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Why energy efficiency is important 

in electric power sector

 Power industry challenges

– Rising demand

– Rising construction costs

– Rising fuel costs

– Shrinking generation reserve margins

– Climate change issues/carbon

 Critical to put “demand side” resources on level 

playing field with supply side resources.
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Energy efficiency is fundamental to the 

power business – the “1st” fuel!

 In US, 40% of CO2 emissions come from 

generation sector

 Energy efficiency is a cost effective way to:   

– Reduce carbon emissions 

– Moderate the expected growth in electricity demand

– Average cost = $0.035 per kWh saved 



How much EE can we expect by 2020?

 AEO forecasts electricity growth of 363 TWh by 2020 

(2010 forecast)

 Energy efficiency potential forecasts cover wide range
– EPRI:  Energy efficiency savings due to programs:  372 TWh  (maximum 

achievable potential) by 2020 (Jan. 2009) 

– McKinsey: predicts 1,080 TWh “saved” by 2020 with an up-front 

investment of $520 billion in EE (July 2009)

 In 2008, electric efficiency programs saved 96 billion kWh 

with expenditures of $3.4 billion (based on CEE). Budgets 

of $4.4 billion in 2009.
– Enough to power 7.4 million homes for one year

– 58 million metric tons of CO2 avoided
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Energy efficiency spending is growing significantly.  

Ratepayer funded EE budgets – $3.4 billion in 2008 

and $4.4 billion in 2009 (33% increase, CEE 2009).
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Source: LBNL’s The Shifting Landscape of Ratepayer-

Funded Energy Efficiency in the U.S. (October, 2009)  by 

Galen Barbose, Charles Goldman, and Jeff Schlegel
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LBNL forecasts 

$12.4 billion of 

ratepayer 

funded EE by 

2020 (under 

high scenario) 

– a three-fold 

increase from 

today.



For investor owned utilities (IOUs):  critical to 

align incentives to invest in energy efficiency

 Program cost recovery: recovery of direct programs costs, 

such as incentive payments and administrative expenses. 

 Lost margin recovery: successful EE programs result in 

lower sales volume for utilities.  Decreased revenue results 

in inability to recover fixed costs. Mechanisms to recover 

lost revenue remove the disincentive for IOUs to invest in 

EE (e.g., decouples utility sales and revenues).

 Performance incentives: IOUs earn a return on investment 

in generation infrastructure.   To “level the playing field,” a 

similar “return” for investments in EE creates an incentive.
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State regulatory environment:  evolving to 

support increased electric utility EE efforts  

 The number of states aligning utility incentives with 

investments in EE has increased significantly over 2 years.
– 20 states now have some type of fixed cost recovery (decoupling; lost 

revenue recovery; or save-a-watt); another 7 are pending.

– 24 states have some type of performance incentive for energy efficiency 

allowing utilities to earn a return; 8 more are pending.  

 23 states have energy efficiency resource standards (NV 

and NC are combined EERS/RES); another 4 are pending.

 Energy efficiency is still the low hanging fruit (about $0.035 

per kWh saved)
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Deployment of smart meters/smart grid is a 

paradigm shift for power industry

 Multiple smart meter pilot programs across U.S.

 About 60 million smart meters now being deployed 

across U.S. (over 50% of U.S. households)

 Smart meters will enable 

– new energy management approaches; dynamic pricing/demand 

response (DR)   

– distributed generation  

– plug in hybrid electric vehicles

 Multiple vendors entering energy management space

– Customer motivators:  energy information; community 

competitions; goal setting; rewards; commitments; smart rates  
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Smart meter platform and home area network  

technologies will take EE and DR to new levels.   
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HAN communication

SmartMeter communication

It’s all about giving 

customers the tools & 

know-how to be smarter 

energy consumers.  

Educate, educate, 

educate!

http://us.lge.com/products/model/detail/home appliances_cooking_electric ranges_LRE30755.jhtml
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