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The Regulatory Assistance Project (RAP)

We are a global, non-profit team of experts 
focused on the long-term economic and 
environmental sustainability of the power 
sector, providing assistance to government 
officials on a broad range of energy and 
environmental issues.
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About RAP – US 

RAP provides technical and policy support at the federal, 
state, and regional levels, advising utility and air regulators 
and their staffs, legislators, governors, other officials and 
national organizations.

We help states achieve ambitious energy efficiency and 
renewable energy targets and we provide tailored analysis 
and recommendations on topics such as ratemaking, smart 
grid, decoupling and clean energy resources. RAP publishes 
papers on emerging regulatory issues, and we conduct 
state-by-state research that tracks policy implementation.
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RAP’s Initial Advice:

4

Issued July 7, 2014



“10 Steps”

1. Engage with fellow state regulators

2. Engage with other states

3. Engage and strengthen relationships with 
EPA regional offices

4. Initiate or deepen engagement with the 
ISO/RTO or those responsible for managing 
the regional electricity grid
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“10 Steps” (Continued)

5. Evaluate the state’s evaluation, 
measurement, and verification (EM&V) 
protocols for energy efficiency (EE) programs

6. Update or conduct maximum potential 
studies for EE and renewable energy (RE)

7. Determine if additional value can be 
obtained from state EE and RE programs
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“10 Steps” (Continued)

8. Incorporate greenhouse gases (GHG) in 
relevant energy and environmental planning 
and regulatory processes (e.g., integrated 
resource planning (IRP))

9. Consider staging actions to reduce GHG 
emissions

10. Eliminate “silos” that segregate multiple 
pollutants (e.g., CO2, SO2, NOx) and media 
impacts (e.g., air, water, waste)
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“Teaching the 
Duck to Fly”

EE can help 
reduce fossil 
ramping as 
penetration of 
renewables 
increases
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www.raponline.org/document/download/id/6977



Overview of Energy Efficiency in Missouri

• Missouri Energy Efficiency Investment Act (MEEIA) authorizes 
the PSC to approve demand-side management programs 
(DSIMs) and to allow cost-recovery, lost revenue recovery, and 
incentive mechanisms.

• MEEIA does not set forth any targets for energy efficiency, and 
program filings under MEEIA are entirely voluntary by the 
utility. 

• PSC Rules for MEEIA implementation lay out a guideline for 
reviewing progress toward achieving "all cost-effective 
demand-side savings” that ramps up to a level of 1.9% of 
electricity by 2020, but this is a non-binding guideline. 
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Missouri’s Current EE Efforts

• Ranked 43rd on ACEEE 2013 Scorecard – opportunities for EE 
available as a compliance tool

• SB 376 set out voluntary goals for electric utilities to achieve 
0.3% annual savings in 2012, ramping up annually to 0.9% in 
2015 and 1.7% in 2019 for cumulative annual savings of 9.9% 
by 2020

• The 3-year EE budget for Ameren is $145 million. 

• Three of the four utilities have plans approved by the 
Commission and are implementing programs. 
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Incorporating Energy Efficiency into 
The Clean Power Plan

• Increase energy efficiency targets to meet the 1.5%/year goal

• Recovery of program costs

– Missouri law allows for adjustments between rate cases

• Eliminate throughput incentive

 Missouri law allows utilities to propose lost revenue 
recovery

• Provide incentives to utilities to exceed targets

 Missouri law allows for shared savings 

• Ensure there are good screening tests for EE programs

 Missouri uses TRC, PCT, SCT, RIM
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Throughput Incentive: Decoupling

• A method of adjusting utility rates (prices) 
between rate cases to account for changes in 
sales volumes. Most decoupling mechanisms 
contain a method to update allowed revenues 
for customer growth and/or attrition factors.

• Goal is to eliminate the “throughput incentive.”
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How Decoupling Works
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Allowed Revenues $10,000,000

Test Year Unit Sales 100,000,000

Price $0.10000

Actual Unit Sales 99,500,000

Required Total Price $0.1005025

Decoupling Price "Adjustment" $0.0005025

Periodic Decoupling Calculation

From the Rate Case

Post Rate Case Calculation



Decoupling Rate Adjustments Have 
Generally Been Very Small
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Source:  Lesh, 2009



How Changes in Sales Affect Earnings: Why 
Decoupling Matters

12.31%11.88%$11,076,180$1,176,180$1,809,5081.00%

13.61%23.76%$12,252,360$2,352,360$3,619,0152.00%

14.92%35.64%$13,428,540$3,528,540$5,428,5233.00%

16.23%47.52%$14,604,720$4,704,720$7,238,0314.00%

17.53%59.40%$15,780,900$5,880,900$9,047,5385.00%

11.00%0.00%$9,900,000$0$00.00%

4.47%-59.40%$4,019,100-$5,880,900-$9,047,538-5.00%

5.77%-47.52%$5,195,280-$4,704,720-$7,238,031-4.00%

7.08%-35.64%$6,371,460-$3,528,540-$5,428,523-3.00%

8.39%-23.76%$7,547,640-$2,352,360-$3,619,015-2.00%

9.69%-11.88%$8,723,820-$1,176,180-$1,809,508-1.00%

Actual ROE% ChangeNet EarningsAfter-taxPre-tax
% Change 
in Sales

Impact on EarningsRevenue Change



Utility Incentives
• The goal of incentives, where approved, is to encourage 

utilities to engage in energy efficiency, generally beyond what 
would represent normal or compliant performance 

 The concept is to make it an organic part of the utility 
business plan

• Incentives offer an additional revenue source for utilities and 
are added to rates in consideration for the added va7lue the 
performance gives to customers
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Program & 
Administrative 

Costs

Lost 
Contributions 
to Fixed Costs

Incentive 
Payments



Design of Incentive Mechanisms

Frequently, incentive mechanisms contain a 
performance component so that higher energy 
efficiency levels produce higher returns for the utility.  
See example below:

• No incentive for less than 100% of goal 

• Incentive level set at 7.5% for 101-107.5% of goal

• Incentive level set at 10% for 107.6-114% of goal

• Incentive level set at 15% for exceeding 115% of goal

Note: penalties may be added for bad performance.
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Incorporating Renewable Energy Into 
The Clean Power Plan

• Adopt Renewable Portfolio Standard

• Promote Combined Heat and Power 
Solutions

• Remove Interconnection and Tariff 
Pricing Barriers

• Support Net-Metering
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Renewable Portfolio Standard in Missouri

• 15% by 2021

• Solar power must meet 2% of annual requirement, to reach 
0.3% of retail sales by 2021

• In-state renewables are valued at 25% more for compliance 
purposes

• IOUs must offer rebates of at least $2/watt for customer-sited 
solar power systems <25 kW, and may offer standard contracts 
for the purchase of SRECs

• Penalties imposed of twice the market value of RECs or SRECs 
for noncompliance

Source: ACORE, Renewable Energy in the 50 States, p. 19, October, 2013
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Net-Metering And Interconnection Standards

Net – Metering applied to all utilities

• System capacity limit of 100 MW; aggregate capacity limit of 
5% of utility’s single-hour peak load during previous year

• Net excess generation credited to next bill at avoided-cost 
rate for 12 months

Interconnection applied to all utilities

• Rules vary by utility, system type and/or system size

Source: ACORE, Renewable Energy in the 50 States, p. 19, October, 2013
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Tax Credits and Loans

Tax credits and Loans

• Missouri Works Program: Tax credits or retention of withholding tax 
for new and existing businesses creating or retaining jobs in state

• Solar Property Tax: Solar systems not held for resale are exempt 
from state, local and county property taxes

Loans

• RE can be used for energy improvements made at government 
facilities, schools, and not-for-profit hospitals, etc.

• $5,000-$500,000 per applicant; $5m total available in FY2014

Source: ACORE, Renewable Energy in the 50 States, p. 19, October, 2013
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Recommendations

Energy Efficiency

• Adopt more aggressive Energy Efficiency Resources Standards

• Adopt decoupling to eliminate the throughput incentive

• Provide incentives that increase with over-compliance

Renewable Energy

• Consider increasing RPS

• Review interconnection tariffs and standby rates of all utilities

• Review avoided cost tariff for accuracy as this is basis of net-
metering rate
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About RAP

The Regulatory Assistance Project (RAP) is a global, non-profit team of experts that focuses on 
the long-term economic and environmental sustainability of the power sector. RAP has deep 
expertise in regulatory and market policies that:

 Promote economic efficiency
 Protect the environment
 Ensure system reliability
 Allocate system benefits fairly among all consumers

Learn more about RAP at www.raponline.org

jmigden@raponline.org

614-330-2080

mailto:Jmigden@raponline.org


Appendix A

Additional Information

On

The Clean Power Act
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NACAA History of “Menus of Options”
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NACAA Menu of Options for Reducing CO2

from the Power Sector

• Will cover technology and policy 
options available today

• Publication expected October 1, 2014

• Started before EPA issued 111(d) TSD’s; 
will incorporate them
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NACAA Menu of Options Chapters:
Technologies
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1. Optimize power plant operations 

2. On-site CHP/Waste Heat Recovery

3. Off-site CHP

4. Coal beneficiation

5. Optimize grid operations (DR, CVR, etc.)
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6. Increase generation from zero- or lower-
emission resources (RE, nuclear, etc.)

7. Pursue carbon capture, use, and storage 
(CCUS)

8. Retire aging power plants

9. Fuel switching

10. Reduce T&D losses

NACAA Menu of Options Chapters:
Technologies (continued)
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11. Increase EE, DSM, EERS, etc.

12. Foster new markets for EE

13. Pursue behavioral EE programs

14. Boost appliance standards

15. Boost building codes

16. Loading order or procurement preferences

17. Encourage clean distributed generation (DG)

18. Revise transmission pricing and access

NACAA Menu of Options 
Chapters: Policies
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19. Revise capacity market practices

20. Better integrate RE into the grid

21. Adopt environmental dispatch

22. Improve IRP standards

23. Improve DR policies (key to RE penetration)

24. Adopt market-based programs (caps, etc.)

25. Adopt a carbon tax

26. Incent 3rd-party partners, aggregators, etc.

NACAA Menu of Options Chapters:
Policies (continued)



Additional Advice

• Remember, this is just a proposal 

 A marathon, not a sprint

• EPA’s requests for comment signal opportunity 
for states – Due Dec. 1, 2014

• Check EPA’s work for your state

 e.g., Calculations, 2012 oddities, etc.

 Start framing “least cost” approach (EPA’s 
isn’t)

• The time is ripe for “no regrets” measures
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…And Be Sure to Capture Co-Benefits
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• Good 111(d) choices 
can help air quality; 
good air quality choices 
can help 111(d) 
compliance

• Ditto for increasing 
water concerns

• Integrated multi-
pollutant, multi-media 
approach can lower 
cost, risk (IMPEAQ)
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May Be Able to Repurpose State Energy 
Strategies Targeting Least-Cost/Jobs



Consider Multi-State 
Compliance Approaches

• Better for power sector
 Allows broader reliability regions
 More compliance options => lower 

cost

• Better for states
 Fewer “seams” issues
 Lighter lift; shared/lower costs
 Strength in numbers

• Better for EPA
 Less reliability & cost risk
 Fewer, faster approvals
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Additional Advice (continued)

• Think outside the box (e.g., water 
conservation)

• Don’t worry (much) about FIPs, federal 
incursion on PUC authority, building block 
conflicts, etc.

• Immediate goal for state plans: Goldilocks 
(Not too specific, but enough detail to gain 
initial EPA approval)

• Comment, comment, comment!
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In Summary, Two Big Tasks…

1. Developing comments

2. Developing an approvable 
state plan

• Check EPA’s math & 
assumptions for your state

• Call out any oddities

• What effect will current state 
policies have?

• Any energy policies being 
considered?

• Any 111(d) reliability impact?

• What options look best?



What’s the Biggest Challenge?

• The federal Clean Air Act is:

– 40-years old and highly prescriptive

– The “way we’ve always done it”

• Section 111(d) is:

– The “40-year-old virgin” and highly 
flexible

• EPA’s never done this before either…

• Morphing the traditional practice of air regulation into 
the new permissiveness reflected in the proposed rule 
may be more difficult (for both EPA offices and state 
DEPs) than actually complying with the rule is for the 
regulated community…
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Appendix B

Decoupling
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Decoupling Design 
and Choices

• All Functions or Distribution-Only

– May depend on whether the utility is 
deregulated or vertically integrated;

– Double-recovery issues for production 
costs;

• Should revenue regulation apply to all 
customer classes?

– Large customers are unique
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Decoupling Design 
and Choices

• Symmetry for both over- and under-recoveries?

• Minimum energy efficiency performance? 

• Minimum customer service performance?

• Revenue Per Customer (RPC) or Annual Review of 
attrition factors?

• Inflation (net of productivity) adjustment?

• Caps and collars on rate increase amount 
permissible in any given year
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Decoupling Design 
and Choices

• Frequency of adjustments

– Monthly adjustments (BG&E)

– Annual adjustments (PG&E)

– Other time periods

• Cost of Capital Adjustment

• Required 3 – 5 year General Rate Case
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Some Consumer Protections 
for Decoupling

• Minimum EE Performance

• Symmetry of design

• Requirement of periodic rate cases to 
adjust rates

• Cap on rate increase amount permissible 
in any given year

• Reductions in equity capitalization ratio to 
reflect reduced earnings volatility 45
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