stable over time. If the underlying growth rate is
higher than the targeted usage reduction, the cost to reduce 2 percent of load will
be greater and increasing over time. The numbers in this analysis assume a 1.8%
growth rate in electric use. The following chart shows the approximate cost



structure for three spending scenarios. The scenario recommended in this
template is one that ramps up to 2% of usage by 2015.

Approximate Energy Efficiency Spending
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11. Barriers to Implementation:

Customer participation is the largest barrier. We must be more innovative in
investing in energy efficiency, using a best practice approach and an increased
amount of customer education and outreach, as well as an integrated customer
approach rather than a program approach. This requires long-term program and
technological R&D to better design programs.

While cost-effective energy efficiency provides significant benefits to society and
participating customers, increased short-term rates from increased energy
efficiency budgets (as well as other costs causing rates to increase) can cause
concerns, especially for limited-income customers and large customers with
substantial usage who operate in very cost competitive markets. Actions to
mitigate adverse impacts from increased funding for the Enhanced Energy
Efficiency program while maintaining the opportunity to achieve cost-effective
savings should be pursued including: (1) the continuation and possible expansion
of an effective “self-direction” option that encourages large customers to pursue
their own significant cost-effective savings opportunities that can be credited
toward their overall contribution requirement for the Enhanced Energy Efficiency
program (including qualified and verifiable actions funded by Industrial Revenue
Bonds, revolving loan programs and performance contracts as well as demand
response programs) and (2) the creation of a “large customer” advisory group for



the Focus on Energy program to help develop and target effective programs to
best achieve the diverse savings opportunities and needs of such large customers.
Integrating Focus actions with opportunities for potential productivity
improvements and meeting emission reduction requirements through a ‘single
stop” process offered with other federal/state entities or public-private
partnerships should also be encouraged for such large price-sensitive customers.

12. Other Factors:

Savings versus Spending. It is important to emphasize that this new savings
target approach is a major departure from the current spending target approach.
The goals are set considerably higher than current program goals (but not higher
than achievements set in the state’s earlier conservation programs in the 1990s)
and therefore must rely on state-of-the-art programs as well as a portfolio of other
initiatives (innovative tariffs, and consumer education and outreach, etc.) to
motivate increased participation and success. The cost figures may represent a
modest increase in rates but should result in a decrease in usage for participating
customers. Over the course of the program, participants in the program are likely
to experience lower bills despite the modest addition to rates. Similar increases in
usage reduction targets and energy efficiency efforts and funding levels should be
set for all energy utilities, municipal utilities, and electric cooperatives to ensure
equity and maximize GHG reductions. Equitable participation by large energy
customers in the program both as to benefits and costs is also recommended and
required in order to meet the established targets. Large customers can also provide
a very cost-effective opportunity to attain significant GHG emission and energy
use reductions and therefore are important contributions to the Focus objective of
maximizing cost-effective savings at the “least cost”. Specific program strategies
to address needs of all customer classes should be developed in a process that
allows public participation. Savings should be verified by independent 3rd party
measurement and verification to ensure their resource value

Job Creation. The program will also create a net positive benefit due to a
substantial number of jobs created in the state.

The costs and projections will depend on the speed of implementation of other
initiatives such as building codes, appliance standards, implementation of low
carbon generation sources, energy intensity of businesses, and actual underlying
growth rates. This policy assumes that the adoption and implementation of
building codes will increase according to the policy recommendation (See
separate building code policy.) The Enhanced Energy Efficiency Program would
focus on providing incentives only for buildings more efficient than the most
recently adopted code.

Wisconsin should continue and expand its initiatives for improved programs and
R&D with other regional entities.



Comparison of this recommendation to recent estimates of potential.

The Energy Center of Wisconsin conducted a study in 2005 of the achievable
potential for energy efficiency and customer-sited renewable technologies in
Wisconsin. The term “achievable” was meant in the study to connote a level of
adoption of economic technologies and initiatives similar to those observed under
past programs that featured rebates, incentives, technical assistance and the like.
The measure of achievable potential also recognizes that consumers and
businesses simply do not implement all cost effective energy efficiency or
behavior change strategies. This is reflected in program participation rates that
reflect past practices.

The scope of the 2005 study excluded any initiatives or efforts to combine
programs with innovative rate structures as these were not included under the
public benefits umbrella. Estimates were made based on programs and
approaches which were similar to those currently used by the public benefits
program (or “tried and true”). The scope of the study also excluded any efforts or
initiatives that were not currently within the purview of the current program.

In any potential study, the price of electricity will determine the level of economic
or cost effective efficiency investments. The data used in the 2005 study was
“pre-Katrina” and did not reflect subsequent natural gas price increases. Natural
gas prices affect both natural gas efficiency opportunities as well as opportunities
in the electric sector where natural gas is used for generation. This means that the
2005 estimates were understated due to the price changes immediately after the
report was final.

Further, the 2005 study did not made a separate estimate of “economic” potential.
The estimate proposed in this template is likely to be less than the economic
potential, but more than the so-called business as usual “achievable” potential.
The reason that this is possible is the proposed combination of a number of efforts
to support and enhance a statewide program (innovative tariffs, and consumer
education and outreach). In addition, the adoption of a proposal to address utility
incentives (sometimes referred to as decoupling) could enhance the level of
achievable potential beyond recent estimates.

Future Potential Studies. Future potential studies should incorporate a number
of scope and method modifications to provide data for future decisions by the
PSC:
1. Carbon reductions and other environmental benefits should be valued
at some range of values or actual market rates if possible.
2. Market prices for electricity should be used to value efficiency.
3. Future reductions in usage should not be discounted.
4. The useful lives of measures should be reexamined to reflect best
available information.



9.

The combined effect of efficiency programs with higher levels of
education, outreach, and innovative tariffs should be incorporated into
participation rates. This will require additional research.

More innovative, aggressive program approaches should be explored
for inclusion.

New technologies should be incorporated.

An evaluation of the contribution of building code and appliance
standard changes should be assessed, but counted separately from
efficiency potential.

Both economic and achievable potential should be calculated.

Finally, all research presented to the Task Force on energy efficiency indicates
that it is one of the most cost effective, immediate tools to address GHG
reduction. A 2% reduction can be achieved using current, proven technologies
during the time when technologies to reduce emissions on the supply side
continue to need additional research and development (CCS, nuclear, biomass)
before they can reach full potential. Energy efficiency has the capability to
provide immediate results on a fast-track timeline.

This recommendation makes no assumptions about the addition of PHEVs.



incremental administrative cost but less than that of creating a custom state energy code.
The cost impact of the accelerated permitting process would be neutral through fee
adjustments for standard permit applications. The low interest loan (up to 0.5% of
construction cost, with a per project cap) would be provided from a $4.5M revolving line
of credit created through public benefit funding. The loans would have a five-year term
and can be repaid by owner/developers through the increased energy and operational
savings of the high performance buildings. Administrative costs of the loan program

would be approximately $135K (3%).

. Specific Description of Policy Proposal: This policy proposal consists of two distinct
but complementary actions. The first would establish a policy of adopting the latest
IECC code, at a minimum, as the state commercial energy code (chapter 63) within
eighteen months of publication. Adoption of this policy would have prevented the IECC
2006 lighting control measures from being eliminated in the recently updated commercial
energy code. Future versions of the IECC code will be based on the next ASHRAE 90.1
standard which is expected to increase energy efficiency in commercial buildings by
30%. This policy is consistent with Act 141 which requires three year review/updates
and “consideration” of IECC, ASHRAE or other “generally accepted” energy efficiency
codes. The second policy recommendation would be to establish a voluntary high
performance, green building code based on proposed standard
BSR/ASHRAE/USGBC/IESNA 189P. This draft standard, being drafted in code
compliance language, includes a number of provisions and requirements to improve the

energy and environmental performance of commercial buildings. The current draft
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standard would increase energy efficiency by 30% over ASHRAE 90.1-2007 and require
1% of electrical service load to be provided by renewable power generation. This
provides a convenient mechanism to enforce Executive Order 145 which mandates that
state buildings be designed to be 30% better than code in energy efficiency. ASHRAE
has stated a long-term goal of net zero energy-use buildings and to have standards by
2015 for buildings that consume 70% less energy than buildings built in 2000. The State
of Wisconsin should join other organizations, including the American Institute of
Architects and 375 Colleges and Universities, in being committed to this long-term goal.
There are additional environmental benefits of green buildings including reduced water
usage, improved indoor environmental quality and the use of recycled/recovered
materials. Other green building standards (e.g., LEED, GBI) could be used as equivalent
standards for compliance. The legislative options that should be considered to encourage
compliance with the high performance, green building code include 1) mandatory
compliance for state-owned facilities, 2) a fast-track permitting process for green
buildings, 3) a 0.5% of construction cost low interest loan for private sector new
construction and major retrofit projects and 4) a 0.5% of construction cost low interest
loan for primary, secondary and higher education new construction and major retrofit

projects.

. Timetables, Duration and Stringency Option: This policy of adopting the latest
IECC model code and Standard 189 within eighteen months of issuance would remain in
effect until changed by law. Adoption of IECC 2006 would begin in 2008 while

Standard 189 would be adopted one year after publication.. The stringency of the
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10.

commercial building code is considered high due to state enforcement authority while the
high performance, green building code is variable subject to incentives and other market

conditions.

Explanation of Rough Estimate of GHG Reductions: For the enhanced commercial
building code, the GHG reductions assume 12.5% average energy efficiency
improvement (half of the 25% 2006 IECC improvement due to current over compliance),
90% participation, 31.6M ft* new construction and major retrofit per year for commercial
buildings greater than 20K ft?, 17.1 kWh/ft2 and 35.5 CF/ft2 energy use. For the high
performance, green building code, the GHG reductions assume an additional 30% energy

efficiency improvement (beyond 2006 IECC) with 25% participation.

Rough Estimate of Costs for Selected Years: The incremental cost of meeting IECC
2006 energy requirements can be considered very small due to the expected high current
level of over-compliance to the current IECC 2000 based code. Recent studies (Langdon
2007) have shown that the average incremental cost of meeting a LEED-NC Silver rating
is approximately one percent with a resulting annual energy operating cost reduction of
32%. The annual maximum cost of the high performance building revolving loan
program is $4.5M for a total of $22.5M over five years. This is based on the conservative
estimate of 25% of the private sector (non-storage, non-factory) and educational projects

taking advantage of the loan.
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11.

12.

Barriers to Implementation: The primary barrier is the need for legislation to provide
incentives to encourage widespread use of the high performance, green building code.
There may also be opposition to the policy of automatically updating the state
commercial building code to reflect the most recent IECC model energy code due to the
uncertainty of future content and local impact. There is also concern about the ability to

enforce the commercial building codes.

Other Factors: Some of the GHG reductions claimed by enhancement of state
building codes could be duplicated in other policy proposals including appliance
efficiency standards, public benefit funds, energy efficiency resource standards (EERS)
and renewable portfolio standards (RPS). This policy would be implemented by the
existing state organizations responsible for maintenance and enforcement of commercial

building codes and administration of public benefit funds.
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13. Modeling Assumptions

Carbon Modeling Assumptions

[Base Case] 2008 [ 2009 [ 2010 [ 2011 [2012 [ 2013 [ 2014 [ 2015 [ 2016 [ 2017 [ 2018 [ 2019 [ 2020 |

Commercial Energy Code

Compliance 100% 90% | 90% | 90% | 50% | 90% | 90% | 90% | 90% [ 90% | 90% | 90% | 90% | 90%
Overcampliance 50% 0% | 0% | 0% | 0% | 0% [ 0% | 0% | 0% | 0% | 0% [0%)|0%| 0%
Incremental Energy Reduction MAA 25% | 25% | 25% | 55% | 50% | 95% | B0% | 60% [ B0% | 70% | /0% | 70% | 70%

High Performance Green Building Code
Compliance | 0%
Incremental Energy Reduction [ A

[ 26% [ 40% [ 50% [ 25% | 40% [ 0% [ 25% [ 40% | 50% | 25% | 40% [ 50% [ 50% |
| 30% [ 30% [ 30% | B0% | 60% [ 60% | 70% [ 70% | 70% | 75% | 75% | 76% [ 75% |
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