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Background 
 

In anticipation of the 2015-2017 EmPOWER Maryland program cycle, the Maryland Energy 

Administration (MEA), Maryland Public Service Commission (PSC) Staff, Maryland’s EmPOWER utilities, 

and stakeholders are coordinating to develop an accurate and defensible cost effectiveness 

methodology. 

While the cost effectiveness of a program should be considered when designing an impactful 

portfolio, it is not the only criteria taken into account. Per statute, “The Commission shall require each 

gas company and electric company to establish any program or service that the Commission deems 

appropriate and cost effective to encourage and promote the efficient use of conservation of energy;” 

(PUA §7-211(f)(1)). Cost effectiveness will be discussed in this document, while “appropriateness” is a 

less rigidly defined concept that allows the Commission flexibility to add, remove, or modify programs 

based on other subjective factors such as the desire to limit rate impacts or to target particular 

demographics. 

To date, two public stakeholder meetings have been convened to explore cost effectiveness – 

the latest having taken place in December 2013 – and stakeholders have provided feedback to MEA on 

proposed methods, frameworks, and assumptions to be employed in this analysis. Concurrently, MEA 

convened two avoided cost working group meetings – the latest also having taken place in December 

2013 – to determine the best methods to quantify avoided capacity, generation, transmission, and 

distribution cost benefits and provide guidance to Exeter Associates as they determine the latest 

avoided cost values for Maryland. 

This document explores potential frameworks and critical underlying assumptions and inputs to 

cost effectiveness calculations and discusses the options currently on the table for topics on which 

consensus has not been reached. This document further summarizes the written comments received 

from stakeholders following the December 2013 cost effectiveness and avoided cost meetings. These 

summaries are intended to reflect the range and nature of the inputs received, but may not include all 

comments. The complete, original comments submitted by stakeholders are available on the working 

group’s website: https://sites.google.com/site/empowerplanning/documents. All stakeholder 

comments will be taken into account in the development of a cost effectiveness methodology regardless 

of whether or not they were described in this document.  Our goal is to refine this document into a 

cohesive and consistent cost effectiveness screening method that can be utilized in the 2015-2017 

program development process.  

https://sites.google.com/site/empowerplanning/documents
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Policy Objectives 
 

Relevant Question What is the guiding policy or policies that should be considered when 
developing a cost effectiveness framework? 

Potential Options  EmPOWER Statute 

 Greenhouse Gas Reduction Plan 

 Maryland’s Renewable Portfolio Standard 

 Customer equity 

 Ratepayer impact 

 Others 

Consensus Choice None 

Level of Consensus Low 

 

 As previously discussed, one key consideration for the development of a cost effectiveness 

screening tool is which of the state’s policy objectives should be accounted for. Maryland has a number 

of policies guiding its efficiency programs, such as the EmPOWER Maryland statute, the greenhouse gas 

reduction goal, a Renewable Portfolio Standard, and others. Further, the state seeks to create jobs for 

Marylanders through its programs and provide benefits equitably to all households, including those of 

limited income or wealth. 

 Pepco Holdings (PHI) added in its comments that “the EmPOWER policy objective is to estimate 

the benefits as accurately as possible.” Thus, it is imperative that benefits such as DRIPE impacts in the 

constrained PJM zones be studied, accurately quantified, and included. 

 Potomac Edison (PE) added that the EmPOWER statue requires the Commission to “consider the 

impact on rates of each ratepayer class.” The TRC test in isolation does not consider cost-effectiveness 

“from a non-participating ratepayer point of view,” thus the RIM test should also be required. PE further 

explained that, per the General Assembly, total program cost, program budget, and the associated bill 

impact should be the “primary consideration to inform future EE activities.” 

 OPC and VEIC pointed out that “customer equity in accessing the broad benefits generated by 

EmPOWER investments is a central policy objective that needs more attention.” They further explained 

that a per capita reduction is mandated, but results are measured in aggregate. Thus, the utilities should 

collect and track data illustrating the efficacy with which all Maryland ratepayers are served by 

programs. 

 The Northeast Energy Efficiency Partnerships (NEEP), Sierra Club, Chesapeake Climate Action 

Network, Earthjustice, and Natural Resources Defense Council (NRDC) (hereafter referred to as the 

energy efficiency advocates) agreed that Maryland’s cost effectiveness screening should account for all 

relevant policies. These include the EmPOWER statute, which requires cost effectiveness. Advocates 

clarified that cost effectiveness calculations should account for non-energy benefits such as rate 

impacts, jobs, environmental impacts, productivity, health, and equity to low income customers, and 



Cost Effectiveness Workgroup – February 4, 2014 Meeting 

3 | P a g e  
 

others. Further, per the Greenhouse Gas Reduction Plan, climate-related benefits should be accounted 

for. Advocates provided multiple resources to aid in the calculation of the benefits. 

Efficiency First Maryland added that market transformation is a goal that should be accounted 

for, too. To do so, “transformative” programs could receive an enhancement to their cost effectiveness. 

Further, spillover from EmPOWER programs should be accounted for, such as for those who receive 

energy audits and proceed with retrofits outside of the formal program. 

Choice of Test 
 

Relevant Question Which test or tests should be used for cost effectiveness screening? 

Potential Options  Participant Test 

 Program Administrator Cost Test 

 Ratepayer Impact Measure Test 

 Total Resource Cost Test 

 Societal Test 

 Resource Value Framework 

Consensus Choice None 

Level of Consensus Medium 

 

The choice of test is a critical decision for Maryland’s cost effectiveness testing as the selected 

test will set the framework through which the cost effectiveness calculations are performed. There are 

traditionally four cost effectiveness tests employed by states to evaluate energy efficiency programs: 

the program administrator cost test (PAC), the ratepayer impact measure test (RIM), the total resource 

cost test (TRC), and the societal test. The choice of test depends on factors such as the State’s policy 

goals, the parties for whom cost effectiveness is being considered (e.g., program administrators or 

ratepayers), and others – many of which are discussed in more detail later in this document. Each test 

relies on a distinct set of costs and benefits, thus results from test to test can vary considerably. 

The following section provides a brief overview of each test and summarizes which costs and 

benefits factor into each1. These summaries are also simplifications in that they do not illustrate the 

variability in quantification methods for the each benefit and cost listed. 

Participant Test: The participant test is a measure of cost effectiveness from the standpoint of a 

participant in a demand-side management program. This test focuses on quantifiable costs 

and benefits and is agnostic to non-quantifiable measures, such as increased or decreased 

comfort, utility, etc. 

Table 1: Benefits and Costs Included in the Participant Test 

                                                           
1
 Test descriptions adapted from the California Standard Practice Manual: “Economic Analysis of Demand-Side 

Programs and Projects.” http://www.calmac.org/events/SPM_9_20_02.pdf. Accessed 1/21/2014. 

http://www.calmac.org/events/SPM_9_20_02.pdf
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Benefits Costs 

 Customer utility bill reductions 

 Incentives 

 Federal, state, and local tax breaks 

 Utility bill increases 

 Non-incentivized purchase and 
installation costs 

 Operations and maintenance costs 

 The cost of removing old equipment 

 Monetary value of customers’ time 
investments 

 

Program Administrator Cost Test:  The PAC evaluates cost effectiveness from the point of view 

of program administrators, generally the utilities, evaluating demand-side management 

programs as resource options. 

Table 2: Benefits and Costs Included in the Program Administrator Cost Test 

Benefits Costs 

 Savings from avoided supply costs 

 Other Program Benefits from utility 
perspective 

 Program administration costs 

 Program incentives 

 

Ratepayer Impact Measure Test: The RIM employs cost effectiveness as a tool to measure the 

impact of energy efficiency programs on ratepayers. 

Table 3: Benefits and Costs Included in the Ratepayer Impact Measure Test 

Benefits Costs 

 Savings from avoided supply costs  Program administration costs 

 Program incentives 

  

 

Total Resource Cost Test: The TRC treats demand-side management programs as energy 

resources to be compared to other traditional sources of energy generation, such as coal, 

natural gas, and renewables. 

Table 4: Benefits and Costs Included in the Total Resource Cost Test 

Benefits Costs 

 Savings from avoided supply costs 

 Other Program Benefits from utility 
and participant perspective  

 Program costs paid by the utility and 
participant 

 

Societal Test: The societal test is a derivative of the TRC with a broader definition of program 

benefits. In particular, the societal test expands the TRC to include benefits to society as a 
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whole, including the monetized benefits of reduced emissions and the avoidance of other 

externalities. 

Table 5: Benefits and Costs Included in the Total Resource Cost Test 

Benefits Costs 

 Savings from avoided supply costs 

 Other Program Benefits from utility, 
participant, and societal perspective  

 Monetized reductions in 
externalities 

 Program costs paid by the utility and 
participant 

  

 

Maryland currently relies on three of the above test for its program evaluations. The Commission 

primarily uses the TRC to evaluate programs. In addition, the PAC test allows the commission to review 

cost effectiveness from the point of view of the utilities and the RIM test demonstrates the impacts of 

demand-side management programs on all ratepayers. 

At the December Cost Effectiveness Working Group meeting, Tim Woolf from Synapse Economics 

presented on the Resource Value Framework (RVF)2. As a framework, the RVF stops short of defining a 

new test entirely. Rather, the RVF is a process through which states can identify cost effectiveness tests 

that accurately, appropriately, and consistently screen and evaluate demand-side management 

programs based on existing policies and priorities. The RVF seeks to build on the above mentioned tests 

by: 

1. Accounting for the complete benefits facing the parties in question (participants and/or 

administrators) as well as the complete costs. By including all participant costs in a test but 

excluding some benefits – particularly difficult to quantify benefits – the test becomes 

imbalanced against energy efficiency, leading to an under-investment in energy efficiency 

resources. Thus, only by accounting for all benefits can a test be accurate. 

2. Aligning cost effectiveness tests for energy efficiency programs with states’ energy policy 

goals, such as greenhouse gas reduction targets, assisting low income customers, improving 

system reliability, and others. 

3. Accounting for all quantifiable benefits, including those difficult to measure or quantify. Not 

all benefits of efficiency are easily quantified; however, they can be accounted for using a 

variety of methods. Options include monetizing or quantifying those benefits when possible to 

do so accurately, employing proxy adders, developing alternative screening benchmarks, or by 

using regulatory judgment, such as the “appropriateness” screen discussed previously. 

                                                           
2
 For more information, see Energy Efficiency Screening Coalition. “Recommendations for Reforming Energy 

Efficiency Cost-Effectiveness Screening in the United States: Using the Resource Value Framework to Identify Those 
Efficiency Programs That Are in the Public Interest.” November 18, 2013. 
http://www.nhpci.org/publications/NHPC_EE-Screening-Coalition-Position-Paper-final_20131118.pdf Accessed 
1/21/2014. 

http://www.nhpci.org/publications/NHPC_EE-Screening-Coalition-Position-Paper-final_20131118.pdf
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4. Employing discount rates and other key assumptions that recognize the nature and benefits of 

energy efficiency as a resource. The RVF treats energy efficiency investments as risk mitigation 

investments and thus suggests that the utilities’ weighted average cost of capital alone 

overstates the riskiness of energy efficiency investments and undervalues the risk mitigating 

benefits of those investments. 

The RVF recognizes the utility of relying on multiple tests, in particular the PAC and societal tests, to 

screen energy efficiency programs. Taking this into account, the considerations of the framework are 

targeted at whatever “primary” test is selected. 

Following the December Working Group meeting, MEA asked stakeholders to provide comments on 

the RVF and how, if at all, it should be incorporated into Maryland’s cost effectiveness screenings. 

PHI agreed with Synapse that the TRC undervalues participant non-energy benefits and is supportive 

of either an expansion of the TRC to include non-energy benefits or accounting for non-energy benefits 

in the societal or participant tests. PHI does not support abandoning the TRC altogether, but rather 

modifying it to have it better align with the EmPOWER objectives. 

BGE stressed that any benefit included in the cost effectiveness calculations needs to be verified 

through quality studies, although a small adder could be established to account for some of the non-

energy benefits. BGE concluded that the TRC should be retained as the standard measurement of cost-

effectiveness, while other tests could be employed as supplements. Further, the TRC could be enhanced 

with “definable and measurable” non-energy benefits. 

PE cautioned that using any unverified benefits or proxy adders could result in overly optimistic 

results, which may not be in the best interest of ratepayers. With regards to choice of test, PE cautioned 

that the TRC test alone does not consider cost-effectiveness from the point of view of a non-

participating ratepayer, which runs contrary to the EmPOWER statutes. Thus, PE concluded that the RIM 

test should be required with the TRC test. 

Itron agreed that the discount rate is a policy choice, but requested more support for the authors’ 

statement that “energy efficiency resources have significantly lower project risk than supply-side 

resource.” Itron, with support from PSC staff, further suggested five additional factors to be taken into 

account in the cost effectiveness analysis: 

 Whether forecasted financial returns match actual results from energy efficiency programs 

 Alternative rates of return or investment opportunities faced by program managers 

 Necessary changes in structure to account for benefits accruing to non-tenants (e.g., landlords) 

 Costs associated with studying and quantifying non-energy benefits 

 The possibility that non-energy factors not included in the cost effectiveness test may be the 

cause of some investments in energy efficiency 

OPC and VEIC were supportive of the RVF and believe that the RVF is consistent with the EmPOWER 

statute. That said, OPC cautioned that “transparency and prudence are required when determining 
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which benefits to consider and how to value them for screening purposes.” They further cautioned 

against using less easily quantified benefits to enhance cost effectiveness for inefficiently designed 

programs. 

The energy efficiency advocates support the RVF as a screening framework that would align with 

“industry best practice and Maryland’s public policy goals.” The advocates further stress that those non-

energy benefits should be included to ensure energy efficiency resources are not undervalued, and the 

societal cost test and PAC should be evaluated in conjunction with the concepts outlined by the RVF. 

Further, the RIM test should not be included in future cost effectiveness screenings. Regardless, the 

group does not need to choose between the established tests per the RVF, but rather a new version can 

be created that incorporates elements of each. Any straw man proposal should be presented to the 

Commission with a request for them to select a primary screening test. 

Efficiency First Maryland Also supports the inclusion of non-energy benefits to reduce the risk of 

energy efficiency to regulators and potentially lead to the adoption of more programs. 

Test Level 
 

Relevant Question At what level should cost effectiveness screening be performed? 

Potential Options  Measure/project level 

 Program level 

 Sub-portfolio level (i.e. residential, commercial, etc) 

 Portfolio level 

Consensus Choice Sub-portfolio level 

Level of Consensus High 

 

Another open question is the level at which the cost effectiveness test should be performed. 

One approach is to quantify costs and benefits at the project level. This approach assumes that 

screening would take place at that level as well, meaning only measures or projects that deliver net 

benefits would pass the quantitative screening. This approach minimizes the frequency with which 

participants face net costs. It also presents the narrowest view of cost effectiveness and could thus limit 

achievable energy savings. Further, project level analyses can be time consuming and burdensome, 

increasing the time and administrative costs associated with each project. 

At the other end of the spectrum, cost effectiveness could be quantified at the portfolio level, 

meaning a utilities’ portfolio of programs and projects must on average be cost effective. This approach 

allows for some individual programs or projects on their own to be cost ineffective. This increases the 

likelihood that some participants will not realize net benefits, but it also provides program 

administrators the greatest flexibility to design and include new, innovative programs. This approach 
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also allows for cross-subsidization between rate classes, meaning that programs in aggregate could be 

cost ineffective, but cost effective programs in other rate classes would offset those net costs.  

Falling between these two options, cost effectiveness could be quantified at the program level, 

(appliance rebates, QHEC, Home Performance with ENERGY STAR, etc.) or sub-portfolio level (delineated 

by rate class). Both of these options avoid the cross-subsidization issue and vary in the level of program 

design flexibility and guaranteed project-level cost effectiveness they provide. 

Based on group discussions, it is likely that we will continue with sub-portfolio level analyses (i.e. 

analyzing all programs for residential customers or all C&I customers) as they will provide utilities with 

the flexibility to explore innovative programs while ensuring that EmPOWER is cost effective overall for 

each rate class. Thus, if an individual program is found to be cost ineffective, it will be more than offset 

by the other suite of programs in the sub-portfolio. Further, all programs are subject to the Commissions 

appropriateness screen. 

Discount Rate 
 

Relevant Question What discount rate should be applied to future benefits? 

Potential Options  Utility WACC 

 Adjusted utility WACC 

 Federal long term bond rates 

 Societal discount rate 

 CPI 

 Others 

Consensus Choice None 

Level of Consensus Low/Medium 

  

While the costs for energy efficiency programs are generally incurred up front, benefits for 

energy efficiency and demand response projects accrue over the lifetime of the product or measure, 

which can be 10-20 years or longer. Thus, the choice of discount rate is a critical determinant of cost 

effectiveness, particularly for long-lived measures. Generally speaking for energy efficiency projects, a 

higher discount rate impacts the benefits side of the equation and is thus inversely related to overall 

cost effectiveness. 

 Maryland’s current approach assumes that the utilities as the program administrators, assume 

the risk associated with running the programs. Thus, the discount rates are the utilities’ weighted 

average costs of capital (WACC), which assume that the utilities bear most of the risk and cost 

associated with energy efficiency programs. This results in the following discount rates3: 

                                                           
3
 Source: Itron, Inc. “Cost-Effectiveness Results for 2012 Energy Efficiency Programs in Maryland.” Prepared for 

Maryland Public Service Commission and the EmPOWER Maryland Utilities. September 6, 2013. 



Cost Effectiveness Workgroup – February 4, 2014 Meeting 

9 | P a g e  
 

Figure 1: Utility Weighted Average Cost of Capital 

Utility 2012 WACC 

BGE 7.60% 

DPL 7.56% 

PEPCO 7.96% 

PE 8.30% 

SMECO 6.85% 

 

 Following the December 2013 Cost Effectiveness Working Group Meeting, MEA posited whether 

the utilities’ WACC rates appropriately capture the time value of money and risks associated with energy 

efficiency projects. Stakeholders were generally divided over whether the WACC should be maintained 

as the discount rate for 2015-2017 or a lower discount rate should be substituted. 

 BGE suggested that Maryland retain use of the WACC to “ensure consistency with other uses of 

discount rates by the utilities.” BGE acknowledged that energy efficiency investments differ from other 

uses of utility funds, however energy efficiency investments are not risk free for the utilities. Risks 

include commission and evaluator reviews, customer participation rates, changes to codes and 

standards, economic impacts, and population shifts. 

PE also supported the use of the WACC in Maryland, pointing to a 2008 report from the National 

Action Plan for Energy Efficiency. This report suggested that the utility’s average cost of borrowing be 

typically used in the TRC, RIM, and PAC tests. PE further suggested that the WACC could be adjusted 

upward to account for additional risks associated with demand-side management programs. 

 PHI suggested that Maryland continue to use the WACC if Maryland continues to employ the 

TRC test. However, PHI would also support additional cost effectiveness tests with alternative discount 

rates. For example, for the 2012-2014 program cycle, Pepco and DPL provided a discount rate of 3% to 

be used for the societal test and one of 15% to be used for the participant test. 

 Staff, through a submission from Itron, stopped short of suggested a specific discount rate, but 

rather, stated that the rate should be based on three considerations: 

1. Revealed time preferences of the entity making investment choices 

2. Actual returns achieved by energy efficiency investments 

3. Relative financial and project risks of the investments compared to other investments 

Further, policy makers could substitute societal discount rates for investments designed to avoid 

impacts from climate change. Itron provided clarification on these three factors and ultimately 

concluded that the utilities’ WACC are appropriate unless there is a policy decision to employ the 

societal test, in which case a lower discount rate would be justified. 

 OPC recommended a societal discount rate post-2014 since EmPOWER investments address 

societal goals. Further, EmPOWER expenditures are operating expenditures, not capital expenditures, 

and are recovered through surcharges to ratepayers, therefore the utilities need not raise capital at 
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their WACC to fund the programs. Further, these programs are relatively low risk to the utilities given 

cost recovery through the EmPOWER surcharge.  

Efficiency First Maryland took this a step further by arguing that the required rate of return for 

utilities is zero because the PSC guarantees reimbursement for lost profits and administration. They 

believe that the only function of the discount rate is to discount future cash flows to present value, and 

thus a discount rate equal to future inflation and derived from CPI projections is most appropriate. 

 Efficiency advocates submitted jointly that the EmPOWER programs have significant risk 

mitigation benefits, with costs that are fully recovered through the EmPOWER surcharge. Further, future 

energy planning risks are lessened due to reduced demand. The advocates pointed to a finding from a 

recent report, “Practicing Risk-Aware Energy Regulation, What Every State Regulator Needs to Know,”4 

that energy efficiency is the lowest cost and lowest risk energy resource. Thus, discount rates should 

reflect both the low-risk profile of energy efficiency and the time value of money. Advocates also point 

to a recent Northeast Energy Efficiency Partnerships (NEEP) survey of state policies for the EM&V forum 

in which it was found that neighboring states in the Northeast and Mid-Atlantic using a TRC test typically 

apply low discount rates based on the 10-year Treasury bill (0.5-2.0%) or societal discount rates (1.8-

3.0%). Therefore, they recommend either of these options. 

Avoided Costs 
 

Relevant Question How should Avoided Cost Study results be utilized in the cost effectiveness 
screening method? 

Potential Options  Include values as is 

 Adjust values based on group consensus 

 Revert to current methodology 

Consensus Choice None 

Level of Consensus N/A (haven’t discussed in detail) 

 

 Concurrent with the cost effectiveness discussions, an avoided cost working group has convened 

meetings to identify which avoided costs to include as benefits and provide guidance to Exeter 

Associates as they quantify those avoided costs. Exeter Associates released a draft report in which they 

quantified avoided costs and stakeholders participating in the avoided cost working group subsequently 

provided comments. Exeter Associates is now incorporating those comments and suggestions into its 

analysis as it develops final avoided cost numbers. 

In a future meeting, MEA plans to initiate a discussion with the cost effectiveness working group 

to determine how best to utilize avoided the results of Exeter Associates’ avoided cost study in 

Maryland’s cost effectiveness screening. 

                                                           
4
 Binz, Ron et al. “Practicing Risk-Aware Electricity Regulation: What Every State Regulator Needs to Know.” 

Prepared for Ceres. April 2012. 
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Non-Energy Benefits (NEBs) 
 

Relevant Question How should NEBs be accounted for in the cost effectiveness screening 
methodology? 

Potential Options  Do not include 

 Quantify with best estimates 

 Use adders as proxies 

Consensus Choice None 

Level of Consensus Low/Medium 

Relevant Question Which NEBs would be appropriate to account for in the cost effectiveness 

screening given relevant policy objectives and data availability? 

Potential Options  Non-monetized greenhouse gas reductions 

 Reduce operations and maintenance costs 

 Adder for priority demographics (e.g., low income) 

 Increased comfort/reliability 

 Others 

Consensus Choice None 

Level of Consensus Low/Medium 

 

 The concept of non-energy benefits (NEBs) was discussed briefly earlier in this document – in 

the contexts of “Choice of Test” and “Policy Objectives” – but this is a critical concept that does not yet 

have group consensus. Maryland has traditionally considered benefits to include avoided costs 

associated with a reduction in electric generation and demand capacity. These avoided costs, described 

in the previous section, account for a large portion of the benefits associated with investments in energy 

efficiency. 

 However, as is illustrated by Maryland’s multiple policies, demand-side management programs 

can serve a number of purposes and result in benefits beyond just reductions in capacity or generation. 

These potential NEBs include, but are not limited to, reductions in greenhouse gas emissions, reduced 

operating and maintenance (O&M) costs to end-users, end-user comfort, equitability in the case of 

limited income programs, and others. 

 BGE believes that the inclusion of NEBs may be appropriate when those benefits “are definable 

and measurable, able to be valued, clearly apply to Maryland consumers, and are non-duplicative of 

other benefits."  Thus, there may be “little to justify specific non-energy benefits.” A small adder may be 

justified to simplify the process in lieu of not including any NEBs, but only if it meets the above criteria. 

Further, BGE pointed out that there are some expenditures deemed to be beneficial to which energy 

savings benefits cannot be directly attributed. These may include a General Awareness program and 

behavior-based programs. BGE suggests that the group find a way to value those expenditures outside 

of the cost effectiveness screening. 
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 PHI supports an expansion of the TRC test or inclusions of a societal test to capture NEBs to 

satisfy objectives specified in the EmPOWER statute. Where appropriate, sensitivity analyses of NEBs 

could be provided. PHI expanded that the following benefits should be included in either the societal or 

participant tests, with a disclosure of the uncertainty of these benefits: comfort, O&M savings, safety, 

and environmental externalities. If Maryland proceeds with only one test, NEBs could be included in a 

sensitivity analysis in the TRC test. PHI further stressed the importance of focusing on avoided energy 

and capacity benefits and ensuring that those are quantified accurately.  

 In contrast, PE does not support the use of proxy adders or multipliers to estimate benefits. 

They stress that uncertain variables could overstate benefits, which would lead to spending of ratepayer 

dollars on ineffective programs. Further, PE believes that the mark effect of emissions allowances are 

already included in energy prices, so accounting for these separately would result in double counting. 

Further, other benefits “cannot be estimated with any degree of accuracy over a longer term period,” 

thus overestimation of benefits becomes a risk. Lastly, PE recommends that to if uncertain benefits are 

to be included in the analysis, risk factors should be included to avoid overstating those benefits. 

 Itron, with Staff’s support, recommends the use of proxy multipliers to account for uncertain 

NEBs. Itron pointed out that several public utility commissions throughout North America rely on a 10% 

NEB multiplier – applied to total benefits – to estimate NEBs for programs with significant NEBs. Itron is 

currently conducting a literature review on this topic and plans to make recommendations in March, 

2014. Staff added separately that the group needs to consider how best to incorporate programs 

without clearly delineated benefits – such as behavioral programs or a General Awareness effort. 

 OPC and VEIC stressed the importance of considering non-monetized benefits and costs – 

particularly those that align with specific policies or legislative goals – however these do not necessarily 

need to be incorporated into the cost effectiveness screening. Further, any assumptions or sensitivity 

analyses will need to be clear and transparent. 

 The energy efficiency advocates do not believe that uncertainty alone is enough to justify an 

otherwise relevant benefit’s exclusion from the analysis. They further point to a “significant body of 

analysis” verifying the significance of NEBs in energy efficiency programs. The advocates suggest that 

MEA adopt a modified TRC test that accounts for participant NEBs. A consensus decision would then 

need to be made on how best to quantify or incorporate those benefits, including proxy adders where 

monetary or quantitative estimates are not available. They further add that a NEEP EM&V Forum Survey 

found that Vermont and the District of Columbia have used proxy adders for NEBs in their screenings. 

 Efficiency First Maryland supports including NEBs using the best information available – possibly 

based on approaches taken by others states. Further, surveys could be conducted to attempt to gauge 

the value placed on certain NEBs. 
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Net-to-Gross Adjustments 
 

Relevant Question How should findings from past net-to-gross studies be incorporated into the 
cost effectiveness screening methodology? 

Potential Options  Adjust benefits based on historic Marylandnet-to-gross ratios 

 Adjust benefits based on industry-standard ratios 

 Do not adjust benefits  

Consensus Choice None 

Level of Consensus N/A (haven’t discussed in detail) 

 

 Throughout the course of the 2012-2014 program cycle, Maryland’s EM&V contractors 

conducted studies to identify the extent to which gross savings needed to be adjusted to more 

accurately assess energy savings directly attributable to Maryland’s energy efficiency programs, or net 

savings. These studies resulted in net-to-gross (NTG) ratios, which are essentially adjustment factors 

that apply to gross savings estimates and account for free-ridership within the programs, spillover, and 

other factors. 

 It is likely the case that future energy savings will require similar adjustments. Thus, applying 

past NTG ratios or adjustment NTG ratios to the projected benefits incorporated into the screening 

analyses, we may get a more accurate estimate of future benefits and cost effectiveness. This is a topic 

that has not yet been discussed as part of the cost effectiveness working group. It will be explored 

further in future working group meetings. 


