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A fundamental objective of the OMA is to create a public policy environment that lowers energy 
costs for Ohio manufacturers in a sustainable manner through a diversified portfolio of energy 
resources. 
 
To understand the effect of the Ohio energy efficiency standard on costs, the OMA commissioned 
two studies. Both studies indicate that the standards are working to lower electricity prices. The 
analyses also show an opportunity for improvement in the operation of the standards. 
 
Legislation has been introduced in the Ohio Senate (SB 58) that would overhaul current state 
policy on energy efficiency standards, capacity market auctions and utility compensation, as well 
as advanced and renewable energy standards. The bill contains numerous of changes to state law.   
 
Following is an overview of those changes and consideration of their effects on energy costs for 
manufacturers. 
 
1. Significant changes in the energy efficiency (EE) and peak demand reduction (PDR) 

standards 
 
SB 58 would vastly broaden how energy efficiency is defined with respect to what utilities can 
count toward compliance with the standards. Some of the many expansions are as follows: 
 

 Rewards intent – but not necessarily outcomes – for energy efficiency and peak demand 
reduction – e.g., the bill counts EE policies, behaviors, practices and programs designed 
and implemented to comply even if they do not result in savings. 

 

 Requires the PUCO to “liberally construe” utilities’ claimed EE/PDR savings/reductions 
in favor of counting the savings/reductions for compliance purposes. 
 

 Includes utility projects (not just customer projects, as current law provides) such as(a) 
transmission and distribution infrastructure improvements that reduce line losses, 
regardless of intent or origin of the improvement: (b) savings/reductions associated with 
heat rate or energy intensity improvements achieved since 2006 from generating plants 
that have existed as of 1/1/13; and (c) any reduction in the quantity of energy required to 
maintain or improve end use or utility system functionality. 

 
The effect of these expansions would be to (a) shift energy efficiency program benefits from 
customers to utilities (by allowing utility programs to count toward compliance), (b) increase the 
“shared savings”1 base (thus, increasing utility compensation); and (c) reduce the amount of 
energy efficiency projects financed by utility programs that could be bid into the PJM capacity 
auctions (thus, reducing price mitigation at the wholesale level). 

                                                           
1
 “Shared Savings” is a ratepayer-funded mechanism for determining utility profits from efficiency projects. 
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2. Significant changes in the ways utility compensation is determined 
 
SB 58 codifies utility revenue and profit at unprecedented levels, while also diminishing 
manufacturers’ ability to negotiate fair program incentives and cost protections at the PUCO. 
The bill would do that through provisions such as the following: 
 

 Enriches the existing ratepayer funded utility profit mechanism (referred to as “shared 
savings”) by permitting the utility to retain 33 percent of the after-tax net benefits 
associated with approved programs, without negotiation. Currently, these benefits are 
negotiated in PUCO proceedings with manufacturers and other parties (a recent 
settlement capped the shared savings mechanism at 13 percent, and capped the overall 
amount at $4.5 million per year for three years). This could increase Ohio ratepayer 
liabilities by tens of millions of dollars each year. 

 

 Requires each utility, within 90 days of the effective date of the new law, to choose a 
cost cap method that will apply to its compliance plans approved under the new law, 
beginning in 2014, but that will not exceed program costs in 2013 – thus limiting program 
innovation and growth in future years. This choice is provided with little analysis on 
which cost-cap option is fairer to consumers. Typically, a cost cap would be negotiated 
with manufacturers and other parties through the PUCO process. 
 

 Eliminates manufacturers’ ability to negotiate utility cost recovery from efficiency 
programs. Instead, the utility is allowed to choose either a decoupling mechanism or a 
lost-revenue adjustment mechanism. 
 

 Entitles utilities to exceed the cost cap, and fully recover shared savings incentives 
earned on or before the date the cost cap is met (i.e., they cannot be curtailed or limited) 
as well as to recover all compliance costs, incentives and related items resulting from 
any temporary over-compliance. 
 

 Permits utilities with a current EE/PDR program approved by, or filed with, the PUCO 
under former R.C. 4928.66 to choose to continue or implement that plan and receive the 
approved cost recovery and incentive mechanisms until the costs and incentives are 
fully recovered; and, if the utility continues its approved plan under former R.C. 4928.66, 
the utility may elect not to be subject to the cost cap, while taking advantage of more 
favorable provisions in the proposed bill. 
 

 Allows utilities to take revenue and profit on virtually all efficiency gains in their 
territories, such as (a) any savings bid into the capacity auctions from opted-out 
customers, (b) energy savings resulting from federal appliance standards; (c) reductions 
in water consumption, (d) and natural background rates of improvement in energy 
intensity. Currently, the utility can only take revenue and profit on additional efficiency 
gains it produces.  

 
Under these provisions in SB 58, manufacturers lose the ability to negotiate fair program 
incentives and cost protections through the PUCO processes. The codification of specific levels 
of shared savings and cost-recovery for utilities could result in significant extra costs to 
ratepayers, offsetting any other gains from the efficiency program. Finally, the statutory changes 
in SB 58 blur the line between deregulated assets and regulated rate recovery. 
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3. New and expanded opportunities for customers to opt out of and pay for EE/PDR 
programs 
 

SB 58 lowers the administrative burden associated with opting out of efficiency programs, while 
also potentially weakening price mitigation in the capacity markets. It also fails to create a 
profitable, equitable and lasting mechanism for large manufacturers to bring efficiency to market 
(which also is lacking in the current programs). Among other provisions, the bill:  

 

 Creates an opt-out option for all sub-transmission and transmission voltage customers 
allowing them to opt out of paying the energy efficiency rider for a period of three years. 

o Contains no requirement for these opt-out customers to implement any energy 
efficiency measures or achieve any energy efficiency savings. 

o Requires only a verified statement that the customer has a measurement and 
verification strategy that identifies options for reasonably and cost-effectively 
reducing the customer’s energy intensity -- but the customer has no obligation to 
implement the strategy. 

o If any opt-out customers implement an efficiency project, its utility can count the 
efficiency towards its benchmarks. 

 

 Expands the existing mercantile exemption program to allow any mercantile customer 
who can demonstrate energy efficiency investments/savings to apply to the PUCO to opt 
out of the rider for a period of time commensurate with the customer’s 
investment/savings. 
 

SB 58’s proposed opt-out mechanism differs in several ways from the existing mercantile 
exemption mechanism: 
 

 

Benefit 

Exemption 
(Existing) 

Opt-out 
(Proposed) 

Cash incentive  X 

Check on rider cost   

Flexibility in timing of efficiency projects   

Flexibility in type of efficiency projects   

Fully accounts for efficiency in capacity markets  X 

Fairly distributes costs  X 

Low administrative burden X  

 
 
4. Significant reduction in the availability of efficiency that can be bid into capacity 

auctions 
 
SB 58 preempts ongoing negotiations by manufacturers and other parties at the PUCO to 
maximize efficiency bid into capacity auctions, thereby taking away an important tool to lower 
electricity prices for all ratepayers. 
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 Shrinks by 30 percent or more the baseline upon which utilities compute their 
efficiency benchmarks by mandating the elimination of loads under special 
arrangements as well as the loads of large industrial customers that opt out of 
efficiency requirements/riders. 

 

 Prohibits the PUCO from requiring a utility to offer projected EE/PDR resources into 
regional forward capacity auctions. 
 

 Restricts efficiency that can be bid into auctions to installed (not projected) programs. 
 

 Limits the wholesale price suppression impact of efficiency bid into the auctions to 
just one year in the future, rather than the current four years for PJM or, by 
comparison, 10 years for ISO New England. 

 
These changes will have the effect of saturating utilities with “efficiency” that is not recognized 
by PJM or allowed in its capacity auctions, thereby reducing the potential price mitigation 
benefits of the standards. 
 
5. Significant changes in the advanced energy and renewable standards 
 

 Expands the type and location of renewables that may be counted toward 
compliance. 

 

 Permits “double counting” against compliance requirements—i.e., energy efficiency 
savings and demand reductions may also count toward compliance with advanced 
energy standards. 
 

 Eliminates the mandatory penalty for noncompliance. 
 

 Removes the in-state requirement for renewables. 
 
The likely effect of these changes would be to limit the development of advanced and renewable 
projects, which are diversifying the state’s energy portfolio. Additionally, removing the in-state 
requirement would lower the value of renewable projects, such as solar arrays or wind 
generators, financed by manufacturers. 
 

#     #     # 


