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Background 
Today, customer demand for electricity is growing rapidly as houses get larger, new customers move into Duke Energy’s five-state service area and energy-hungry plug-in home electronics (plasma TVs, computers, cell phones, iPods, etc.) continue to grow in popularity.   

With that in mind, the question really becomes, “How can Duke Energy meet these needs in the most cost-effective, environmentally friendly manner?”  
Clearly, there are trade-offs with any type of electric generation technology available today.  Costs associated with building new generating plants continue to escalate, as well. 

At Duke Energy, we view energy efficiency as a “fifth fuel” after coal, nuclear power, gas and renewables.  Energy efficiency is a low cost alternative and is emissions-free, which aligns well with our commitment to reduce the carbon footprint associated with our operations. 

There is great potential for reducing U.S. energy consumption through an increased emphasis on efficiency, but there has been little success to date.  Just think of the impact if all 150 electric investor owned utilities and over 400 municipalities and cooperatives could achieve 1 percent of sales in energy efficiency savings.  
Existing approaches to incent utilities to pursue energy efficiency are not working well, leaving untapped significant efficiency opportunities. Save a watt is a new approach that if adopted widely could: 
· Create the most energy-efficient economy in the world
· Substantially de-carbonize our energy supply

Key Attributes of the Save a Watt Model

1. The new save a watt model must compensate utilities for delivering “value” to customers.  By helping our customers save energy, we avoid the cost of building new power plants, and we help them reduce their overall energy bills.  With save a watt, the utility gets paid for the value delivered and realized by the customer. The truth is we can provide even greater “value” to our customers by helping them save energy as we do by supplying it.

2. The “save a watts” generated are a low-cost option for the customer.  We are trying to ensure this by tying the price to a discounted avoided cost calculation (avoided cost less 10 percent).  This guarantees that all customers are better off financially by meeting customer demand with energy efficiency as compared to building a new power plant.

3. In order to meet increased customer demand, electricity prices will rise.  At the same time, customers who participate in energy efficiency will reduce their energy use and see overall lower energy bills. 
4. The utility spends the money up front and assumes the risk that the program will work.  Bringing together the concept of risk and reward is in stark contrast to existing programs.

5. The proposal includes verification of the energy efficiency value realized by customers by an independent third party.

6. We believe that this method provides an appropriate incentive to our company to achieve the requisite energy savings (kWh and kW) to support our integrated resource plan.

7. Energy efficiency products and services will be convenient, affordable and reliable.  Customers will not have to sacrifice comfort or convenience.  They will not have to change the way they live or what they do.  This is our goal.

The Energy Efficiency Opportunity
Based on the Duke Energy Carolinas market potential study, more than 800 million kilowatt-hours of cost effective energy efficiency potential exists.  We believe with the investment in new technology, the number of cost effective energy efficiency could grow to 1 percent of sales. We also believe similar opportunity for efficiency exists in the other areas we serve, as well. 

However, most customers do not have the expertise, data, time or desire to evaluate or pursue efficiency options on their own.  While there are signs of greater concern for issues such as global climate change and energy independence, few customers are willing to pay more to participate. 

Based on customer research, Duke Energy is viewed as a trusted partner and advisor for electricity-related programs.  In addition, the following customer prerequisites for participation in new energy efficiency programs have been identified: 
· Customer productivity and/or lifestyle cannot be compromised.
· Efficiency programs must require minimal upfront investment for the customer.
· Programs must provide a quick and material payoff.
· Programs must be problem-free, simple to understand, easy to act upon and convenient – essentially a one-step solution that can be fulfilled immediately.  
Continuing to develop and deliver energy efficiency programs as we have in the past fails to address today’s challenges and will only ensure that future results will be modest and less reliable in terms of meeting customer demand.  The save a watt approach is designed to create value for customers and provide an incentive for the utility to be a leader in energy efficiency. 
How Save A Watt Will Work 
The goal of Duke Energy’s save a watt approach is to achieve all cost-effective reductions in electricity in a way that enhances customer satisfaction.  The company’s investment in energy efficiency would be treated from a regulatory perspective in a manner similar to the standard alternative of building new power plants.  
Initially, the company’s near term energy efficiency offerings will focus on programs that will help customers address rising energy costs and have a positive impact on the environment by reducing energy consumption.  Ultimately, the company intends to build energy efficiency into its standard service offerings so that customers can reduce their energy consumption significantly and lower their power bills without sacrificing comfort, convenience or productivity.  If done correctly, customers will find great value from partnering with their utility to realize additional efficiency.  
To compensate and encourage the company to develop revolutionary energy efficiency offers, the save a watt model proposes the following regulatory treatment approach:
· Rate recovery would be based on 90 percent of what it would cost to build and operate a plant to produce the amount of electricity saved.  Customers who do not participate in programs would still receive a 10 percent discount related to these “avoided” costs. 
· Customers who take full advantage of our energy efficiency offerings will significantly reduce their electricity consumption and lower their overall energy costs. 
· Duke Energy will be rewarded only for energy savings actually realized by customers. 

· Annually, a third party audit will be conducted to verify actual energy savings achieved through energy efficiency programs.

· From this revenue stream, the company will pay for marketing, administration, program incentives, measurement and verification costs. 

In essence, the save a watt approach treats energy efficiency just like supply-side or generation resources.  If the energy efficiency resource produces the desired savings over a 10-year useful life, the utility is paid for the results over the 10-year period.  This requires the utility to be accountable for the results over a program’s useful life in a manner similar to traditional generation resources. 

 Challenging Energy Efficiency Conventional Wisdom

The save a watt proposal approaches the chronic under-investment in energy efficiency in a new and different way.  In so doing it challenges the conventional wisdom embedded in existing utility programs.

1. One conventional wisdom is that the only method of compensating utilities for lost sales is to adopt a “decoupling” approach.  We believe that “decoupling” was a good first step. However, it is not enough to produce the significant transformation necessary to achieve the energy savings we all envision while keeping the utility and its shareholders on the same earnings trend they would have achieved had they met load requirements solely through building new power plants.  “Decoupling” was designed to make utilities economically indifferent.  To truly stimulate energy efficiency, we need to create a sustainable energy efficiency business model, and indifference is not a foundation for sustainability.  In contrast, the save a watt model will stimulate energy efficiency just as regulatory returns stimulate the building of new generation.  

2. Another conventional wisdom is that the current regulatory model of program cost recovery and lost-margin recovery is incentivizing significant investments (all that is necessary) in technology and energy efficiency products and services.  We think that significantly more investment is needed.  In fact, one of the direct causes of the past chronic under-investment in energy efficiency in our country is the failure to put efficiency on equal footing with new power generating options.

3. Another conventional wisdom is that with consumer education and programs, consumers will make the right choices.  In other words, if we build it they will come.  However, history shows us that is not the case.  We need to bring consumers the efficiency programs, and if utilities are expected to do that, they need to view efficiency investment as being on a level playing field with generation additions.  

In many states, including several that we serve, electricity rates are simply too low to encourage the type of immediate transformation that is needed.  We need a new regulatory model as embodied in our save a watt approach to achieve a paradigm shift in how we view energy efficiency.  The save a watt approach promises to deliver all cost effective energy efficiency through the utility, thereby delivering the greatest value for customers and society.  The simple thought of a utility partnering with its customers to achieve significant energy reductions with little impact on their lives and businesses is a compelling vision and one Duke Energy thinks is well worth the journey.  
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