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TO:  The Honorable Delores G. Kelley 
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FROM: Office of the Attorney General 

 

RE:  HB0030 – Office of People’s Counsel – Alterations (Office of People’s Counsel 

Environmental Reform Act) – Letter of Support 
 

 

  The Office of Attorney General unequivocally supports HB 30, as amended, Delegate 

Korman’s legislation to alter the maximum amount that can be charged to a public service 

company for a State fiscal year, requiring the Office of People’s Counsel (OPC) to hire at least 

one assistant People’s Counsel to focus on environmental issues, and permitting the Office to 

hire or retain experts in climate change.  The bill further requires OPC to consider the public 

safety, economic welfare, and environmental interests of Maryland and Marylanders in 

determining whether a rate affects the interests of residential and noncommercial users. 

 We believe that climate change is real and, consistent with the Preamble to HB 30, 

electricity consumption accounts for a significant amount of the State’s greenhouse gas 

emissions. As such, the Office of People’s Counsel should have, included in its mandate, 

environmental considerations in addition to mere rate equities.  Having reviewed OPC’s 

supporting testimony, we think three propositions therein are critical and warrant our support: (1) 

“[r]esidential customers . . . have a compelling interest in mitigating the environmental, health[,] 

and societal costs of climate change”; (2) “HB 30 clarifies existing law regarding what should be 

considered as far as interests of Maryland residential customers and ensures OPC has the 

resources to further those interests”; and (3) better “policy solutions will further the goals of 

mitigating climate change, promoting consumer welfare and protecting consumers from 

monopolistic, anti-consumer, and anti-competitive practices of energy companies.”  

 For the foregoing reasons, the Office of the Attorney General urges a favorable report on 

HB 30. 

cc: Members of the Finance Committee 
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Office of People’s Counsel Environmental Reform Act (HB 30) 

Testimony of Delegate Marc Korman-Favorable 

Thank you Madam Chair, Mr. Vice Chair and members of the Finance Committee.  I come 

before you today to present the Office of People’s Counsel Environmental Reform Act (HB 30).  

As amended, the legislation requires Maryland’s Office of People’s Counsel (OPC) to consider 

environmental concerns as part of its mission to represent residential ratepayers before the state's 

utilities regulator, the Public Service Commission (PSC). 

 

For nearly a century, the OPC has provided valuable advocacy on behalf of Maryland’s residents 

on ratepayer issues.  Interestingly, residential ratepayer issues are not clearly defined.  The bill 

before you would define the interests of residential ratepayers as including public safety, 

economic welfare, and environmental interests, adopting language other state’s Offices of People 

Counsel use. 

 

Why environmental interests?  As this committee knows, the Maryland Department of 

Environment estimates that electricity use accounts for 31% of the state’s Greenhouse Gas 

emissions.1  Given the integral role the PSC plays in regulating electricity use and the electric 

industry in Maryland, Marylanders deserve to have an advocate with the PSC who is looking out 

for the state’s environmental interests. 

 

The legislation requires that the OPC hire at least one assistant people’s counsel who will focus 

on environmental issues and empowers the OPC to represent and advocate for the environmental 

interests of Maryland and it’s residents on all matters before the PSC.  The accompanying fact 

sheet details several instances in which the OPC’s public comments on PSC rulings focused 

primarily on ratepayer impacts in terms of cost and did not analyze the proposal’s environmental 

impacts, even though they are also important to ratepayers.   

 

                                                             
1  “State of Maryland 2017 Greenhouse Gas Emission Inventory Documentation,” Maryland Department of 

Environment, n.d., 

https://mde.maryland.gov/programs/Air/ClimateChange/Documents/MD%202017%20Periodic%20GHG%20Emissi

ons%20Inventory%20Documentation.pdf.   



 
 

As part of the environmental mandate, the legislation adds the OPC to the Commission on 

Climate Change and Zero Emission Electric Vehicle Infrastructure Council, and makes clear that 

climate and environmental experts can be hired by the OPC to assist in their work. 

 

The bill also grants OPC an increase to its operating expense cap proportional to the one received 

by the PSC last year.  As you know, the PSC and OPC are ultimately funded by a percentage of 

gross operating revenues of the regulated utilities. 

 

As amended, my understanding is that the major utilities in Maryland no longer oppose the bill 

and it has the backing of our new People’s Counsel—pending his confirmation—David Lapp.  I 

urge a favorable report.  
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Office of People’s Counsel Environmental Reform Act (HB 30) – As Amended – Fact Sheet 

Overview 

The Office People’s Counsel Environmental Reform Act requires Maryland’s Office of People’s 

Counsel (OPC) to pursue an environmental mandate as part of its mission to represent residential 

ratepayers before the state's utilities regulator, the Public Service Commission (PSC). 

The bill: 

1. Clarifies that in determining whether the interests of residential ratepayers are 

affected, the OPC shall consider the public safety economic welfare; and 

environmental interests of the state and its residents including the state’s progress 

toward meeting greenhouse gas emissions reduction goals. 

2. Requires OPC to hire one Assistant People’s Counsel to focus on environmental 

issues. 

3. Allows OPC to hire scientific and technical experts on climate change and other 

environmental disciplines. 

4. Adds the OPC to the Commission on Climate Change and the Zero Emission 

Electric Vehicle Infrastructure Council. 

5. Increases OPC funding by a percentage commensurate with the increase received 

by the PSC in 2020. 

The Maryland Commission on Climate Change estimates that Maryland is the 4th most 

vulnerable state in terms of sea-level rise.1  Additionally, the Maryland Department of 

Environment estimates that electricity use accounts for 31% of the state’s Greenhouse Gas 

emissions.2  Given the integral role the PSC plays in regulating electricity use and the electric 

industry in Maryland, Marylanders deserve to have their advocate with the PSC look out for the 

state’s environmental interests.  

                                                             
1 “Sea-Level Rise Projections for Maryland 2018,” Maryland Department of Environment (Maryland Commission 

on Climate Change, n.d.), https://mde.maryland.gov/programs/Air/ClimateChange/MCCC/Pages/index.aspx. 
2 “State of Maryland 2017 Greenhouse Gas Emission Inventory Documentation,” Maryland Department of 

Environment, n.d., 

https://mde.maryland.gov/programs/Air/ClimateChange/Documents/MD%202017%20Periodic%20GHG%20Emissi

ons%20Inventory%20Documentation.pdf.  

 

https://mde.maryland.gov/programs/Air/ClimateChange/Documents/MD%202017%20Periodic%20GHG%20Emissions%20Inventory%20Documentation.pdf
https://mde.maryland.gov/programs/Air/ClimateChange/Documents/MD%202017%20Periodic%20GHG%20Emissions%20Inventory%20Documentation.pdf


 
 

The OPC was founded in 1924 as the first independent utility consumer advocacy office in the 

United States.  Currently, the OPC focuses most of its analysis on residential ratepayer impacts 

and often does not analyze environmental impacts.  The legislation would follow the model of 

other jurisdictions in specifying that as part of the OPC’s representation of residential ratepayer 

interests, it should take into account concerns related to public safety, economic welfare, and 

environmental interests.   

Powers 

The legislation empowers the OPC to represent the environmental interests of Maryland and it’s 

residents on all matters before the PSC.  Several recent proceedings before the PSC highlight the 

need for a dedicated climate advocate within OPC.  In the PSC ruling “PC 44 Electric Grid”, the 

PSC launched a target review of election distribution systems in Maryland with the goal of 

ensuring that Maryland’s electric grid is customer-centered, affordable, reliable, and 

environmentally sustainable.  However, OPC’s public comments focused mainly on ratepayer 

impacts in terms of cost and did not analyze how the proposal would impact Maryland’s 

emissions.  Similarly, OPC’s comments on case #9628 regarding U.S. Wind focused strictly on 

ratepayer impacts and did not specifically mention environmental issues.  The legislation would 

empower OPC to analyze these types of proceedings to ensure Maryland’s environmental 

interests are being properly evaluated.  

As the OPC deems necessary, they will be able to conduct investigations and recommend the 

PSC make decisions which will protect the environmental interests of the state.   

The OPC will also be able to recommend legislation to the General Assembly on any matter 

related to the PSC’s jurisdiction.  Additionally, the OPC is entitled to appear before any federal 

or state jurisdiction to protect Maryland’s environmental interests.  The OPC’s assistant counsel 

on environmental issues would be added to the Maryland Commission on Climate Change, 

which is charged with developing an action plan to combat the negative impacts of climate 

change, as well as the Maryland Zero Emission Vehicle Infrastructure Council.  

 

Staffing 

The OPC will be required to hire at least one assistant people’s counsel who will focus on 

environmental issues.  Additionally, the OPC is permitted to consult or hire experts in the fields 

of utility regulation and climate change.  These experts include, but are not limited to; cost of 

capital experts, rate design experts, accountants, economists, engineers, transportation 

specialists, lawyers, meteorologists, oceanographers, ecologists, foresters, geologists, 

seismologists and botanists.  

 

Commissions 

The bill adds OPC to the Commission on Climate Change and Zero Emission Electric Vehicle 

Infrastructure Council. 



 
 

 

Funding 

To fund the new position of assistant counsel for environmental issues, the OPC will also receive 

0.074% of the PSC’s gross operating revenues derived from intrastate utility and electricity 

supplier operations in the preceding calendar year, which represents an increase from the 0.05% 

currently used to fund OPC.  Last year, the PSC received an equivalent increase in its funding. 

 

Conclusion 

For nearly a century, the OPC has provided valuable advocacy on behalf of Maryland’s residents 

on ratepayer issues.  Office People’s Counsel Environmental Reform Act simply extends that 

advocacy to environmental issues to ensure that the environmental interests of the state are not 

only addressed and evaluated, but also advocated for. 
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BILL NO.:   House Bill 30 - Office of People's Counsel –  

    Alterations (Office of People's Counsel  

    Environmental Reform Act)   

 

COMMITTEE:  Finance   

 

HEARING DATE:  March 23, 2021 

 

SPONSOR:   Delegate Korman 

 

POSITION:   Favorable 

 

*********************************************************************** 

The Maryland Office of People’s Counsel (OPC) supports House Bill 30: Office 

of People’s Counsel Environmental Reform Act.  The interests of Maryland citizens in 

the environment and mitigating climate change should be represented in Public Service 

Commission (Commission) matters.  State policy needs to accommodate both consumer 

and environmental considerations; State advocacy before the Commission on residential 

customer matters should reflect—and reconcile where necessary—consumer and 

environmental goals.  Although we think OPC’s current mandate calls on it to represent 

the environmental interests of residential customers, legislation is appropriate and 

necessary to make OPC’s mandate explicit and provide the resources for OPC to be 

effective in that effort.   

 

Current law (Public Utility Code § 2-204) mandates that OPC evaluate and protect 

the “interests of residential” utility customers.  To protect those interests, OPC is 

authorized to participate in Commission proceedings “on the rates, service, or practices 

of a public service company.”  Unquestionably, the practices of public service companies 

affect the environment and climate change—which in turn affects utility residential 

customers.  As the General Assembly has found, “[g]reenhouse gases are air pollutants 

that threaten to endanger the public health and welfare of the people of Maryland” and 

“[g]lobal warming poses a serious threat to the State’s future health, well-being, and 

http://www.opc.maryland.gov/
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prosperity.” Environment Art. § 2-1201.  Residential customers thus have a compelling 

interest in mitigating the environmental, health and societal costs of climate change.   

 

Despite the connection between the environment and residential customer 

interests, consumer advocate offices across the country historically have not fully 

embraced environmental protection and climate change mitigation as part of their 

consumer protection mandates.  Many state consumer advocate offices—like OPC—were 

created years ago to address rate issues at a time when there was less environmental 

awareness and before there was broad scientific consensus on the science behind climate 

change.  Times have changed, and today OPC is committed to incorporating the interests 

of Maryland citizens in mitigating climate change and environmental protection into its 

advocacy.  Importantly, HB 30 clarifies existing law regarding what should be considered 

as far as interests of Maryland residential customers and ensures OPC has the resources 

to further those interests. 

 

Regulatory policy can—and must—simultaneously further the interests of 

consumers in both environmental protection and cost-effectiveness.  The best policy 

solutions will further the goals of mitigating climate change, promoting consumer 

welfare, and protecting consumers from monopolistic, anti-consumer, and anti-

competitive practices of energy companies.  Current State law requires that these goals be 

compatible.  In setting Maryland’s greenhouse gas reduction goals, the General Assembly 

mandated that the climate goals be “implemented in an efficient and cost-effective 

manner” that do not “disproportionately impact rural or low-income, low- to moderate-

income, or minority communities or any other particular class of electricity ratepayers.”  

Environment Art. § 2-1206.  Further, Maryland law requires that State plans to reduce 

greenhouse gas emissions “do not decrease the likelihood of reliable and affordable 

electrical service” and “[c]onsider whether the measures would result in an increase in 

electricity costs to consumers in the State.” Id.  HB 30 thus codifies the current state of 

Maryland law into the People’s Counsel’s work. 

 

Maryland OPC’s efforts to combat climate change require resources. The 

modifications to OPC’s statute—and any expectations for OPC to significantly expand its 

work—must be accompanied by an increase in OPC’s resources.  While OPC’s impact is 

high relative to its resources, its resources are small relative to the private interests that 

participate in applications, hearings, working groups and other matters before the 

Commission.  HB30 provides the necessary resources to include a robust environmental 

mission.   The bill increases the statutory budget cap for OPC; that cap establishes the 

outer limit of OPC’s budget.  Last year the Commission’s statutory budget cap was 

increased, but OPC’s budget cap was untouched, even though OPC’s workload increases 

proportionately with the Commission’s workload.  HB 30 would increase OPC’s cap in 

the same proportion as the Commission’s budget cap was raised last year.  We believe 

that this increase would be sufficient to cover OPC’s resource needs under HB 30. 
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OPC strongly supports the HB30, as amended by the House, to its authorizing 

statute.  The bill will remove any doubt about OPC’s mission, reconcile its historical 

mandate with the present environmental crisis, and make its role consistent with State 

policy.   

 

Recommendation:  OPC supports House Bill 30. 
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Founded in 1892, the Sierra Club is America’s oldest and largest grassroots environmental 
organization. The Maryland Chapter has over 75,000 members and supporters, and the  
Sierra Club nationwide has over 800,000 members and nearly four million supporters. 

 

Committee:     Finance 
Testimony on: HB30 – “Office of People’s Counsel – Alterations (Office of People’s Counsel 

Environmental Reform Act)” 
Position:           Support 
Hearing Date: March 23, 2021 
 
The Maryland Sierra Club strongly supports HB30, as amended in the House, and urges a favorable 
report.  This bill is a perfect complement to legislation which the Senate (and the House) already has 
approved this session, SB83 (HB298).  
 
The bill now before this Committee, HB30, expands the portfolio of the Office of People’s Counsel 
(OPC) – representing the interests of residential and noncommercial ratepayers before the Public Service 
Commission (PSC) and other bodies – to include environmental, economic, and public safety interests of 
Maryland residents.  In particular, OPC’s duties now would include advocating on matters relating to 
Maryland’s greenhouse gas emission-reduction goals.  This would be funded through a small increase in 
the assessment on public service companies already used to fund OPC. 
 
OPC plays a vital role in assisting the PSC in carrying out the PSC’s broad and consequential regulatory 
authority.  By authorizing the OPC to engage on environmental, economic, and public safety issues, 
OPC’s opportunity to meaningfully and effectively assist the PSC will, in important ways, better align 
with the issues which the PSC addresses.  In this regard, the PSC’s governing statute already specifies 
that PSC must consider these types of matters: “[i]n supervising and regulating public service companies, 
the [PSC] shall consider the public safety, the economy of the State, the conservation of natural resources, 
and the preservation of environmental quality.”  MD Pub. Util. Art. sec. 2-113. 
 
With regard to climate mitigation issues, the PSC is one of the most significant state actors in determining 
whether the state will achieve the climate goals enacted by the General Assembly.  The PSC is 
responsible for approving all large electricity generating facilities; manages the state’s energy efficiency 
program, EmPOWER Maryland; and is participating in efforts to establish the infrastructure needed to 
support a vast increase in plug-in electric vehicles.  The PSC, however, recently concluded that its 
governing statute does not allow it to consider the impacts of its decisions on the state’s greenhouse gas 
emissions.  In order to correct this, SB83/HB298 explicitly provides that the PSC shall consider the 
state’s climate mitigation goals when these goals are relevant to the decisions the PSC is making.  That 
legislation also clarifies that the PSC’s consideration of economic concerns includes consideration of “fair 
and stable labor standards for affected workers.” 
 
HB30 complements SB83/HB298.  It would strengthen the PSC’s consideration of climate and other 
environmental issues by providing a further source of expertise to assist the PSC in analyzing complex 
and multifaceted scientific and public policy matters. 
 
We urge a favorable report on HB30, as amended by the House. 
 
Mark Posner 
Legislative Chair 
Mark.Posner@MDSierra.org 

Josh Tulkin 
Chapter Director 
Josh.Tulkin@MDSierra.org 
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Committee:       Finance
Testimony on: HB0030 - “Office of People’s Counsel-Alterations (Office of People’s

Counsel Environment Reform Act
Organization:    MLC Climate Justice Wing
Person
Submitting: Diana Younts, co-chair
Position:            Favorable
Hearing Date:   March 23, 2021

Dear M. Chair and Committee Members,

Thank you for allowing our testimony today in support of HB0030. MLC’s Climate
Justice Wing is a statewide coalition of over 50 grassroots and grasstops organizations
focused on getting State level climate justice legislation passed. Each bill for which we
advocate is evaluated through an equity lens, with a particular focus on how disadvantaged
communities are affected by the bill and the bill’s climate impact.

HB0030 will require the Office of People’s Counsel (OPC) to hire counsel to focus on
environmental matters and to retain experts on climate change. Currently, the existing
OPC does not usually analyze environmental impacts of legislation.

The Maryland Commission on Climate Change estimates that Maryland is the 4th most
vulnerable state in terms of sea-level rise.  Marylanders deserve to have an advocate who
focuses on environment and climate issues and to be part of the Maryland Commission
on Climate Change which is charged with developing action plans to combat the impact
of climate change.

For these reasons we urge you to vote favorably for HB0030.

MLC Climate Justice Wing:
Maryland Legislative Coalition
MD Campaign for Environmental Human Rights
Chesapeake Climate Action Network

WISE
Frack Free Frostburg
Mountain Maryland Movement
Clean Water Action



Maryland NAACP
Howard County Indivisible

Columbia Association Climate change and
sustainability advisory committee
HoCo Climate Action
CHEER
Climate XChange - Maryland
Mid-Atlantic Field Representative/
National Parks Conservation Association
350 Montgomery County
Glen Echo Heights Mobilization
The Climate Mobilization Montgomery County
Montgomery County Faith Alliance for
Climate Solutions
Montgomery Countryside Alliance
Takoma Park Mobilization Environment
Committee
Audubon Naturalist Society
Cedar Lane Unitarian Universalist Church
Environmental Justice Ministry
Coalition For Smarter Growth
DoTheMostGood Montgomery County

MCPS Clean Energy Campaign
Montgomery County  DCC
Potomac Conservancy
Casa de Maryland
Nuclear Information & Resource Service
Clean Air Prince Georges
Ji'Aire's Workgroup
Laurel Resist
Greenbelt Climate Action Network
Maryland League of Conservation Voters
Unitarian Universalist Legislative
Ministry of Maryland
Concerned Citizens Against Industrial Cafos
Wicomico NAACP
Chesapeake Physicians for Social Responsibility
Chispa MD
Climate Law & Policy Project
Poor Peoples Campaign
Labor for Sustainability
The Nature Conservancy
Clean Air Prince Georges
350 Baltimore
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 Environment Committee 

Committee:       Finance  
Testimony on:   HB0030 - “Office of People’s Counsel-Alterations (Office of People’s  

                 Counsel Environment Reform Act    
Organization:    Takoma Park Mobilization Environment Committee  
Person  
Submitting:       Diana Younts, co-chair 
Position:            Favorable 
Hearing Date:   March 23, 2021 
 
Dear M. Chair and Committee Members, 
 
Thank you for allowing our testimony today in support of HB0030, which will require 
the Office of People’s Counsel (OPC) to hire counsel to focus on environmental 
matters and to retain experts on climate change.   

The Maryland Commission on Climate Change estimates that Maryland is the 4th most 
vulnerable state in terms of sea-level rise.  Marylanders deserve to have an advocate who 
focuses on environment and climate issues and to be part of the Maryland Commission 
on Climate Change which is charged with developing action plans to combat the impact 
of climate change.  Currently, of the existing Office of People’s  Counsel (OPC), which 
although it advocates for ratepayers,  does not usually analyze environmental impacts.  

          For these reasons we urge you to vote favorably for HB0030. 
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TO: Members, Senate Finance Committee
FROM: Mary Beth Tung – Director, MEA
SUBJECT: HB0030 - Office of People's Counsel - Alterations (Office of People's Counsel

Environmental Reform Act)
DATE: March 23, 2021

MEA Position: Letter of Concern

Our mission at the Maryland Energy Administration (MEA) is to promote affordable, reliable,
and cleaner energy that benefits all Marylanders. Our programs and policies help lower energy
bills, support business energy upgrades, support a cleaner environment, and promote energy
independence for the State.

As amended, House Bill 30 will dilute the mission of the Office of People’s Counsel (OPC). The
mission of the Maryland Office of People's Counsel (OPC) is to represent Maryland's residential
utility consumers. However, environmental interests and the interests of ratepayers are often
mutually exclusive. Maryland’s most significant efforts to promote clean energy and energy
efficiency carry hefty price tags, and those costs are ultimately borne by citizens and ratepayers.

Maryland has instituted and occasionally amended a Renewable Portfolio Standard (RPS). The
RPS carries with it a cost of compliance, as energy suppliers are required to purchase a certain
amount of Renewable Energy Credits (RECs) to comply with the statutory mandates of the
program. Over the last 5 years alone, this cost to ratepayers was $553,287,674 . The statutory1

EmPOWER Maryland program requires participating electric companies to procure energy
savings year-over-year. This program is cost effective, but again, the costs are ultimately borne
by ratepayers. The cost recovery mechanism in EmPOWER Maryland has undergone little
substantive changes over the years, resulting in escalating costs. The total amount accrued,
including interest is now in excess of $820 million.

To iterate, MEA is highly supportive of efforts to reduce energy consumption and increase
energy efficiency and generation, especially generation that is clean and environmentally
beneficial. The Maryland Department of the Environment (MDE), Department of Natural
Resources (DNR), and others work hard to minimize environmental impacts from the energy
sector. The Department of Housing and Community Development spurs progress through its
EmPOWER Maryland Low Income Energy Efficiency Program, and MEA also works diligently
in the EmPOWER program proceedings to ensure continued success.

At the same time, MEA takes into account the costs to ratepayers - particularly during the
economic hardships created by the COVID-19 pandemic - and the long-term impacts that the

1 Total cost of RECs 2015-19, Maryland Public Service Commission, Renewable Energy Portfolio Standard Report:
With Data for Calendar Year 2019



costs of these and other programs can have on Maryland’s most vulnerable. However, under
current law residential ratepayer impact is the sole mission of OPC. It is unclear how the OPC
will be in a better position than MDE and DNR to determine environmental impacts, thus this
requirement appears both confusing and duplicative. MEA believes that this committee should
carefully weigh the impacts that House Bill 30 will have on this mission and the mission of other
state agencies.

The full MEA Empower Program Cost Analysis is attached for reference, and MEA urges the
committee to consider it and the foregoing before issuing its report.

2
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EMPOWER PROGRAM COST 

ANALYSIS 
Prepared for the Maryland Energy Administration 

October 15, 2020 

Prepared by: 

Oculus CAS, LLC 
1125 West Street, Suite 425 

Annapolis, MD  21401 
www.oculusconsult.com 

John R. Maneval, Principal 

Email:  john@oculusconsult.com 

Phone: 443-362-0457 

http://www.oculusconsult.com/
mailto:john@oculusconsult.com
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EXECUTIVE SUMMARY 

EmPOWER Maryland (“EmPOWER”) has served the State of Maryland well over the past decade by 
achieving significant energy savings for the benefit of residents.  The EmPOWER Utilities have 
successfully administered energy efficiency and conservation programs that have, collectively, surpassed 
the energy efficiency goals set by law.  The energy efficiency programs have reduced energy 
consumption and energy demand in the State, and evaluation of the EmPOWER Program shows that the 
portfolio has provided benefits in excess of the costs.  As we prepare for the final three-year cycle of the 
existing mandate, we need to be cognizant of uncollected program costs that have accrued in the 
current structure of EmPOWER.   

The cost recovery mechanism in EmPOWER Maryland has undergone little substantive changes over the 
years.  In recent years, the amortization schedule has resulted in escalating cost—inclusive of the 
accrued interest—and is now in excess of $820 million.  Given the existing unamortized program costs, 
the Maryland Energy Administration (“MEA”) presents analysis of two performance incentive 
mechanisms that would eliminate the uncollected program costs over 10 years. Due to the impacts of 
COVID-19 on Maryland ratepayers and the broader economy, MEA does not recommend 
implementation of the mechanisms at this time but presents the analysis for the Commission’s 
consideration once the impacts of COVID-19 have subsided. The analysis builds on the current structure 
of the EmPOWER program with the addition of a performance mechanism that seeks to reduce costs to 
ratepayers by incentivizing efficiency in spending and begins the process towards aligning program costs 
and revenue collected annually. The effect of aligning program costs and revenues collected is a 
reduction of interest paid over time.  In the cost recovery mechanism, a reduction of the interest costs 
can be achieved by reducing the interest rate applied to the uncollected program costs or by aligning 
program costs and revenue over time to reduce and eventually eliminate the unamortized balance.  The 
latter, as analyzed, would reduce the unamortized balance over a period of 10 years. Once eliminated, 
the EmPOWER Program costs would be expensed on an annual basis, and any program costs that are 
not recovered in the program year would be recovered in the surcharge through the true-up process.  
The estimated savings over the 10-year period would be over $150 million.  As we contemplate the 
future of energy efficiency in the State beyond 2023, performance incentives are one avenue by which 
cost reduction may be sought.   

The EmPOWER Program performance has generated questions about the need for incentives in the 
energy efficiency space in Maryland.  The introduction of a performance incentive mechanism has been 
questioned by stakeholders on the basis that it will increase cost to ratepayers; utilities are already 
incentivized, and the desired outcomes are being achieved in the Program, among other reasons. 
Currently, there are areas in the structure of EmPOWER Maryland that can be addressed by a 
performance incentive mechanism to continue supporting the State’s energy efficiency goals by 
adjusting risk, lowering costs, or increasing benefits to ratepayers, while providing an opportunity for 
utilities to earn their authorized rate of return.  Performance incentive mechanisms can reduce long-run 
costs to ratepayers and adjust the risk of achieving the energy savings goals by correlating the rate of 
return received on energy efficiency spending with the attainment of the energy savings goals.    

The investigation of the unamortized program costs in EmPOWER was undertaken prior to the spread of 
the COVID-19 pandemic which has impacted the livelihood of residents and the operations of business 
in the state of Maryland and across the globe.  Preliminary economic indicators suggest that 
assumptions about electricity consumption and customer growth, among others, may not hold.  The 
extreme and unforeseen circumstances have affected ratepayers’ ability to pay utility bills, and that 
may place cost recovery at risk for the utilities.  When additional information about the effects of the 
pandemic on revenue, rates, and ratepayers’ behaviors is available, further assessment of the
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performance incentive mechanisms and bill analysis may be warranted. Therefore, MEA does not 
recommend the adoption or implementation of performance incentive mechanisms in the 2021-2023 
program cycle of EmPOWER.    

INTRODUCTION 

MEA has engaged Oculus CAS, LLC (“Oculus”) to conduct an analysis of the unamortized program costs 
that have accrued under the EmPOWER Maryland program since its inception in 2008.  Two 

performance incentive mechanisms for financing the uncollected balance, in the future, are presented, 
including performance requirements that promote increased efficiency and increased benefits to 
ratepayers. 

EmPOWER was codified by the EmPOWER Maryland Energy Efficiency Act of 2008 to promote energy 

efficiency and conservation in the State of Maryland, with a specific goal of reducing per capita 

electricity usage by 15% between 2008 and 2015.  In 2017 the Governor and Legislature extended 

EmPOWER until 2023 with a new set of goals to further energy efficiency and conservation.  To achieve 

its goals, EmPOWER establishes a regulatory framework that coordinates the efforts of Utility 

Companies toward a set of common goals as they deliver service to residents and businesses. Under the 

direction of the State of Maryland Public Service Commission, there are presently six (6) Utility 

Companies1 (the “EmPOWER Utilities”) actively engaged in EmPOWER:  

1) Baltimore Gas and Electric (“BGE”)

2) Delmarva Power and Light (“DPL”)

3) Potomac Edison (“PE”)

4) Potomac Electric Power Company ("PEPCO")
5) Washington Gas Light (“WGL")

6) Southern Maryland Electric Cooperative 
(“SMECO”)  

MEA plays a critical role in overseeing EmPOWER on behalf of the State of Maryland.  MEA regularly 

coordinates and convenes EmPOWER stakeholders, presents testimony to the Public Service 

Commission, and conducts analysis to promote continued improvement of EmPOWER.  In addition to its 

role with EmPOWER, MEA oversees a broad range of initiatives on behalf of the State of Maryland, 

including sustainability, climate change, alternative fuels and technologies, while also providing advice 

to the Governor, the Legislature, local governments and other State agencies. 

The financing necessary to achieve EmPOWER’s energy efficiency and conservation goals is provided by 

the EmPOWER Utilities and recovered through a customer surcharge added to monthly utility bills 

within the respective utility service areas.  When EmPOWER was created in 2008, the program’s 

financing model was designed to minimize the impact of the program’s start-up expenses on 

ratepayers. To that end, the EmPOWER Utilities were directed to self-finance Program Costs through a 

5-year amortization structure subject to an approved rate of return on unpaid Program Costs. 

1 The Maryland Department of Housing and Community Development is designated as the sole provider of energy 
efficiency programs for limited income ratepayers in each EmPOWER Utility’s service area with an allocation of 
funds based on the number of qualifying ratepayers. 

Michele.Honick
Sticky Note
Unmarked set by Michele.Honick
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Since the program’s inception in 2008, the EmPOWER Utilities have accumulated uncollected program 

costs of varying amounts associated with achieving the goals of EmPOWER.  As of the beginning of 

2020, the total unamortized program costs of EmPOWER was over $822 million.

In early 2019, the Public Service Commission invited MEA to co-lead the Cost Recovery Work Group with 

the mandate  to examine: “1) the appropriate rate of return for the EmPOWER programs; 2) the 

potential surcharge and ratepayer impacts of adjusting the amortization period for a portion of or the 

entire suite of programs; 3) the potential surcharge and ratepayer impacts of recovering programs 

through a performance-based cost recovery methodology; and 4) the potential transition plans from the 

current surcharge structure to another.”2  

The Cost Recovery Work Group included representatives of MEA, the EmPOWER Utilities, staffs of the 

Public Service Commission and the Office of People’s Counsel, and other Stakeholders to examine 

financing models, incentives, and other mechanisms to minimize costs of energy efficiency investments 

in preparation for the 2021-2023 EmPOWER program cycle.  A key assumption of this analysis presented 

herein is that the EmPOWER program or some other form of utility-administered energy efficiency 

program continues by law beyond the 2023 time frame. The report analyzes the impact of different 

approaches to handling the uncollected program costs and future program costs over a 10-year period. 

2 see PSC Case 9494, Mail Log #223596, January 15, 2019. 
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I. IDENTIFICATION OF THE UNAMORTIZED EmPOWER BALANCE

Table I-A lists the 2020 EmPOWER Tariff filings with the Public Service Commission from each of the six 

(6) EmPOWER Utilities were reviewed.

Table I-A 

The data in the filings were used to create a profile of the current financial structure of the EmPOWER 

program for each of the EmPOWER Utilities.  Since each of the EmPOWER Utilities submits Tariff filings 

in a different format, it is necessary to create a consistent format for presenting and analyzing this 

information in a summarized fashion.   

Table I-B below provides a Summary of the Unamortized Balance as well as other key program metrics 

for calendar year 2020 based on the Tariff filings. 

Table I-B 

The Unamortized Balance across all six (6) EmPOWER Utilities is estimated at $822,407,656 as of the 

beginning of calendar year 2020.   

The table above is a summary extracted from a series of seven (7) spreadsheets included in this report.  

There is one spreadsheet for each of the six (6) EmPOWER Utilities, and a summary spreadsheet that 

combines key metrics to present a complete picture of EmPOWER.  These spreadsheets are included as 

Appendix 1 to this report.  

Utility Financial Data - PSC Filings - Case 9494

PSC Item PSC Maillog Utility Date

171 227417 Washington Gas 11/18/2019

174 227502 PEPCO 11/15/2019

175 227501 DP&L 11/15/2019

177 227606 SMECO 11/22/2019

179 227637 Potomac Edison 11/25/2019

181 227547 BGE 11/18/2019

2020 EmPower Summary: Residential and Commercial

Utility Program Cost Amortization

Unamortized 

Balance Return to Utility

WACC/Rate 

of Return

BGE 107,630,501$    101,362,026$   329,929,427$    22,741,534$    9.51%

DPL 27,487,526$     20,173,758$     57,827,006$    3,591,057$    8.57%

PEPCO 79,106,442$     67,987,733$     191,575,983$    12,892,619$    9.29%

PE 51,005,647$     30,945,308$     157,131,195$    10,354,946$    9.09%

SMECO 24,436,952$     19,036,473$     53,510,693$    3,274,854$    6.12%

WGL 11,451,160$     5,004,181$        32,433,352$    2,261,440$    9.62%

Totals 301,118,228$    244,509,479$   822,407,656$    55,116,450$    9.25%
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The spreadsheets in Appendix 1 establish a baseline year from which future year projections/options 

discussed later in this Report were extrapolated.  The spreadsheet format provides the ability to easily 

adjust assumptions and evaluate the financial impact of various restructuring options. 

The Table I-C below provides an overview of the key data points in each spreadsheet.  

Table I-C 

Column Title Description and Discussion 
 

Year 2020 is the baseline year.  Data is based on Tariff filings from late 2019 by utilities 
as referenced in each spreadsheet 

Program Cost Estimated cost for all program activities in 2020. Annual Costs are estimated at the 
beginning of the year.  Since costs are estimates, actual costs will vary.  Projections 
of Program Costs beyond 2020 will vary based upon individual scenarios.  The 
analysis assumes that program costs will remain at 2020 estimated levels for future 
years. 

Amortization As a general matter, it is assumed that 1/5 of each year’s approved Program Cost 
(including the Current Year) is to be amortized in the Current Year; however, 
practical implementation may not allow 1/5 of each year’s program costs to be 
amortized annually for each utility.  Utilities have differing approaches to detailing 
amortization of costs in their Tariff filings. 
 
Ratepayers are obligated to cover Amortization in the Current Year, not the entire 
Program Cost for the Current Year.  This can lead to distortions between 
Amortization and Program Cost, with Amortization generally being lower than 
Program Cost, in which case the Unamortized Balance typically increases on a year-
over-year basis. 
 

Unamortized Balance  Presented with balance as of beginning of year, and reflects cumulative uncollected 
program costs carried by each Utility.  The Unamortized Balance reflects the 
cumulative differential between historical Program Costs and Amortization.  
Projections going forward are calculated as follows: 

[ (Prior Year Unamortized Balance) + (Current Year Program Costs) – 
(Current Year Amortization) ] 
 

Return to Utility Utilities’ Return is calculated as follows: 
[ (Unamortized Balance) * (WACC/Rate of Return) * (72.48%) ] 

The percentage multiplier adjusts return to utilities based on current Federal and 
State tax rates to capture the impact of deferred taxes on the Unamortized 
Balance. That is, the future tax obligations of ratepayers are removed prior to the 
calculation of returns. 
 

Utility WACC / Rate of 
Return 

Presented on a pre-tax basis.  Varies by Utility.  The applicable Federal and State 
combined tax rate is presented in each spreadsheet.  WACC (Weighted Average 
Cost of Capital) is approved by the Public Service Commission for utilities and is 
equal to the approved Rate of Return for EmPOWER programs.  In the analysis 
presented herein (see Section VI), the Rate of Return is adjusted and differs from 
the WACC. 
  

Net Operating Costs 
(Current Year Expense) 

Some EmPOWER Utilities offer Demand Response Programs that operate in an 
“expensing mode” where current year operating costs are included in the 
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calculation of required Ratepayer Revenues.  While these are technically a type of 
program cost, they are presented separately due to the differing reporting 
associated with these initiatives. Based on a review of Tariff filings, the EmPOWER 
Utilities with Demand Response Programs presented in this fashion are BGE, DP&L, 
PEPCO, and SMECO. 

Federal Tax Credit Several EmPOWER Utilities’ Tariff filings indicate tax credits for future years which 
act to reduce the revenue necessary from Ratepayers.  These tax credits are 
assumed to end at future dates as noted in respective Tariff filing. 

Wholesale Revenue Several EmPOWER Utilities’ Tariff filings indicate additional revenue from various 
sources such as PJM, etc. which act to reduce the revenue necessary from 
Ratepayers.  The analysis assumes these revenues will remain at 2020 estimated 
levels for future years. 

True Up EmPOWER Utilities make adjustments to correct imbalances due to actuals varying 
from projections for Program Costs, Ratepayer Revenues, etc. each year.  The True-
up process is expected to continue going forward.  In the performance incentive 
mechanisms, the True Ups are used to reconcile performance and incentives 

Ratepayer Revenue 
Requirement 

Total revenue that must be paid each year by ratepayers towards Amortization, Net 
Operating Costs, and Return to Utility, with adjustments made for Federal Tax 
Credits, Wholesale Revenue, and True Up.  Formula is as follows: 

[ (Amortization) + (Return to Utility) + (Net Operating Costs) – (Federal 
Tax Credits) – (Wholesale Revenue) +/ – (True Up) ] 

Projected Sales (kWh / 
Therm) 

Projected total electricity sales or gas sales (in the case of WG&L) are based on 
2020 Utility Company estimates.  Projections beyond 2020 assume that Sales will 
remain flatlined due to balancing impact of: 1) increasing energy efficiency versus 
2) increasing population and household/business formation.

Ratepayer Surcharge Surcharge per kWh or Therm (for WG&L) associated with EmPOWER program per 
year. Formula is as follows: 

[ (Ratepayer Revenue) / {Projected Sales) ] 

Average Usage/Month per 
Ratepayer 

For consistency across all EmPOWER Utilities, it is assumed that ratepayers will use 
1,000 kWh per month.  This is a midpoint in the range of assumptions included in 
the various Tariff filings.  Assumption for WG&L gas accounts is 120 Therms per 
month based on total number of residential and commercial accounts.  

Note: as indicated above, it is assumed that actual per ratepayer consumption will 
decline in future years, but will be offset by new household/business formation.  
Accordingly, the average per month figure in this analysis is held constant to allow 
for easier analysis of various options, and should not be viewed as an assumption 
of actual per household energy usage on a year-over-year basis. 

Estimated Monthly Bill 
Impact per Ratepayer 

By applying the Ratepayer Surcharge to the average consumption, a monthly 
estimate of billings impacts associated with the EmPOWER program is derived. 
Formula is as follows: 

[ (Ratepayer Surcharge) * (Average Usage/Month per Ratepayer) ] 

Estimated Annual Bill 
Impact per Ratepayer 

The Monthly Bill Impact is multiplied to reflect an annual impact figure for the 
EmPOWER program.  Formula is as follows: 

[ (Estimated Monthly Bill Impact per Ratepayer) * (12) ] 



EmPOWER Program Cost Analysis Oculus CAS, LLC P a g e  | 9 

 

II. CURRENT PROGRAM COST STRUCTURE EFFECTIVENESS EVALUATION 

Maryland’s EmPOWER Program receives high marks at the national level for its energy efficiency and 

conservation outcomes.  ACEEE’s “2019 State Energy Efficiency Scorecard” issued in October 2019 

placed Maryland in the top 10 nationwide.  ACEEE’s report noted: 

“Maryland is this year’s most improved state.  Utility efficiency programs, delivered 

through the EmPOWER Maryland initiative, have steadily evolved in recent years, 

spurred by robust legislative savings targets.” 

Within the context of this robust programmatic performance, this report examines the financial 

structure of EmPOWER with a specific focus on the unamortized program costs that have accrued during 

the program’s tenure.   

MEA, the Public Service Commission, the Office of People’s Counsel and other stakeholders all play an 

important role in ensuring that EmPOWER’s goals are met, and have done an excellent job by most 

measures in terms of program performance.  A similar level of attention to the financial structuring and 

incentives of EmPOWER appears to be a prudent area for increased focus. 

 

EmPOWER’s Financial Structure and Incentives 

EmPOWER’s financial structure is relatively unique.  The long-standing use of an Amortization model for 

financing Program Costs is shared with only a few other States (Illinois, New Jersey, New York and Utah).  

Amortization is the Cost Recovery model used by EmPOWER Utilities to recover their investments in 

energy efficiency and conservation.  As detailed above, the ratio of uncollected program costs to annual 

Program Cost for EmPOWER is rapidly approaching 3:1.  

The most obvious deficiency in the current Amortization model is that there is no mechanism built into 

the program to repay the Unamortized Balance.  Also, there is no direct relationship between the 

Revenue realized by the EmPOWER Utilities and the energy efficiency/conservation outcomes of the 

EmPOWER program.  Therefore, while EmPOWER’s program outcomes are robust, they are being 

achieved without a feedback mechanism to their long-term cost.  

While EmPOWER could theoretically transition to an expensing mode whereby annual Program Costs 

are paid entirely from current year’s Ratepayer Revenues, this would be an extensive and expensive 

process.  The existing Unamortized Balance would need to be repaid, and a new model for delivering a 

return to the Utilities would need to be accepted by all parties.  As a side note, the Demand Response 

Program component of EmPOWER (which makes up a small portion of overall activity) is already 

performing in an expensing mode for several of the EmPOWER Utilities. 
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Performance-Based Incentives 

EmPOWER’s program design does not include a performance-based incentive component.  And while 

there is little consensus to be found among the primary stakeholders in the Cost Recovery Work Group, 

the one area where they generally coalesce is the value of exploring performance-based incentives.  

While the statutory framework of EmPOWER creates strong performance goals, there is no financial 

incentive built into the program to reward/penalize EmPOWER Utilities for their overall level of 

performance. 

As noted above, there is no linkage between the energy efficiency and conservation outcomes and the 

return earned by the EmPOWER Utilities.  Preservation of this revenue decoupling feature of the 

program is arguably quite important, as it removes the incentive for the EmPOWER Utilities to promote 

increased energy usage or, even worse, punish efficiency measures.  That said, an energy efficiency 

program that operates without regard to performance could run afoul of its own set of unintended 

consequences. 

The States that generally receive higher rankings from ACEEE than Maryland all have performance-based 

incentive structures, though it is also true that many States that rank worse than Maryland also have 

such incentive structures.  As a starting point, three (3) States have performance-based experiences that 

are worth further examination: 1) Illinois, 2) New Jersey, and 3) Massachusetts.    

Illinois allows utilities to realize a return on unrecovered costs (like Maryland).  The performance 

incentivize element of the Illinois approach applies a Rate of Return / WACC on the unrecovered cost.  

Specifically, the return on equity (ROE) component of the Rate of Return / WACC is adjusted as 

summarized in the table below prepared by ACEEE.  Each utility operates with a separate structure that 

incentivizes performance based on percentage achievement of pre-set goals. 

Chart II-A 

 

Source:  Rachel Gold, ACEEE Letter to Maryland Public Service Commission, April 26, 2019.  ML: 224954 
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In January 2020, the New Jersey Board of Public Utilities (NJBPU) released “Energy Efficiency Transition: 

Cost Recovery Mechanism Draft” for public and stakeholder comment, and issued a final order on June 

10, 20203.  Like Illinois and Maryland, New Jersey is one of the few States which permit a return on 

unrecovered costs.  The release of this draft is the latest step by the NJBPU to add a performance-based 

mechanism to their energy efficiency programs.  While New Jersey does not rank as highly as Maryland 

in ACEEE’s Scorecard rankings, their exploration of a performance-based incentive structure offers an 

opportunity for Maryland to observe a transition in progress.  As illustrated below, New Jersey is 

exploring options to set the Rate of Return / WACC realized by the Utilities in a manner that is reflective 

of achieving performance goals. 

Chart II-B 

 

Source: “New Jersey Board of Public Utilities – Energy Efficiency Transition: Cost Recovery 

Mechanism Draft – Draft for Public Comment, January 22, 2020.  Page 9, Figure 2. 

 

Massachusetts, which regularly rates near the top of ACEEE’s Scorecard, operates with both broad 

energy efficiency reduction goals (like EmPOWER) as well as a financial incentive pool that is distributed 

 
3 Full order available at:  https://www.nj.gov/bpu/pdf/boardorders/2020/20200610/8D--
Order%20Directing%20the%20Utilities%20to%20Establish%20Energy%20Efficiency%20and%20Peak%20Demand%
20Reduction%20Programs.pdf 
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to utilities based on their ability to achieve specific policy objectives4.  During the 2016-2018 period, 

$100 million was set aside (approximately 5% of total program expenses) for distribution for achieving 

electricity savings goals, and $18 million (3% of total program expenses) for gas savings goals.  ACEEE 

has noted that these incentive pools have resulted in an increased focus on energy efficiency as a core 

corporate priority.  New priorities have been established for the 2019-2021 program years.   

 

Rate of Return / WACC 

The return earned by the EmPOWER Utilities is an area of extensive back-and-forth among members of 

the Cost Recovery Work Group.  While there may be near consensus around pursuing a performance-

based incentive structure, there appears to be little alignment on the topic of making changes to the 

Rate of Return / WACC. 

The position of the EmPOWER Utilities on this topic is simple: the Status Quo is working.  The program is 

delivering strong outcomes, so any changes to the financial incentives built into EmPOWER risk 

upending Maryland’s programmatic outperformance.   

That said, the financial benefits of the program to the EmPOWER Utilities are undeniable.  With annual 

cumulative returns generated at their approved Rate of Return / WACC in excess of $50 million (after 

taxes) stretching into the future, the EmPOWER Utilities would, arguably, be acting counter to their 

obligation to shareholders if they were to unilaterally agree to a reduction in return on energy efficiency 

investments without the appropriate incentives or opportunities to earn additional returns. 

The opportunity to earn the of Rate of Return / WACC on the Unamortized Balance on a year-to-year 

basis is certainly a powerful incentive for the EmPOWER Utilities to continue to pay attention to 

EmPOWER, though this attention likely does not extend to pursuing efforts to reduce the Unamortized 

Balance.  

  

 
4 There are notable differences in the structure of the programs in Massachusetts; namely, statewide 
implementation and mandated performance incentives.   
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III. COST RECOVERY WORK GROUP EXAMINATION 

The Public Service Commission invited MEA to co-lead the Cost Recovery Work Group with the mandate  

to examine: “1) the appropriate rate of return for the EmPOWER programs; 2) the potential surcharge 

and ratepayer impacts of adjusting the amortization period for a portion of or the entire suite of 

programs; 3) the potential surcharge and ratepayer impacts of recovering programs through a 

performance-based cost recovery methodology; and 4) the potential transition plans from the current 

surcharge structure to another.”5 

The Cost Recovery Work Group included representatives of MEA, the EmPOWER Utilities, staffs of the 
Public Service Commission and the Office of People’s Counsel to examine financing models, incentives 
and other mechanisms to minimize costs of energy efficiency investments in preparation for the 2021-
2023 EmPOWER program cycle.  As noted above, a key assumption of this analysis is that the EmPOWER 
program or some other form of utility-administered energy efficiency program continues by law beyond 
the 2023 timeframe. Due to the COVID-19 pandemic, MEA does not recommend the adoption or 
implementation of performance incentive mechanisms in the 2021-2023 program cycle of EmPOWER.       
 

The Cost Recovery Work Group issued a report on April 15, 2019.  It is important to note that the scope 

of the EmPOWER financial analysis included in the April 15, 2019 Work Group report is more narrowly 

focused than the analysis presented in this report.  Specifically, the analysis presented herein includes 

the following additional information which was not included in the Work Group’s analysis: 

• Washington Gas and Light data 

• Commercial and Industrial data 

• Demand Response Programs data 

The inclusion of this additional financial data is material.  For instance, the overall unamortized balance 

of program costs associated with the EmPOWER Utilities in the Work Group analysis was approximately 

$280 million, while (as noted above) this analysis identifies a total unamortized balance of program 

costs of nearly $822 million.  The totals of other key metrics (i.e. Program Costs, Utility Revenues, 

Ratepayer Surcharges, etc.) are also higher. 

 

The Cost Recovery Work Group Report detailed three (3) primary options for restructuring the 

EmPOWER unamortized program costs.  On the pages that follow is a summary, update and 

assessment of these alternatives based on the review of the current Tariff filings.   

 

 

  

 
5 see PSC Case 9494, Mail Log #223596, January 15, 2019. 
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Cost Recovery Work Group: Option 1 -- Maintain the financial structure of EmPOWER in its current 

form.  This is also referred to as the Status Quo option.   

 

Baseline 2020 data is projected forward using existing protocols and assumptions.  In this analysis, it is 

assumed that Program Costs and Amortization will achieve equilibrium within several years and 

EmPOWER will stabilize with the Unamortized Balance and Ratepayer Impact reaching a plateau by 

2025.  The graphs below illustrate this trend.   

Graph III-A 

This approach maintains 

the status quo with an 

important assumption 

that EmPOWER 

stakeholders will bring 

annual Program Costs into 

parity with annual 

Amortization of 

uncollected program 

costs.  In past years, the 

steady increase in the 

Unamortized Balance over 

the years is the result of 

the misalignment of 

Program Costs and 

Amortization.  This approach results in a steady increase in Unamortized Balance and Ratepayer 

surcharges in the years ahead, reaching a plateau of $903 million and $6.52 per month, respectively. 

Graph III-B 

Going forward, this 

approach continues to 

enable the Utilities to 

earn a Return on the 

balance of Unamortized 

program costs at their 

established Rate of 

Return/WACC.  The 

cumulative sum of this 

Rate of Return is 

significantly higher than 

alternatives.  There is no 

effort to reduce the 

Unamortized Balance in 

this option.  The attached spreadsheet illustrates further details of this option. 
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Cost Recovery Work Group: Option 2 --  OPC Staff proposed eliminating the Unamortized Balance and 

migrating EmPOWER to an “expensing mode” whereby any amortization of current year Program 

Costs is eliminated.  OPC proposed a 5-year plan for paying off the -uncollected program costs.  

Additionally, OPC proposed a significant reduction in Utility returns by reducing the Rate of Return 

from a weighted average of approximately 9% to 4%.  (Note: OPC Staff updated their 

recommendation in early 2020 in light of the impact of the COVID-19 pandemic and is currently 

working on additional analysis, though the original recommendation is retained in this report to 

establish a working baseline for comparison.) 

Changing the Rate of Return to the EmPOWER Utilities does not reduce the Unamortized Balance any 

faster, though it does have an impact on the annual Ratepayer Surcharge due to the significant decrease 

in returns to the utilities.   

The reduction in the Rate of 

Return / WACC to 4.0% from a 

range of 6.12% - 9.62% would be 

viewed quite negatively by the 

EmPOWER Utilities.  Additionally, 

with the elimination of 

Unamortized Balance , the 

Return to Utilities reduces to 

zero after several years. 

 

Due to the accelerated 

repayment of Unamortized 

Balance the Monthly Ratepayer 

surcharge during the paydown years goes up to $8.32/month in 2023 versus the 2020 estimate of $5.25 

/ month, an increase of nearly 60%.   

After pay down of all 

Unamortized Balance in 2026, the 

Monthly Ratepayer surcharge 

drops dramatically to 

$5.57/month.  The Monthly 

Ratepayer surcharge is higher in 

2026 than in 2020 (despite the 

elimination of the Return to 

Utilities) due to the fact that 

Amortization was significantly 

below Program Costs in 2020 and 

the expiration of Federal Tax 

Credits.  

The attached spreadsheet 

illustrates further details of this option.

Graph III-D 

Graph III-C 
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Cost Recovery Work Group: Option 3 -- PSC Staff raised the option of a more gradual transition to an 

“expensing mode” with a gradual increase in the rate of Amortization from over a 5-year period (i.e. a 

Declining Amortization Schedule) to a point where the program costs are recovered on an annual 

basis. 

 

                                                 Graph III-E 

This proposal is somewhat similar 

to the OPC option, with a notable 

difference that the Utility Rate of 

Return is not reduced in the PSC 

Staff proposal. 

The Unamortized Balance is paid 

down in a similar timeframe as the 

Cost Recovery Work Group: Option 

2, but the rate of repayment 

increases dramatically in 2025.  Due 

to the accelerated repayment of 

Unamortized Balance, the impact 

on the Monthly Ratepayer 

surcharge is significant during the 

paydown years, with a spike in 2025 when the program makes a transition to expensing mode.  In 2025, 

the Ratepayer surcharge increases to $15.17/month from $8.52/month the year before, an increase of 

78%.   

 

                                                  Graph III-F 

After pay down of all Unamortized 

Balance in 2026, the Monthly 

Ratepayer surcharge drops 

dramatically to $5.57/month.  The 

Monthly Ratepayer surcharge is 

higher in 2026 than in 2020 

(despite the elimination of the 

Return to Utilities) due to the fact 

that Amortization was significantly 

below Program Costs in 2020 and 

the expiration of Federal Tax 

Credits.    

 

The attached spreadsheet illustrates further details of this option. 
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Work Group Efforts in 2020 

The Cost Recovery Work Group convened throughout the first half of 2020 continuing efforts to examine 

financing models, performance incentives, and other mechanisms to minimize costs of energy efficiency 

investments in preparation for the 2021-2023 EmPOWER program cycle. The Cost Recovery Work Group 

included representatives of MEA, the EmPOWER Utilities, staffs of the Public Service Commission and 

the Office of People’s Counsel, and Advocates.  

The Work Group submitted a report to the Public Service Commission on August 14, 2020. The report 

provided updated positions of the stakeholders on the appropriate rate of return, amortization period, 

and performance incentive mechanisms; among other topics. Since the report was issued, MEA 

continued the investigation of performance incentive mechanisms and does not recommend the 

adoption or implementation of performance incentive mechanisms in the 2021-2023 program cycle of 

EmPOWER. 

The Work Group agreed to address amortization of the Behavior Programs and Utility Administrative 

costs.6  EmPOWER Utilities have proposed to recover the Behavior Program and Utility Administrative 

costs in the year incurred instead of collecting the costs over five years in the 2021-2023 EmPOWER 

Cycle Plans.7  

6 Staff of the Public Service Commission - EmPOWER Cost Recovery Work Group Report EmPOWER Maryland Plans 
Case No. 9494 (ML 231480) 
7 Maryland Public Service Commission Case No. 9648: THE 2021-2023 EMPOWER MARYLAND PROGRAM 
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IV. OPTIONS 

This section of the report will build upon the three (3) options discussed in the previous section by 

presenting additional options for financing the Unamortized Balance associated with EmPOWER.  

 

Options 1, 2 and 3 -- Comparing the Status Quo, OPC and PSC Proposals 

To set the stage for the additional options, Table IV-A below summarizes some of the key metrics 

associated with the three (3) options presented in the previous section. 

Table IV-A 

  

  

CRWG Report Options Additional Options

1 2 3

Status Quo OPC PSC

Avg. Utility 

Return per Year 60,106,475$        4,774,085$         20,036,108$       

Opportunity to 

Earn WACC 9.23% 4.00% 9.23%

Avg. Ratepayer 

Surcharges per 

Year 401,600,458$     436,627,974$    451,889,997$     

Unamortized 

Balance/Debt 

in 2030 903,599,067$     -$                      -$                      

Maximum 

RatePayer 

Impact (month) 6.52$                     8.32$                    15.17$                  

10-Year Avg 

Ratepayer 

Impact (month) 6.26$                     6.76$                    6.98$                    

RatePayer 

Impact in 2030 

(month) 6.52$                     5.57$                    5.57$                    
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A few highlights worth noting: 

Status Quo: This option avoids dramatic changes to Ratepayer Surcharges that lead to rate spikes and 

delivers the lowest average Ratepayer Impact over the 10-year period.  However, the 

Unamortized Balance remains high and is an ongoing burden for Ratepayers.  Additionally, 

the 10-year stream of Utility Revenue is well above the other options. 

OPC: This option repays 100% of Unamortized Balance.  The Ratepayer Impact is moderated by a 

more than 50% cut in the Utility Rate of Return, but the average monthly impact over the 

10-year period remains higher than the Status Quo. 

PSC Staff: This option also repays 100% of Unamortized Balance.  The Ratepayer Impact is the most 

pronounced with a significant spike and the highest average of the 10-year period.   

 

Based on the review of the Status Quo, OPC and PSC Staff options, several principles are identified to 

inform additional options: 

Principle 1. Ratepayer spikes can be somewhat mitigated through the use of a 10-year timeframe 

(versus the 5-year timeframes used in the OPC and PSC Staff options) when repaying 

Unamortized Balance.  

Principle 2. A broader series of options for reduction in Utility Rate of Return should be explored.   

Principle 3. The incorporation of a Performance-Based Incentive should be examined to off-set 

reductions in the Utility Rate of Return, while simultaneously providing an incentive to 

achieve increased energy efficiency whereby the savings are allocated to the Ratepayers 

and Utilities. 

 

Options 4a, 4b and 4c – Adjustments to Repayment Term and Utility Rate of Return 

Three (3) additional options (4a, 4b and 4c) were analyzed which incorporate Principles #1 and #2, 

above.  In all three of these options, the repayment of Unamortized Balance was spread over a 10-year 

period with complete repayment by 2030.  The variable in these options was Utility Rate of Return on 

energy efficiency investments, which were examined at 8%, 7% and 6%, respectively.  

The table below summarizes these options in comparison to the Status Quo, OPC and PSC Staff 

proposals.   
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Table IV-B 

 

A few highlights worth noting: 

• Options 4a and 4b deliver greater Utility Revenue over a 10-year period than the PSC Staff 

option even though the Rate of Return is lower.  This is due to the longer term (10 years) for 

repayment of Unamortized Balance. 

• The 10-year average Ratepayer Impact of Options 4a, 4b and 4c are in the same general range as 

the OPC and PSC Staff options. 

• The maximum Ratepayer Impact of Options 4a, 4b and 4c are significantly lower than the PSC 

Staff scenario and in the same general range as the OPC scenario. 

 

Spreadsheets which summarize Options 4a, 4b and 4c follow. 

  

CRWG Report Options Additional Options

1 2 3 4a 4b 4c

Status Quo OPC PSC

Avg. Utility 

Return per Year 60,106,475$        4,774,085$         20,036,108$       25,286,892$        22,125,661$       18,943,709$         

Opportunity to 

Earn WACC 9.23% 4.00% 9.23% 8.00% 7.00% 6.00%

Avg. Ratepayer 

Surcharges per 

Year 401,600,458$     436,627,974$    451,889,997$     457,140,781$      453,979,550$     450,797,598$      

Unamortized 

Balance/Debt 

in 2030 903,599,067$     -$                      -$                      -$                       -$                      -$                        

Maximum 

RatePayer 

Impact (month) 6.52$                     8.32$                    15.17$                  8.42$                     8.35$                    8.27$                      

10-Year Avg 

Ratepayer 

Impact (month) 6.26$                     6.76$                    6.98$                    7.06$                     7.01$                    6.97$                      

RatePayer 

Impact in 2030 

(month) 6.52$                     5.57$                    5.57$                    5.57$                     5.57$                    5.57$                      
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Option 5a and 5 b – Performance-Based Incentives  

Two additional options were examined to incorporate a Performance-Based Incentive mechanism.  

There is a wide range of best practices to consider in designing a performance-based incentive for a 

program such as EmPOWER.  That said, any option considered must take into account the current 

program structure and the inherent constraints associated with over $800 million of Unamortized 

Balance and long-standing practice of delivering a steady Rate of Return to the EmPOWER Utilities. 

These options (referred to as Option 5a and Option 5b) build upon the existing programmatic and 

financial structure of EmPOWER, retaining most of the key elements of the program while adding new 

incentive structures that have the potential to benefit both the Utility Companies and Ratepayers.  

Additionally, these options address (over a 10-year period) the full repayment of the over $800 million 

Unamortized Balance associated with the program through a gradual repayment mechanism by 

Ratepayers. 

 

Option 5a 

This option provides an incentive for the EmPOWER Utilities in the event that program investments 

result in a reduction of overall energy usage by Ratepayers.  Reduced usage (from a pre-determined 

baseline based on historical usage) by Ratepayers is captured as program Savings and is split 50/50 

between the Utilities and Ratepayers. 

This approach reduces the baseline Rate of Return to the EmPOWER Utilities by approximately 25% 

(from an average of 9.23% to 7.0%). 

To model the Savings, the Ratepayer Revenue Requirement and Ratepayer Surcharges are held constant 

with amounts from the baseline year.  Any reduction in Sales is then captured as Savings which are then 

distributed to the Ratepayers and EmPOWER Utilities through a True Up process, with 50% of the 

savings rebated to Ratepayer and the remaining 50% being added to Utility Return. 

In this model, there is no upside cap on the Utility ROR. 

The graph below represents the impact of the application of the Savings to the monthly bill for 

Ratepayers over the 10-year period.  The lower line reflects the application of modeled Savings. 
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Graph IV-G 

 

 

Option 5b 

This option also provides an incentive for the EmPOWER Utilities in the event that program investments 

result in a reduction of overall energy usage by Ratepayers.  Reduced usage (from a pre-determined 

baseline based on historical usage) by Ratepayers is captured as program Savings and is split between 

the Utilities and Ratepayers based on a series of thresholds. 

This option is more nuanced that Option 5a, as it includes both a floor and a ceiling on the Rate of 

Return to the EmPOWER Utilities.  Specifically, it includes the following  

• FULL ROR + 50% share of excess revenue for energy savings greater than 110% of the three-year 

cycle goal.  The ROR is capped at 2% above current WACC. 

• FULL ROR for energy savings between 90% - 110% of the three-year cycle goal 

• ROR is reduced if energy savings are less than 90% of three-year energy savings goal.  The ROR is 

reduced to a floor which is the current WACC minus 1%. 

The graph below represents the impact of the application of the Savings to the monthly bill for 

Ratepayers over the 10-year period.  The lower line reflects the application of modeled Savings. 
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Graph IV-H 

 

Table IV-C below compares the average monthly costs, maximum monthly charge, and 2030 rates of 

Option 5a and Option 5b to the Status Quo option:  

 

Table IV-C 
 

Status Quo Option 5A Option 5B 

  Rates % Change Rates % Change 

10 Year Avg. Monthly Rate $6.26 $6.65 6% $6.27 0.2% 

Maximum Monthly Rate $6.52 $8.02 23% $7.72 18% 

Forecasted 2030 Rate $6.52 $5.06 (22%) $4.37 (33%) 

 

Assumptions 

• Based on forecasts prior to the COVID-19 pandemic, customer growth was expected and 

electricity sales (net of DSM) was expected to be relatively flat. 

• The model uses the proposed 2020 program costs for future years 

• A higher portion of the Unamortized Balance would be repaid each year 
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Table IV-D below compares the two (2) Performance-Based Incentive options (Option 5a and Option 5b) 

to the previously analyzed options. 

Table IV-D 

 

A few highlights worth noting: 

• Option 5a and Option 5b delivers greater Utility Revenue over a 10-year period than all prior 

options except for the Status Quo Option.   

• The Rate of Return for Option 5a and Option 5b are greater than all other options due to the 

application of incentivized Savings.  In the event that Savings do not materialize, the return to 

Utilities will be lower. 

• Total Ratepayer Surcharges over the 10-year period are lower in Option 5a and Option 5b than 

all other options except for the Status Quo Option, which does not incorporate any paydown of 

Unamortized Balance. 

• The Monthly Ratepayer Impact in 2030 for Option 5a and Option 5b is lower than all other 

Options due to application of modeled Savings.  At $5.06/month for Option 5a and $4.37/month 

for Option 5b, it is over 20% lower than the Status Quo Option at $6.52/month. 

  

CRWG Report Options Additional Options

Performance 

Based

Performance 

Based

1 2 3 4a 4b 4c 5a 5b

Status Quo OPC PSC

2% Annual 

Reduction, 7% 

Baseline ROR, 

50/50 Split

2.7% Annual 

Reduction, 

WACC Baseline 

ROR, Split above 

2.2% (110% goal), 

ROR Cap

Avg. Utility 

Return per Year 60,106,475$        4,774,085$         20,036,108$       25,286,892$        22,125,661$       18,943,709$         39,381,483$         33,788,678$         

Opportunity to 

Earn WACC 9.23% 4.00% 9.23% 8.00% 7.00% 6.00% 12.46% 10.69%

Avg. Ratepayer 

Surcharges per 

Year 401,600,458$     436,627,974$    451,889,997$     457,140,781$      453,979,550$     450,797,598$      430,164,033$       403,785,592$       

Unamortized 

Balance/Debt 

in 2030 903,599,067$     -$                      -$                      -$                       -$                      -$                        -$                        -$                        

Maximum 

RatePayer 

Impact (month) 6.52$                     8.32$                    15.17$                  8.42$                     8.35$                    8.27$                      8.02$                      7.72$                      

10-Year Avg 

Ratepayer 

Impact (month) 6.26$                     6.76$                    6.98$                    7.06$                     7.01$                    6.97$                      6.65$                      6.27$                      

RatePayer 

Impact in 2030 

(month) 6.52$                     5.57$                    5.57$                    5.57$                     5.57$                    5.57$                      5.06$                      4.37$                      
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V. ALTERNATIVES RANKING 

In this Section, the eight (8) Options presented in Section IV are ranked in accordance with the key 

metrics described in Section IV.  Each of the metrics is assigned a ranking based on their relative position 

to all other options.   

Table V-A below summarizes the rankings of the Options: 

Table V-A 

 

 

  

CRWG Report Options Additional Options Performance 

Based

Performance 

Based

1 2 3 4a 4b 4c 5a 5b

Status Quo OPC PSC

2% Annual 

Reduction, 7% 

Baseline ROR, 

50/50 Split

2.7% Annual 

Reduction, 

WACC Baseline 

ROR, Split 

above 2.2% 

(110% goal), 

ROR Cap

Avg. Utility Return 

per Year 8 1 2 5 4 3 7 6

Opportunity to 

Earn WACC 3 8 3 5 6 7 1 2

10-Year Ratepayer 

Surcharges 1 4 6 8 7 5 3 2

Unamortized 

Balance/Debt in 

2030 8 1 1 1 1 1 1 1

Maximum 

RatePayer Impact 

(month) 1 4 8 4 4 4 3 2

10-Year Avg 

Ratepayer Impact 

(month) 1 4 5 5 5 5 3 2

RatePayer Impact 

in 2030 (month) 8 3 3 3 3 3 2 1

Total Ranking 

Points 30 25 28 31 30 28 20 16

Average Ranking 4.29 3.57 4.00 4.43 4.29 4.00 2.86 2.29

Overall Rank 6 3 4 8 6 4 2 1
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VI. SUMMARY OF ANALYSIS AND PEROFORMANCE REQUIREMENTS  

As demonstrated in the rankings in Section V, the Performance-Based Options build upon the existing 

programmatic and financial structure of EmPOWER, retaining most of the key elements of the program 

while adding a new incentive that has the potential to benefit both the Utility Companies and 

Ratepayers.  Additionally, these Options address (over a 10-year period) the full repayment of the over 

$820 million of uncollected costs associated with the program. 

Additional “Sector Level” analysis of the two Performance-Based Options is provided in Appendix 2.  This 

additional analysis provides spreadsheets for each of the EmPOWER Utilities detailing these options on a 

Residential and Commercial/Industrial basis. 

The Performance-Based Options presented herein are quite straightforward, and were selected for the 

ease of financial modeling alongside the analysis.  Much more nuanced incentive models could and 

should be explored.  As noted above in Section II, the experience in Illinois, New Jersey and 

Massachusetts provide EmPOWER stakeholders with additional performance-based options.  

One approach that was considered, but not evaluated herein, was the concept of recommending that 

the Utility Companies raise capital through debt/bond issuances in the capital markets in order to 

“refinance” the existing uncollected program costs at lower interest rates.   

This approach was determined to be outside the parameters of what could reasonably be achieved 

through EmPOWER. In addition to the transactional complexity of such an approach, it was also 

determined that the potential negative reaction to a public offering of debt was high.   

That said, it is worth noting that several of the options include a feature whereby the Utility Rate of 

Return is reduced.  Since the Rate of Return includes the borrowing cost of Utilities, a reduction in this 

rate is similar to refinancing existing uncollected costs at lower interest rates. 

 

PERFORMANCE REQUIREMENTS 

BUDGET 

The EmPOWER Program planning includes a budgeting process that allocates sufficient funds to achieve 

the energy savings goal through ratepayer rebates and incentives, cover administrative costs, and 

provide a return to the EmPOWER Utilities.  The planning process provides an opportunity for 

stakeholders to voice concerns about the budget and merits of the proposed cycle plans to the 

Commission.  The incentive mechanisms are built on the premise of continued involvement of 

stakeholders and feedback to the Commission about the proposed cycle plans and budgets, among 

other factors.  The participation of stakeholders in the planning process will continue to serve the public 

by balancing stakeholder interests.   

The cost recovery mechanism of EmPOWER recoups program costs through a surcharge on customer 
bills each month.  The cost recovery design sought to limit the bill impact on ratepayers by amortizing 
the annual program costs over a 5-year period and in return, the utilities are afforded the opportunity to 
earn their authorized ROR on energy efficiency spending that are financed above the amount collected 
from the ratepayer surcharge.   
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Currently absent from the current structure is the explicit incentive for utilities to spend efficiently and 
therefore, manage the costs of achieving the goals.  The unamortized balance is directly proportional to 
the amount of actual spending that occurs; as 80% or more of annual program costs are uncollected 
each year.  Under the current structure, ratepayers’ benefit from lower spending as it decreases the 
amount of uncollected program costs; while utilities benefit from higher spending as the uncollected 
amount and returns increase.  Although spending has been less than the proposed budgets on average, 
since 2016, the adoption of an explicit incentive component that promotes efficiency in spending would 
be warranted in a performance incentive mechanism.  The budget component promotes cost reduction 
in two ways: the cost of achieving the energy efficiency goals and the amount of interest that will accrue 
on the uncollected program costs.  The implementation of an incentive mechanism would require strict 
adherence to the approved budget.  However, reallocation of funds between programs should still be 
considered but the energy savings should be achieved within the approved budget.  It is not expected 
that material changes to the budgeting process would be required.  

REQUIREMENT #1—Reported Spending < 100% of approved expenditures8 

 

EVALUATION 

The evaluation process will remain crucial to a performance incentive mechanism in EmPOWER. 
Additional evaluation of energy savings and benefits may be required to verify reports by the EmPOWER 
Utilities as the evaluation process is currently a year or two years behind the current program year, for 
some programs.  Changes may be needed to implement more timely evaluation of programs.  The 
evaluation of the Programs’ success is determined by the Total Resource Costs (TRC) test which 
examines the net present value of the benefits and costs.  A “TRC ratios greater than 1.0 indicate that 
the financial benefits that accrue over the life of the measures exceed the financial costs of the program, 
specifically the costs associated with: utility program administration; the provision of incentives to free 
riders; and customer outlays for the efficiency measures.”9  Meeting the TRC threshold of 1.0 for the 
Residential and for the Commercial and Industrial sub-portfolios should be a requirement—in addition 
to meeting the energy savings goal—to ensure that the programs provide benefits to ratepayers above 
the cost.  Evaluation of each year’s program results should be utilized to monitor the progress of the 
mechanism towards achieving the stated goals.    

REQUIREMENT # 2—TRC > 1 for Residential and Commercial and Industrial Portfolios 

 

PROGRAM LEVEL ENERGY SAVINGS 

Although the three-year plans proposed by the EmPOWER utilities include an evaluation of each 
program’s cost-effectiveness, the sub-portfolio approach to the TRC was adopted to encourages the 
development of new programs and supports new innovations that may contribute to State goals and 
economic development.  A disadvantage of a review at the sub-portfolio level is that it allows for some 
programs to contribute more than their fair share of energy savings; that is, while a few programs 
produce significant benefits, there are programs that significantly underperform.  Evidenced from recent 

 
8 Adjustments/changes to reported spending in future years should trigger an evaluation by the Commission to see if 

adjustments are needed to rewards/penalties.  

9 Public Service Commission of Maryland; The EmPOWER Maryland Energy Efficiency Act STANDARD REPORT OF 2020 at 19. 
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EmPOWER reports show that two or three residential programs can account for over 75% of the gross 
energy savings for some utility portfolios.   

A reconciliation of the proposed program benefits and retrospective evaluation would increase 
accountability and help to improve the planning process.  To improve program performance, it should 
be required that, in addition to meeting the three-year energy savings goals, utilities also meet or 
exceed the program benefits forecasted in the three-year plans.  An incentive mechanism that ensures 
the proposed benefits of the programs to ratepayers are achieved through a balanced distribution of 
energy savings will help to spread the benefits across the ratepayers and balance the costs of achieving 
the energy saving goals.  The goal is not to reduce the performance of the programs that have exceeded 
expectations but to improve the planning process so that the expected benefits of the programs can be 
achieved.  The ability for a utility to achieve the program level benefit-cost ratio in the approved design 
plan for all programs should be met or exceeded in addition to achieving the three-year cycle energy 
savings targets.     

REQUIREMENT # 3—Meet or Exceed designed program-level benefit-cost ratios  

 

REWARD/RISK ADJUSTMENT 

Based on the three-year program energy savings goals, an incentive mechanism can promote cost 
reduction in achieving the energy efficiency goals and increases benefits to ratepayers.  However, an 
adjustment to the risk distribution of achieving the energy savings should be utilized to encourage 
additional feedback to the Commission and stakeholders on the potential costs and benefits of the 
program in the planning process.  The risk of achieving the EmPOWER energy savings goal falls entirely 
on the ratepayers despite the administration and design components.  Ratepayers pay the interest costs 
on the uncollected program costs regardless of program performance—absent a finding of imprudent 
spending—as there are no prescribed penalties for missing the energy savings goal for the three-year 
cycle.  The performance incentive mechanisms, as designed, would change the risk distribution of 
achieving the program goals by creating incentives for the EmPOWER Utilities to improve the program 
design and provide stakeholders with a more accurate picture of the expected costs and benefits of 
achieving the energy efficiency goals.   

 

TRUE-UP PROCESS 

The True-up process will continue to play a significant role in the incentive mechanism to balance 
revenue and costs--including incentive payments.  One approach is using targeted energy savings to 
build the potential costs into the rates and inclusive of a reserve amount each year to make potential 
incentive payments; alternatively, the amount can be applied to unamortized balance--if the goals are 
not achieved.  In developing the surcharge, a reserve amount may be set to approximately one third of 
the expected incentive amount for each year based on the energy savings target to reduce the likelihood 
of a revenue shortfall and limit rate shocks in future years.  The amount would be excluded from the 
True-up process and may be kept in an interest-bearing account.  After completion of the evaluation for 
the cycle performance, a payment would be made to the utilities for meeting the energy savings goals 
and the performance requirements. The excess revenue could be applied to the uncollected program 
costs to lower the unamortized balance, if the energy savings goals and performance requirements are 
not met.  In the event, the utility does not meet the energy savings goals and performance 
requirements, the ROR adjustment would be applied (retroactively for the WACC-1% option) and used 
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to reduce the unamortized balance following the completion of evaluation for the third year of the 
cycle.    

 

VII.  DISCUSSION 

The performance incentive mechanisms seek to reduce costs to ratepayers by promoting efficiency in 
spending, ensuring the delivery of program benefits at the sub-portfolio level, and reconciling the 
projected program benefits with the realized program benefits.  The mechanisms also seek to 
incentivize a more balanced distribution of the costs and burden of achieving the energy savings goals.  
Although successful implementation across all the EmPOWER Utilities would help to alleviate the size of 
the uncollected program costs; there are differences that should be accounted for in the 
implementation.  Differences in organizational structure of the utilities, energy efficiency goals across 
electricity and natural gas sectors, and programs supported by the EmPOWER surcharges vs non-
EmPOWER funds.   

Firstly, SMECO is the only cooperative in Maryland participating in EmPOWER and the organizational 
structure does not necessarily lend itself to the same incentives as an investor-owned-utility; as they do 
not have the same shareholder responsibility.  However, as of the end of 2019, SMECO had $52,510,693 
in unamortized program costs.  The goal of the performance incentive mechanisms is to reduce long-run 
costs to ratepayers.  To the extent that members of the Cooperative can benefit from a mechanism that 
seeks to reduce the carrying costs of the uncollected program expenses, certain components of the 
mechanism may provide value.  It is also worth noting that the Cost Recovery Workgroup review 
revealed that SMECO’s WACC is lower than the value shown in the 2020 EmPOWER tariff filing.   

Secondly, the current energy efficiency goals do not include an energy saving requirements for natural 
gas companies.  In addition, Washington Gas Light Company started offering energy efficiency programs 
several years after the Energy Efficiency Act of 2008.  The programs offered by Washington Gas Light 
Company have accumulated $32,443,352 in unamortized program costs but have not yet achieved the 
forecasted annual energy saving targets.  A performance incentive may not be appropriate without 
natural gas energy efficiency goal; however, ratepayers could benefit from efforts to balance of risk of 
achieving the energy savings as outlined in the incentive mechanism.   

Finally, several of the electric utilities currently support programs that are not funded by ratepayer 
surcharge but contribute to the energy savings goals; namely, programs funded by Customer Investment 
Funds (CIF) and the Conservation Voltage Reduction (CVR) program.  The current treatment of CIF funds 
removes the amount from the uncollected balance eliminating the accrual of interest to the utilities.  
Capital costs related to CVR are currently added to the rate base and receive the authorized rate of 
return applied to other capital investments.  The energy savings associated with both of these programs 
are captured in the gross energy savings reported by the utilities.   MEA recommends that energy 
savings derived from programs not funded by the EmPOWER surcharge be removed from the 
performance incentive calculus.   

As mentioned earlier, the cost of evaluating of energy savings may increase due to additional review and 
processes that may be necessary. It is expected that stakeholder involvement will increase due to 
increased stakes in the evaluation of energy savings. The current policies and procedures may not be 
sufficient to address the new and potentially growing concerns of the stakeholders.  Therefore, new 
processes may need to be developed to increase transparency and to address these concerns.  
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IMPACT OF COVID-19 

The COVID-19 pandemic has impacted the livelihood of residents and the operations of business in the 
state of Maryland and across the globe.  The forecast of energy consumption and customer growth are 
two key assumptions in the model that will require adjustments once we have a clearer picture of the 
magnitude of the pandemic on these variables.  The models in the analysis assume that consumption 
would be relatively flat after adjustments for customer growth at the aggregate level.  The implication 
of the assumption is that the actual revenue collected by the utilities would be sufficient to cover the 
revenue requirement.  Preliminary economic indicators suggest that these assumptions may not hold.  
The extreme and unforeseen circumstances may also place cost recovery at risk for the utilities and 
regulatory action may be required to balance the interest of all stakeholders in the market.   

Although the main goal of the mechanism is to reduce costs to ratepayers in the long-run, we 
acknowledge that the mechanisms will increase costs in the short-run and that the timing of those 
increases may coincide with attempts by individual consumers, businesses, and the State to recover 
from the pandemic.  Increasing costs during the recovery, especially the early stages of recovery, may 
have unintended consequences on the livelihoods of Maryland residents.  These factors could increase 
uncertainty around rates and the impact on customers.  MEA recommends that the Commission weighs 
all these factors when making a decision about adopting performance incentive mechanisms in 
EmPOWER.   
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Performance-Based Option 5a 

Residential Sector Analysis 
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Commercial Sector Analysis 
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Residential Sector Analysis 
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9.51%

39,142,717
         

(1,642,675)
$         

(13,703,825)
$               

132,143,389
$           

10,975,595,590
   

0.01079117
1000

10.79
$              

129.49
$            

2025
52

,472,238
$    

8
4,565,745

$    
114,110,247

$          
7,865,446

$           
9.51%

39,142,717
         

(1,642,675)
$         

(16,618,749)
$               

129,931,233
$           

10,679,254,509
   

0.01061052
1000

10.61
$              

127.33
$            

2026
52

,472,238
$    

8
4,565,745

$    
82,016,740

$            
5,653,289

$           
9.51%

39,142,717
         

(1,642,675)
$         

(19,343,153)
$               

127,719,076
$           

10,390,914,637
   

0.01042987
1000

10.43
$              

125.16
$            

2027
52

,472,238
$    

8
4,565,745

$    
49,923,233

$            
3,441,133

$           
9.51%

39,142,717
         

(1,642,675)
$         

(21,883,588)
$               

125,506,919
$           

10,110,359,942
   

0.01024922
1000

10.25
$              

122.99
$            

2028
52

,472,238
$    

8
4,565,745

$    
17,829,726

$            
1,228,976

$           
9.51%

39,142,717
         

(1,642,675)
$         

(24,246,389)
$               

123,294,763
$           

9,837,380,224
     

0.01006857
1000

10.07
$              

120.82
$            

2029
52

,472,238
$    

7
0,301,964

$    
-

$                          
-

$                      
9.51%

39,142,717
         

(1,642,675)
$         

(23,537,941)
$               

107,802,006
$           

9,571,770,957
     

0.00880339
1000

8.80
$                

105.64
$            

2030
52

,472,238
$    

5
2,472,238

$    
-

$                          
-

$                      
9.51%

39,142,717
         

(1,642,675)
$         

(21,543,763)
$               

89,972,280
$             

9,313,333,142
     

0.00734737
1000

7.35
$                

88.17
$              

10-Year To
tal

68,141,835
$         

(159,008,176)
$             

110%
 Target

(131,414,251)
$     

100%
 Target

(120,150,060)
$     

10-Yr To
tals

988,587,512
$          

68,141,835
$         

To
tal Savin

gs (fro
m

 ab
o

ve)
159,008,176

$              

M
o

d
ele

d
 R

ate o
f R

etu
rn
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Savin

gs Sp
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?
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If Yes, U
tilities receive 50%

 o
f Savin

gs in
 excess o

f 110%
 Target (see

 b
o

x ab
o

ve) su
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O
R

 C
ap

A
d

d
'l R

etu
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 via Savin
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gs to

 U
tilities (if ap

p
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le)
13,796,963

$                

A
d

ju
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 R
ate o

f R
etu
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10.91%

Savin
gs to

 R
atep
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145,211,214

$              

A
d

ju
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 10-Year To
tal

78,141,873
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h
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R
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Su
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(3)+(5)+(7)+(8)+
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A
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h
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n
th

 

p
er R
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M
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n
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p
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er 

R
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Estim
ated

 

A
n

n
u
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Im
p
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er 

R
atep

ayer

2020
9,164,164

$          
11,326,630

$         
33,735,239

$              
2,094,958

$               
8.57%

3,684,529
$            

(1,193,048)
$       

(2,755,732)
$       

(562,043)
$            

12,595
,294

$             
2,153,135,435

   
0.00584975

1000
5.85

$                
70.20

$           

2021
9,164,164

$          
12,006,228

$         
30,893,175

$              
1,918,466

$               
8.57%

3,684,529
$            

(1,193,048)
$       

(2,755,732)
$       

(368,832)
$            

13,660
,443

$             
2,095,000,778

   
0.00634444

1000
6.34

$                
76.13

$           

2022
9,164,164

$          
13,206,851

$         
26,850,489

$              
1,667,415

$               
8.57%

3,684,529
$            

(1,193,048)
$       

(2,755,732)
$       

(778,290)
$            

14,610
,015

$             
2,038,435,757

   
0.00678546

1000
6.79

$                
81.43

$           

2023
9,164,164

$          
11,849,213

$         
24,165,440

$              
1,500,674

$               
8.57%

3,684,529
$            

(2,755,732)
$       

(1,125,627)
$         

14,278
,684

$             
1,983,397,992

   
0.00663158

1000
6.63

$                
79.58

$           

2024
9,164,164

$          
13,513,943

$         
19,815,661

$              
1,230,553

$               
8.57%

3,684,529
$            

(2,755,732)
$       

(1,625,386)
$         

15,673
,293

$             
1,929,846,246

   
0.00727929

1000
7.28

$                
87.35

$           

2025
9,164,164

$          
13,513,943

$         
15,465,881

$              
960,431

$                  
8.57%

3,684,529
$            

(2,755,732)
$       

(1,970,130)
$         

15,403
,171

$             
1,877,740,397

   
0.00715383

1000
7.15

$                
85.85

$           

2026
9,164,164

$          
13,513,943

$         
11,116,102

$              
690,310

$                  
8.57%

3,684,529
$            

(2,755,732)
$       

(2,291,912)
$         

15,133
,050

$             
1,827,041,407

   
0.00702838

1000
7.03

$                
84.34

$           

2027
9,164,164

$          
13,513,943

$         
6,766,323

$                 
420,189

$                  
8.57%

3,684,529
$            

(2,755,732)
$       

(2,591,524)
$         

14,862
,929

$             
1,777,711,289

   
0.00690292

1000
6.90

$                
82.84

$           

2028
9,164,164

$          
13,513,943

$         
2,416,544

$                 
150,067

$                  
8.57%

3,684,529
$            

(2,755,732)
$       

(2,869,732)
$         

14,592
,808

$             
1,729,713,084

   
0.00677747

1000
6.78

$                
81.33

$           

2029
9,164,164

$          
11,580,708

$         
-

$                             
-

$                           
8.57%

3,684,529
$            

(2,755,732)
$       

(2,731,378)
$         

12,509
,505

$             
1,683,010,831

   
0.00580990

1000
5.81

$                
69.72

$           

2030
9,164,164

$          
9,164,164

$           
-

$                             
-

$                           
8.57%

3,684,529
$            

(2,755,732)
$       

(2,416,748)
$         

10,092
,961

$             
1,637,569,538

   
0.00468756

1000
4.69

$                
56.25

$           

10-Year To
tal

8,538,105
$               

(18,769,559)
$      

110%
 Target

(15,509,862)
$     

100%
 Target

(14,179,528)
$     

10-Yr To
tals

137,489,615
$            

8,538,105
$               

To
tal Savin

gs (fro
m

 ab
o

ve)
18,769,559

$        

M
o

d
eled

 R
ate o

f R
etu

rn
8.57%

Savin
gs Sp

lit Triggered
?

Yes
If Yes, U

tilities receive 50%
 o

f Savin
gs in

 excess o
f 110%

 Target (see
 b

o
x ab

o
ve) su

b
ject to

 R
O

R
 C

ap

A
d

d
'l R

etu
rn

 via Savin
gs (after tax)

1,181,314
$               

Savin
gs to

 U
tilities (if ap

p
licab

le)
1,629,849

$          

A
d

ju
sted

 R
ate o

f R
etu

rn
9.75%

Savin
gs to

 R
atep

ayers
17,139,711

$        

A
d

ju
sted

 10-Year To
tal

9,719,419
$               
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o
ve)
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