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Background

New Requirements

On May 29, 2001, Governor Ventura signed the Minnesota Energy Security and
Rdiability Act into law. It isthe most comprehensive energy legidation passed in the
dtate of Minnesotain several decades.

Among the many issues addressed was a r einfor cement of the state's commitment to
ener gy conservation programs. Often referred to as Demand-Side Management
Programs (DSM), these programs involve Strategies by energy providers (electricity and
natural gas utilities) to meet future energy needs through promotion of high efficiency
technologies and processes. The benefits of energy conservation programsin dowing the
growth of energy use have been documented both nationdly and locdly.

In Minnesota, energy conservation efforts are covered under the Conservation
Improvement Program. The new legidation brought increased attention to promotion of
energy conservation by municipd utilities. The main changes were:
- anincreasein theleve of eectric CIP spending required of municipd utilities, to
meatch that of other utilitiesin the Sate,
agradua decrease in the percentage of CIP funds that can be spent on load
management and an accompanying increase in the percentage of CIP funds that
must be spend on energy conservation, and
greater reporting requirements to the state on activities by municipalities.

The Center for Energy and Environment (CEE) has devel oped this CIP Primer for
MMUA to assst Minnesota s municipd utilities in meeting the statutory requirements for
CIP. This primer is based upon Chapter 212 of Minnesotal s 2001 Session Laws (mostly
codified at MN Stat. 216B.241) and extendve consultation with the Department of
Commerce. These guiddineswill assst you in developing CIP plans that mean the new
law and provide the Department of Commerce with the information they require.

Process and Timeline

The new laws require municipd eectric and naturd gas utilities to file their biennid CIP
plans every two years, sarting June 1, 2002. The CIP filingisto include an evaluation
of resultsfor the previoustwo yearsand a plan for the next two years. For thefirst
filing due in 2002, the eva uation needs to only include results for 2001.

CIP plans are to be submitted to the Commissioner of the Department of Commerce. The
Commissioner will review the CIP plans and may offer suggestions for improving them.

State’s Authority

Ultimately, the Commissioner does not havethe authority to order changesto a
municipality’s CI P as long as the plan meets statutory requirements. However, the new
legidation was passed because there was some concern that CIP funds spent by




municipalities and cooperatives were not being used for energy conservation purposes. It
is therefore important for municipals demondrate that they are designing and
administering codt-effective programs, and that these programs do include a significant
energy conservation component.

Other Sources of Information

The Commissioner of the Department of Commerce sent aletter to al municipa utilities
containing preliminary information about CIP changes a the beginning of the year. This
letter outlined requirements and gave the new reporting format for projects proposed for
implementation over the coming biennium. The Commissoner aso sent aletter on
March 25, 2002, which summarized the statutory changes, gave detailed information on
how to fill out CIP Worksheets, and provided a booklet of suggestions for energy
conservation improvement programs. If you do not have these materids, they are
available from Lois Mack at the Department of Commerce, 651/296-8900, and on CEE’'s
web ste a www.mncee.org. Click on“Energy Services’ and then on “Municipa
Utilities” (in the purple band).




CIP Requirements

Reporting Requirements

Municipd utilities are required to document their individua CIP efforts to the Minnesota
Department of Commerce every two years sarting on June 1, 2002. The CIPfiling
congsts of two parts.

Plan for the Current Biennium (2002-2003)

The CIP plan filed on June 1, 2002 is to describe the utility’ s plans for 2002 and 2003.
Since thefiling occurs hafway through the firg year of the plan, the Department is fully
aware that any suggestions cannot be addressed until the second year of the biennium. In
the future, the Department isinterested in changing the filing requirements to diminate
thisdifficulty. However, until such a statutory modification occurs, the municipa CIP
plans will continue to be filed hafway through the first yeer.

For the filing, the CIP plan should include the following for each project:
1) Header informeation
a. Program/Project name
b. Type (new or existing)
c. Audience or market (resdentid, commercid, industriad)

2) Project Description: for example, quaifying criteriato receive rebates, rebate
amounts, savings projections, marketing plan, etc.,

3) Project Support: judtification or why this project should be done,

4) Project Modifications. For existing programs, any changes made from
previous biennium and why they were made.

5) Edtimated $kW and $/kWh. Caculation of the projected project cost per kW
of demand reduction and per kWh of energy saved. Note that formal
benefit/cost andyssis not required for the filing due this year.

6) Detalled budget for each project, using the worksheet provided by the
Department.

In addition, the CIP plan should include overview information and ca culations showing
that the overal CIP plan meets the new requirements.
1) Spending requirements (1.5% of gross operating revenues (GOR))
2) Conservation spending requirements (10% of total CIP in 2002 and 20% in
2003)
3) Programsto serve al market sectors (Residential and Commercia &
Industrid)
4) Effort to serve low-income households and/or renters.

Evaluation of Previous Biennium (2001)

The evauation or review section of thefird filing, due June 1, 2002, is governed by the
previous statutory requirements. Therefore, municipd utilities are only asked to provide




information for 2001, not 2000 and 2001, and the type and detail of information required
isonly that which you have normdly provided in the pagt. In particular, you do not have
to provide a detailed budget worksheet, showing cost components, etc., for each project
conducted in 2001.

The evauation should include:
1) Description of each project.
2) Actua amounts spent on each project
3) Actud energy savings (or the reason the project isimportant)
4) Cost-€effectiveness of the program. Initidly, thisisthe cost per saved kW of
demand reduction and cost per kWh of energy saved (ie, dollars expended /
demand savings and dollars expended / energy savings).

Upon receipt of the CIP plan the Commissioner of the Department of Commer ce will
review and may make recommendations to improve the CIP plan or offer suggestions
for other avenues of approach.

Spending Limits and Requirements by Type of Project

For municipal eectric utilities, the CIP spending requirementsincreased from 1.0%
of gross operating revenues (GOR) to 1.5%. Thiswasto bring the municipd dectric
utilities to the same spending leve asthe investor-owned uitilities (IOUs). The CIP
spending requirement for municipa natura ges utilities remains at 0.5% of GOR, the

same as the requirement for investor-owned natura gas utilities.

Previoudy, municipd utilities were dlowed to spend their CIP monies on any project that
they wanted. With agrowing concern that CIP money was not being used to reduce
energy consumption, severa spending limits were placed on future CIP plans. The most
important change was alimit on the percentage of funds that can be used on load
managemen.

Load Management

In the past, municipd utilities were dlowed to spend dl of their CIP funds on load
management, loosaly defined as “activities that increase the efficiency of the dectric
system”. In this case, load management activities did not have to result in anet reduction
of energy use.

The 2001 legidation puts a declining cap on the amount that can be spent on load
management. Starting in 2002, municipal dectric utilities mugt limit the amount of
their CIP fundsthat is spent on load management activitiesthat do not result in a
net reduction of energy use. Thelimit for load management spending is

Y ear Load Management Limit Consarvation Minimum
2002 90% 10%
2003 80% 20%
2004 65% 35%
2005 and thereafter 50% 50%




For 2002 this means that municipa eectric utilities must show that 10% of the money
gpent for their CIP plan resulted in actual reductionsin energy consumption for
utility customers. By 2005, haf of the money in the program must be used towards
reducing energy consumption. It is expected that most utilities are either aready meeting
this requirement or can eadily meet it over the next few years.

This requirement remains less stringent than that placed on investor-owned utilities. All
of an IOU’s CIP plan must directly or indirectly address efforts to reduce energy
consumption by its cusomers. Essentidly, their load management limit, as defined for
municipa utilities, is 0%.

Other Spending Limits / Requirements
Some additiona spending limits and requirements are placed upon the CIP plans.

1) Theplan may not allocate morethe 10% of the tota amount required to be
Spent on energy conservation programs on resear ch and development
efforts.

2) Totheextent that cost-effective projects are available in their service
territory, municipal utilities shall spend 5% of their CIP budget on projects
to build generating facilities that use renewable resour ces or on projectsto
ingal distributed generation facilities of 10 MW or less that are fuded by
natural gas, renewables, or asmilar clean fud. This requirement expires on
May 30", 2006. The Department is till deciding how to interpret this
requirement. Itislikely that renewable projects will be gpproved and
encouraged even if they are not within the municipdity’ s service territory and
may not be codt-effective at today’ s project costs. For municipdities, the cost
of renewable projectsis counted under load management.

3) Up to 3% of thefunds may be used for program pre-evaluation, testing,
and monitoring and program evaluation.

Miscellaneous Issues

In providing CIP projects for cusomers, municipd utilities should be aware of severd
other issues.

Large Customer Opt-Out

Customerswith a facility that imposes a peak eectrical demand 20 MWsor more
may apply for a CIP exemption with the Department of Commerce. If approved, the
customer is exempted from any CIP charges and cannot participate in any CIP programs.
To opt-out, alarge customer must petition the Commissioner by October 1 of any year, to
be reviewed for possible exemption beginning no earlier than January 1 of the following
year. The 20 MW load must occur at one facility on one meter. If a customer is granted
exemption based on this criterion, the exemption covers both it's electric and gas use.



Low-Income Households and Renters

Under gatute, the Commissioner is ordered to review each CIP plan to determine whether
a portion of the money spent on residential conservation improvement programsis
devoted to programsthat directly addressthe needs of rentersand lowincome
households. A benchmark the Department typicaly usesisthat 10 — 15% of the
resdentid portion of the conservation plan should be alocated towards this sector.

Spending by Customer Class

CIP funds are collected from customers of dl rate classes. Equity suggests, therefore,
that the benefits of CIP should be distributed among customers of al rate classes. Asa
generd guiddine, the Department looks to see that CI P expenditures by rate classare
roughly in proportion to revenues by rate class.

Direct vs. Indirect Impact Projects

The Department prefersto seethelargest possible per centage of CIP funds spent on
measures that directly reduce ener gy use, such asrebate programs. They redize that
education programs, such as newdetters and energy audits, have aplacein aCIP

program, but experience has shown that such programs, by themsalves, do little to reduce
energy use.

Aggregation

Utilities are allowed to aggregate their CIP planstogether to ease their adminigtrative
burden and provide conservation programs that could not otherwise occur. For example,
Austin, Owatonna, and Rochester have teamed up to submit one CIP plan for their
combined service territory.

Spending on Municipal Facilities and Equipment

Municipal utilities may spend CIP funds on measur esto upgrade municipal

facilities and equipment, for example, mor e efficient street lighting or traffic signals,
or conservation measur esimplemented on city buildings. However, you may only
gpend CIP funds on these measures | F you include the vaue of dectricity provided to the
municipdity for these usesin your gross operating revenues for purposes of caculating
required CIP spending. If you exclude municipa dectricity use from your GOR (which

is dlowed by the Department), you may not use CIP funds on projects that meke city
energy use more efficient.

Revenues from Services Provided to Customers

If a utility oper ates demand-side programsthat receive somerevenues from
customers (e.g., for consulting fees, audit fees, green pricing premiums), the costs
that arereimbursed by customer revenues do not count toward the CIP spending
requirement. Other costs do count, though. For example, if alarge customer paid for an
engineering study (or paid part of the cost), the costs they paid would not count toward
the CIP spending requirement, but if they went on to implement conservation or load
management or renewable measures that received incentives from the utility through CIP,
the incentive costs would count toward the CIP spending requirement.



Energy and Conservation Account

Any utility may deposit CIP fundsinto the Energy and Conservation Account
administered by the Department of Commerceiif it does not wish to design and
administer CIP projectsonitsown. To date, no utility has exercised this option.



CIP Project Options

Load Management

For the 2002 — 2003 CIP plan, asageneral rule programsthat were donein the past
under CIP can beincluded under theload management portion of the plan. For
example, many supply side upgrades such aslow loss transformers will be accepted.
Activities that do not involve the ddivery or use of dectricity such aswriting off
uncollected debt, office remodeling, etc. .. will not count as a CIP expenditure.
Didtributed generation efforts and / or renewable efforts can count as aload management
activity.

Keep in mind that athough various programs such as those described above will count as
load management under CIP, the Department will continue to recommend that utilities
focus their CIP efforts more and more on conservetion-oriented programs for their
customers.

Conservation

The primary concern is therefore what programs can be counted towards the conservation
gpending requirements. The basic requirement isthat the program target energy (not
just demand) reductions on the customer side of the meter. Most municipd utilities
are dready doing this, and therefore the new requirements for 2002 will not require a
dragtic overhaul of their current CIP plans. The state’sgod is to ensure that money
allocated for energy conservation programs is targeting energy conservation effortsand is
not being used by utilities to spend money on their basic business needs.

CIP plans should be broken out into the main market sectors that are served by the utility:
resdentia, commercia and indudtrid (C&), and government/utility. Conservation
programs should be devel oped that dlows al customers to participate in some sort of

program.

Examples of various programs for each sector are listed below. The information on
whether the Department is likely to review these favorably or not came from Department
gaff. Important Note: in this context favorable programs are those that the
Department agrees countstowar dsthe 10% conservation requirement for 2002.

Residential

1) Conservation programs likely to receive favorable review
a. Energy Star gppliance rebates
b. Compact fluorescent lamp rebates
c. Electric water heater energy saving packet (faucet aerators, low flow
showerheads, pipe insulation, reduced water heater temperature)
d. Ground source heat pump rebates




e. Low-income dectric energy upgrades (compact fluorescent lamps,
efficient appliances, etc.)
f.  Load control of air conditioners and water heaters (only the cost of
devices, marketing, etc. counts as conservation)
NOTE: The rate discounts offered for these programs can be
counted under the load management portion of CIP.
0. Load management rates marketing and administrative costs
h. Appropriate research & devel opment
I.  Auditsor other education activities
NOTE: Indirect impacts such as these will count towards the
conservation requirement. However, if the mgority of the
consarvation offerings are indirect impact programs the
Department will suggest the utility pursue more direct impact
programs.
2) Consarvation programs likely to recelve unfavorable review
a. Treereplacement programs
NOTE: Individud utilities may be able to convince the
Department that this program reduces participant’s energy costs.
However, to do so a utility may have to provide more detail than
just describing a replacement program and may have to defend
its energy savings assumptions. For example, the utility may
have to show that it is planting a tree large enough and close
enough to provide shade for the house and that the tree is not at
an dready shaded side of the building (ie. the north sde). If
included as a conservation program, this offering will likely be
subject to tougher scrutiny than other conservation programs.
The Department is concerned thet this program is being used to
replace trees that do not provide any shade tree benefits.
b. Uncollected accounts
NOTE: Uncollected low-income accounts will not count
towards CIP and therefore cannot be used to meet the low-
income/ renter requirement. The Department has been advised
to take this pogition by their legd dtaff.
c. Budget hilling for low income and renters
d. Electric CIP funds spent on low income gas/oil measures or
expenditures that are large relative to the eectric savings achieved
(e.g., generd coststo help build a house)
e. Incentives usng various utility rate structures (pesk discount rates, off-
peak rates, etc...)

Commercial and Industrial (C&l)
1) Consarvation programs likely to receive favorable review
a. High efficiency lighting rebates
b. Motor and adjustable speed drive rebates
c. High efficiency cooling equipment rebates
d. Ground source heat pump rebates



T T

K.
L.
m.

High efficiency refrigeration equipment rebates

Rebates for building recommissioning studies and implementation
Rebates for compressed air system studies and implementation
Design assstance for new C& 1 congtruction

Computer power management programs

Load control of air conditioners and water heaters; (only the cost of
devices, marketing, etc. counts as conservation)

L oad management rates (only the marketing and adminigrative costs)
Appropriate research & development

Commercid energy audits

2) Consarvation programs likely to receive unfavorable review

a
b.
C.

Standby generators at customer facilities (ie. fuel switching)
Load shifting activities
Other items, same as for residentia

Government / Utility

1) Conservation programs likely to receive favorable review
a.  Upgrading street lights to more efficient equipment
b. Upgrading traffic Sgnds to more efficient equipment
c. Other programs, same as C&|
2) Consarvation programs likely to receive unfavorable review
a. New dreetlights where none existed
b. Replacement of streetlights with sandard efficiency
c. Addition of standby generators
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CIP Project Reporting

The Minnesota Department of Commerce has issued severd statements detailing its
expectations from municipa utilities

Project Filing

Each project included in a CIP plan should have its own individual detailed
description. Anexample of thisformat is on the following pages. Although not
required, we have added additional sub-headings and recommend that members aso
indude thesein ther filings. If you address these issues, questions from the Department
should be minimized, dleviaing most of the concerns that they may raise. Hopefully
incluson of these finer points will dso help members think of ways to best develop and
promote their own programs.

In addition, each program isto have a completed spreadsheet template like the one
proposed by the Department. The spreadsheet provides detailed information on
separate cost components for the project, alocation among market sectors, low-income/
renter information, the type of program, targeted end- uses, and summarizes the average
savings and cogs for the program. It isimportant for utilities to track thisinformation as
best asthey can.

It is therefore suggested that the utility address each section and complete the attached

Spreadsheet template for each program. Not every section will be relevant for every
project so you may skip those sections that are not gpplicable.
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Example

Program/Project Name: Name of Program
Type: New or Exidting
Audience: Resdentid or Commercial & Industrial Customers or both

Project Description
Description of the Project

Qudifying Criteria, Savings Egtimates, Incentive Amounts
Description of the criteria used in determining program digibility, estimates of dectricity
savings of KW and kWh per unit and totd, amount of incentivesif any.

Marketing Plan
Description of how the utility plans on marketing the program to customers (such as hill

inserts, print ads, televison and radio ads, etc...)

Coordination with Trade Allies

Description of how the utility plans on working with other organizations to promote and
design effective programs (ex. gppliance retailers, HVAC and plumbing contractors,
etc...).

Implementation Services
Any additiond servicesthe utility plans on offering to encourage the adoption of energy
efficiency technologies and programs. (ex. direct ingtdlation).

L ow-Income and Renter Participation
Description of how low-income and rental households can benefit from the program and
expected participation, if gpplicable.

Tracking and Evauation
Description of how the utility will track the money distributed and eva uete the program
to ensure that energy savings are achieved.

Additiond Information
Any additiond information the utility wishesto provide. Also directs reader to the
Department’ s excel spreadshest for each individua program.

Typicd responseis.
See Product Information Sheet at the end of this portfalio.

Project Support
Description of why the program is important.

12



Project modifications
Description of any modifications made an existing program.

Esimated $¥kW, $kWh, and M CF

2002
Cost per kWh — Meter $
Cost per kWh — Generator $
Cost per kW $

13
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Conservation Improvement Program Report

Indirect (No kWh Savings) check below

Audit/Info

Education

R&D

Renewable

Other

Program Delivery

Direct ikWh Savinisi X

Utility Administration

IAdvertising & Promotion

Evaluation Labor & Expenses

Participant Incentives

Other

Total Budget
Total Number of Participants

Residential

(Commercial

Industrial

(C&I Combined

(@]
=
5
(0]
=

Participants (%)

Participants (#)

Budget ($)

Renter Participation (%)

Participants (#)

Budget ($)

Loan

o %[

o] R

o #| R

Rebate

Direct Installation

Grant

Lighting

X[ X[ X[ >

XX X[ X

XX X[ X

Process

Motor

Refrigeration

Space Cooling

Space Heating

\Water Heating

\Weatherization

General/Other

kWh Savings per Participant

X[ X[ XXX X XX X X

X[ X X[ x| X[ > <[> >

XX XXX [ XX X <

Total Program kWh Savings

Cost per kWh Saved

kW Savings per participant

Total Program kW Savings

Cost per kW Saved

He| | | [ = =+

| | | | | =

He| [ | | =
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Spreadsheet Explanations

Mogt of the items in the excdl spreadsheet template are sdlf-explanatory however below
isabrief description of sdlected items that may be particularly confusing.

Program Type

Indirect

CIP digible programs with no associated demand (kW) or energy (kWh) savings. These
programs include audits and energy related information, education programs, research
and development activities, |oad management, etc. ..

Direct
A CIP digible programs with associated demand (kW) and/or energy (kwWh) savings.

Cost Components

Project Delivery

The cogt of delivering a CIP project which includes the external and internd |abor for
delivering projects with associated costs such as materias, mileage, and postage.
Equipment costs, equipment repair, and telephone line charges are dso considered to be
project delivery costs. Thismay beinternd costs of utility representatives charged with
ddivering a CIP program or it may be the amount charged by athird party to ddiver a
CIP program to a customer.

Utility Adminidration
Thelabor and other minor costs related to administering the CIP program. Typicaly,
time spent keeping track of dollars spent, energy saved, and program reporting.

Advertisng and Promotion
Advertisng and promotion expenditures associated with the program (such as brochures
and rebate forms). 1t dso includes labor to develop these materids.

Evauation and Labor

The cogt of evaluating the program to check the amount of energy savings achieved and
present information in an evauation report. Includes the costs of interna market
evauation staff, research consultants, and evauation experts.

Participant Incentive
Amount of rebate given to the customer to encourage them to take specific action.

Other
Any funds not dlocated to the above categories. Description of what these funds are

must be incdluded in the project filing.
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Overall

The new CIP requirements are not meant to be overly burdensome to Minnesota's
municipd utilities, but it is intended to ensure that & least a portion of the money
alocated for energy conservation programs result in reductions in energy consumption.
Individud utilities gill have the ultimate decison as to what programs it wants to fund,
but the Department will make recommendations as to which programsit fedsfulfills the
conservation requirements under Minnesota statute.

Minnesota municipd utilities are a varied collection of utilities with unique needs and
characteristics. The Department understands this and is interested in working with
municipals in a collaborative way to address those issues. Any utility that makesa

good faith effort to use CIP money on cost-effective ener gy conservation effortswill
receive a very helpful and cooper ative response from the Department.

MMUA is committed to asssting al membersin meeting these new CIP reguirements.
Please contact us if you have any questions.
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