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There is no question that major shifts are cascading across the energy industry—from lofty energy management and 
resilience goals to the emergence of smart, distributed energy infrastructure. This industry shift is also raising important 
questions about what should be the new utility business model. 

One key issue stakeholders are identifying is energy efficiency as a resource: How does the industry best value and 
purchase efficiency within the new energy landscape?  

As with so many aspects of state energy policy, California and New York are leading the nation in tackling this question 
head-on in 2017—with both states placing a high priority on development of new approaches to buying energy efficiency. 
State agencies, utilities, and private industry stakeholders are working closely to brainstorm and address these challenges 
via state energy policy. 

Moving towards a new model 
The era of paying for energy efficiency through rebates and subsidies—for example, $10 coupons for buying energy-
efficient lightbulbs or $200 rebates for upgrading to a high-efficiency water heater— is ending in California and New York. 
In fact, the future for both states is moving towards procurement models that encourage the private sector take on the 
delivery of efficiency through innovative technologies, performance-based programs, and financing initiatives.   

Why have these states concluded that the traditional approach, or promoting energy efficiency through subsidies and 
rebates, is not sustainable?  There are several drivers:  

 Much of the low-hanging fruit has been collected, and  states with longstanding energy efficiency rebate programs are 
seeing diminishing returns; 

 Achieving deeper savings across diverse customer classes is decreasingly cost-effective to deliver under a rebate model; 
 Technology development is moving faster than government-designed rebate programs ever could (e.g., programmable 

communicating thermostats); 
 Efficiency and other behind-the-energy-meter resources have the potential to offer greater value to the utility grid 

through active demand management to relieve localized and system constraints; and  
 Customers are demonstrating a powerful appetite for engagement, choice, and satisfaction as new technologies like 

smart thermostats and electric vehicles impact the cost and convenience of energy. 
 

Advancing new energy goals 
Increased energy efficiency, and related programs like demand response to curb electric demand during periods when 
wholesale electric prices are spiking, is a pillar of both New York and California’s push to meet aggressive green energy 
mandates. However, the regulatory proceedings towards these goals are complicated, to put it mildly.  

New York’s Reforming the Energy Vision (REV) is an expansive and ambitious effort to overhaul the energy industry in ways 
that promote economic development. Through a $5 billion Clean Energy Fund (CEF), REV is building a cleaner, more resilient 
and affordable energy system by stimulating a market-based approach to energy efficiency and investment in clean 
technologies like solar, wind, a n d  non-carbon-emitting nuclear and hydro. This key goals this effort targets: 

 50% of Summer 2017 electricity from renewable sources 
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 50% statewide renewable energy by 2030  
 40% reduction of statewide greenhouse gas (GHG) emissions (from 1990 levels) by 2030 
 80% reduction of GHG emissions (in synch with  internationally-recognized target) by 2050  

In California, the efficiency evolution is being addressed in a more distributed manner.  More than 10 different proceedings 
in multiple state agencies are currently active that influence how efficiency will be planned for, procured, measured, and 
evaluated over the next 10 years. In 2016, California passed SB32, calling for a 40 percent reduction in greenhouse gas 
emissions (from 1990 levels) by 2030. One year earlier, California’s SB 350 established a goal of doubling energy efficiency 
and increasing the renewable energy portfolio to 50% by 2030.   

Achieving even one of these goals will require a major shift from the status quo. Realizing all the combined goals for each 
state will result in a sea change for the energy industry.  Both states have committed to 10 years of funding to support 
achieving their goals. 

Learning from real-world experiences 
Developing a new funding regime for energy efficiency that a) works effectively and b) is widely agreed to be fair is an 
enormous effort. As with so many questions involving electric industry regulation and policy, the details quickly get 
complicated and contentious.  

Yet, important progress is being made—as demonstrated by high-priority issues being addressed by New York and 
California stakeholders groups whose outcomes will likely have lasting impacts on the rest of the energy landscape:   

1. Efficiency Savings Measurement Via Customer Data 
California has spent billions of dollars on smart meters that are widely considered to have provided less value than 
anticipated.  In 2015, California lawmakers directed the utilities to begin measuring energy efficiency savings using the 
vast, detailed data generated by the smart meter technology.   

This new approach to measuring energy savings is called "normalized metered energy consumption" (NMEC). It is 
designed to determine the impact, and therefore value, of efficiency programs using data from the customer’s meter 
instead of traditional engineering calculations. At the highest level, NMEC attempts to quantify how much electricity a 
customer used before efficiency measures were installed compared to how much after, adjusted, or “normalized,” for 
weather extremes and other anomalous events that may drive big swings in energy use.  

NMEC appears straightforward and clear. However, the implementation of this new approach is fraught with questions 
and concerns.  What is the right process for normalization?  What happens when the efficiency savings are lost in the 
noise of the customer’s typical energy consumption patterns?  Who has access to, and who is responsible for the 
security of a customer’s energy use data?  State regulators, utilities, and the efficiency industry are still working to 
develop the rules for applying NMEC to calculate energy savings from California’s next generation of programs. 
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2. Emerging efficiency procurement models 
Earlier this month, California’s investor-owned utilities submitted five-year business plans detailing the strategy they 
will pursue for procuring energy efficiency and increasing the portion of their efficiency that is outsourced from 20% to 
60% over the next three years.   

As more delivery of efficiency resources are outsourced, and NMEC is increasingly applied to measure savings in new 
programs, efficiency programs may begin to resemble wholesale resource purchases such as solar power purchase 
agreements. The utilities have recently sought to procure efficiency in competitive solicitations alongside other supply 
resources.  Measuring savings at the meter and relying on the market for delivery of this resource will ultimately 
support broader opportunities for utilities to purchase efficiency in the future from third-party vendors.  However, the 
early portfolio is likely to look similar to recent rebate programs.  

3. Rate-basing energy efficiency 
Similarly, in New York, Con Edison is moving the cost of energy efficiency, now paid for by a system benefit charge, into 
its rate base. This approach reflects the idea that efficiency shouldn't be an add-on or afterthought to buying energy, 
but should be fully considered in the mix when utilities are determining how much energy they need to buy for their 
customers and from what sources. That said, it is not known if the other New York investor-owned utilities will follow 
an approach to Con Ed for energy efficiency expenditures in their upcoming rate cases.  

4. Large-scale efficiency funding and financing 
The $5 billion Clean Energy Fund1 (CEF), administered by the New York State Energy Research and Development 
Authority (NYSERDA), includes hundreds of millions for energy efficiency as well as other projects. NYSERDA has 
developed and will continue to develop investment plans that outline how the CEF will support the objectives of REV 
and how the funds will be used to stimulate investments in New York’s clean energy market. The CEF includes direct 
funding for market development, innovation, and research as well as financing via a “Green Bank” that will leverage 
private, third-party investment. 

Applying lessons learned more broadly 
California and New York are still working out what they will do on energy efficiency, and other states will of course want 
and need to customize a California or New York model to their local energy situation and policy preferences. But already, 
there are important lessons to be learned from New York and California and questions for utility managers and other 
stakeholders to consider as they seek to make their own business model transitions a success and protect their reasonable 
interests. Utilities, technology vendors, service providers, and their financial investors all face threats and opportunities.  

One constant about which we remain highly confident: Utilities will continue to benefit from using service providers like 
TRC for their energy efficiency programs and procurements, just as they always have. Utilities have been set up for 100 
years to focus on reliable power delivery, and having specialized efficiency program experts with deep experience and 

                                                           
1 https://www.governor.ny.gov/news/governor-cuomo-launches-5-billion-clean-energy-fund-grow-new-york-s-clean-energy-economy 
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understanding of best practices across the US can free up utility staff to focus on the myriad of other energy model 
decisions that remain on the horizon. 

TRC recognizes that California, New York, and other states’ ambitious efficiency and energy management goals offer 
tremendous upside to customers, yet have many inherent challenges.   

Going forward, our experts will continue to share additional insights and key tactical recommendations for "how" utilities 
and other stakeholders can:   

 Optimize the impact of efficiency programs among hard-to-reach populations; 
 Drive deeper, cost-effective savings through “whole-building” approaches to energy efficiency; 
 Shape and implement  high-performance building initiatives and reach codes; and  
 Benefit from distributed energy resources, including microgrids, utility-scale renewables, and home- or building-scaled 

distributed generation. 
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