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Introduction

This paper has been produced by the EAC to comgritauthe preliminary discussion on administration
and accountability for electric energy efficienayNova Scotia. This discussion paper addresses a
number of the issues and questions posed in ttial imaterials circulated by the team from Dalheusi
University chaired by Dr. David Wheeler.

In this paper, the EAC comments on the models ptedan the “Overview of Administrative Models
for Electricity DSM” paper provided by the Dalhoeiseam, we also propose additional models
characterized as 1) “Energy Efficiency Utility” a@dl The “Sole-Purpose Independent Entity” Model.
We suggest criteria for consideration of alterrativodels and discuss the Nova Scotian context. We
also discuss selection and timeline consideratmasemphasize the need to define an accountability
framework for the model to be chosen as part otthreent process.

EAC is providing these thoughts on administratiod accountability in order to facilitate collabavat
deliberation that can lead towards quick resolutind implementation.

Criteria and Considerations

In considering which administrative model is mgsp@priate for Nova Scotia the EAC suggests the
following as a starting list of criteria for consigtion of alternative structures:

1) Compatibility of structure with very strong perfaanrce accountability mechanisms

2) Ability of structure to provide flexibility in detis of implementation within the context of
performance-accountability

3) Ability of structure to use multiple performancelicators to balance emphasis and resource
allocation among multiple policy and resource asitjon goals

4) Compatibility of structure with implementation otamprehensive, all-fuels approach to energy
efficiency, with multiple funding sources

5) Probable cost relative to other structures

6) Ease of start-up and quick ramp-up

7) Alignment of entity mission with DSM resource ajtion goals

8) Promotes use of existing Nova Scotia expertis¢ifutional capabilities and human resources

9) Promotes development of new, local implementatidrastructure

10)Transparency and perception of trustworthinessubjip

11) Likelihood of attracting appropriately high quglgtaff and management expertise
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12)Ability to participate in energy resource plannengd to expand scope of service if required
13)Ability to provide single, long-term, trusted powit contact for customers
14)Overall level of confidence vs. risk, with respexiassuring resource acquisition results

Administrative Models

In a forum on “administration and accountabilitydgted by the Ecology Action Centre on October 31,
2007, we proposed grouping administrative modets four fundamental categories:

1. Utility administration
2. Government administration
3. Independent third-party administration
4. Energy efficiency utility
We also considered hybrid models (e.g., a crowpamation).

We provide further discussion regarding each asergeneric models below, as well as a focus on some
specific examples that we believe should be ofifipdocus in our upcoming deliberations.

Utility Administration

In a letter dated in Septembét, 2007 a broad group of stakeholders stated “wettieee is naa priori
reason for a utility such as Nova Scotia Power tm@dminister electric energy efficiency programs”
and that “a broad array of administrative modetsusthbe considered”.

On October 3%, 2007 the Ecology Action Centre sponsored a mgraim afternoon meeting on
“Administration and Accountability” with stakeholdeorganizations, including NSPI, government
representatives and with an invitation to Boardf stiad consultants. Consideration of the utility
administration model was conducted through the Of8dtess by the Board. EAC invited Michael
Stoddard, from Environment Northeast, to discuss‘tbllaborative” and “stakeholder management
board” models within utility administration at arBRI sponsored stakeholder meeting. EAC and other
stakeholders also suggested various programs dictepavithin a utility administration lens.

After consideration of NSPI's draft DSM filing, atter from a broad group of stakeholders, dated
January 8, 2008, stated that “NSPI is ill suited in the emtrcircumstances and climate to carry out
these activities, and we are disappointed at thed¢aof the Collaborative’s documents to truly eskbs
the legitimate and numerous concerns raised by @aaf” Stakeholders identified many of the
“potential disadvantages” of utility administratitdmat are mentioned in the Dalhousie discussio®pap
including: concerns regarding performance, conéiicinterest, contentious processes to resolve lost
revenue issues, and the observation that NSPIdtas Yuild up significant DSM capability.

In the January 31 2008 cover letter regarding an application torapg NSPI's DSM Plan — P-884
NSPI's general manager of regulatory affairs stdtas“NSPI will be flexible in further discussirige
identity of the DSM administrator with stakeholdeff paramount importance is the prompt
implementation of the DSM program and the achieveméthe targeted conservation results — as
opposed to who administers the programs. Whil&thdence and Programming Plan contemplate
NSPI administration, we believe that all partiegkuag together can identify another administrator t
implement these important programs and achieveeats”.
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The background information above is indicative difivwe perceive to be a fairly broad consensus
among stakeholders in a preference for non-usldgninistration of DSM programs in Nova Scotia.
NSPI has expressed their full support for demade s2source acquisition as the fundamental obggctiv
and expressed an interest in considering altemaithministrative models. NSPI’'s statements in this
regard should be commended. We view this is asdication of NSPI's willingness to cooperate on
how to best meet energy efficiency goals througmdapendent administrator.

In this context, the EAC suggests the focus ofogesition should be on non-utility administrative

models. At this moment stakeholders and the poevmust decide what form of independent
administration works best for Nova Scotia, howaih rovide confidence and assurance of performance,
and how it can be an effective instrument to bathieve utility resource acquisition goals and aghie

the province’s GHG reduction goals. These decssioast be made in short order.

Government Agency Administration

A government agency dedicated to energy efficien@jids many of the “conflict of interest” concerns
stakeholders have expressed with regard to uétityinistration. Government agencies are also aigo
positions to complement energy efficiency programgnwith strategies related to the introduction of
standards and training. Government agency admatish can also fully integrate electric efficiency
strategies with multi-fuel, renewable energy andretransportation strategies to provide a singietpo
of contact for customers.

Stakeholders in Nova Scotia have emphasized baotingstrative issues and accountability for results.
Accountability for results has been defined by @aor group of stakeholders as requiring “a detastetd
of objectives for DSM savings, with financial cogsences if these are not mét.”

While performance objectives or indicators can &néd for a government agency, it is difficultnibt
impossible to provide meaningful performance-bagreédntives or penalties to such an agency.

A government agency can also encounter policytipalj or structural barriers to achieving optimal
staffing levels, pay scales and staff capabilityisTstructure may also have more barriers to being
nimble and flexible in its implementation and ceoasted in contracting. This is a fundamental issue
Nova Scotia given the large amount of efficiencyirsgs that are cost-effectively available in NSPI's
Integrated Resource Plan and the need for rapid and effective ramp-up. sfdkeholders are keen to see
the efficiency potential estimates in timtegrated Resource Plan tested through real-world experience.
The major constraints in the short-term are thé&d$imf capability andtime to responsibly plan and
ramp-up implementation. The faster and more eds#yadministrator can ramp-up, the faster we can
achieve cost-effective savings and start to evaltla impact demand side resource acquisition can
have in Nova Scotia.

While a government agency model can alleviate “ecirdf interest” concerns with regards to utility
administration, it can create new concerns relaigwblitical influence and competing prioritieshdst-
term political objectives could compete with lorggrh demand side resource acquisition objectives.
There is also the very real possibility that eleatnergy efficiency investments could be “raidég’the
legislature to pay for general government expeneguas has occurred in a number of other

! Letter by a Group of Stakeholders to Board Coastltlohn Stutz dated Janual'y 2008
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jurisdictiong. These competing priorities can lead to non-perémce to the detriment of demand side
resource objectives that will be relied upon to nk@eger objectives of Integrated Resource Plans
produced for both supply side and demand side messu

We should also be aware that the call for independéministration originated from a Utility and
Review Board (UARB) process considering investiaigpayer funds to procure cost-effective demand
side resources. To be accountable to the ratepayéhe province, the administrator must be
accountable to the UARB.

For the above reasons, the EAC suggests that argoeat agency model is inappropriate in the Nova
Scotian context. While the use of a crown corponatlike Efficiency New Brunswick) somewhat
alleviates these disadvantages, the EAC does nantly view the benefits of government connection
through a crown corporation or hybrid model as hgunore advantages and benefits than
disadvantages and risks.

The EAC strongly supports a key role for governmemstablishing the proper framework to ensure the
Board holds an administrator accountable to achgesocietal objectives related to demand side
resource acquisition; including securing the mazing of all cost-effective and achievable demaui@ si
resources, ensuring broad participation — includiiog those with high barriers to participationdan
reducing GHG emissions. The government also hasyaimportant role in establishing standards,
developing the labour market infrastructure for gbation and training for energy efficiency, and i
funding (and operating in some areas) programsréfetie to non-electric fuels, renewable and
distributed energy.

In the NS contextConserve Nova Scotia is currently an Independent Operating Agency withe
Department of Energy. For the reasons mentionedealthe EAC does not supp@bnserve NS in its
present form, becoming the administrator of elecriergy efficiency in Nova Scotia. However the
existing staff capability withitConserve could prove very useful in helping to create ali§jad team for
the entity that will administer electric energyiefncy.

Third-Party Model

Variations of the third-party, independent modedstein Oregon, Vermont, Wisconsin, New Jersey and
Delaware. They are also under consideration inmaber of other jurisdictions. This model, where
implemented, has demonstrated the ability to addneglementation issues and has proven to be
successful.

The third-party can be chosen through a competiRagriest for Proposals process or other selection
process. Private companies, non-profit corporatiboth local and out-of-province, and perhaps a
crown corporation can bid for a delivery contract.

Third-party, independent administrators come in tifterent forms:

e A Sole-Purpose Entity. Such an entity is created expressly to perfornddsred
functions. The best example of this model is thergy Trust of Oregon, which was
created by government and is accountable to govamrbut is an independent

2 Indeed, this exposure to raids and the overaitipal exposure of budgets has been a driver iergtrisdictions of moving
from government to alternate administrative strregu
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organization with its own Board of Directors witlhigh degree of flexibility and
autonomy.

e A Contracted Private Busnessor Team. A private business or team of businesses that
typically are competitively selected and engageddmytract to act as the DSM program
administrator. The best examples of this, and tmaethe greatest experience to date,
are in the statewide program delivery structuresectly in place in Wisconsin and
Vermont. A similar structure has been in place ewNJersey for the past year and is
being considered in a number of other jurisdictions

These third-party models have benefits similar gmeernment agency model with respect to its abilit
to act as an entity devoted to procuring energgieficy. These third-party models have largely
avoided competing (political) priorities of goverant agency administrative models.

In contrast to a government agency, this modehaltmr the establishment of performance based
incentives and penalties. The ability to provideauntability for results through performance awgard
and/or penalties meet the criteria for accountgfiientioned in previous stakeholder letters. s
fundamentally important attribute to the third-gariodel.

In contrast to a government agency, third-partytiestcan also be highly flexible in their ability
ramp up or down, staff and subcontract.

The potential for a contract award through a comtipetbidding process through a third-party model
meets recommendations 12 & 10 of The Electricityldd Governance Committee (EMGC) in Nova
Scotia, which state that “The EMGC recommendsttiete be an open solicitation process to acquire or
contract for new generation or DSM” and “The EMGZammends that the UARB oversee any
competitive process for NSPI to acquire new resesiof demand management or generation facilities”.

A third-party model also provides the ability teagrate with other electric efficiency related imtitves
and to expand the scope of service, if requireat. eikample, a third-party program administratorldou
fund electric efficiency measures through ratepayezstments and fund non-electric efficiency
investments through another financing mechanisg gavernment budget, fuel oil efficiency charge,
carbon tax, auction of pollution permits). A thjpdrty program administrator could more easilywllo
funding to come from multiple locations with a deg@oint of contact from a customer perspective.
Having not only electric, but non-electric and gy renewable energy programs, provided by a third-
party would have the added benefit of ensuring actability for the non-electric efficiency programs
by linking performance incentive mechanisms toehg®grams as well.

One potential risk with the implementation of adRparty model is the start-up costs involved this
area, we would note that stakeholders have optaisicga utility-based delivery model and that NSPI
has yet to develop significant infrastructure imaad side resource delivery.

Implementation of a third-party model in Nova Saatiould require the UARB or perhaps another
entity such as NSPI or the government in the inteto oversee the selection process, contract award
and contract implementation. This would likely ueq the Board itself to hire or contract staff to
oversee Board/independent third-party/generatidityunteractions.

If the third-party is to operate under a “contraeties will also need to determine renewal of the
contract. For example, the contract could autarallyi come up for bid over a certain time periody(e
3 years) or the contract could automatically bemrated based on the achievement of performance
indicators. The potential for the program admunaiir to lose the contract as a result of non-
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performance is a powerful motivator. However |Isbacreates some uncertainty regarding long-term
projects, relationships and resource planning.

Creation of a non-governmental, sole-purpose edityilar to the Energy Trust of Oregon) could
provide the benefit of being able to get the adstrator up and running in quick order by avoiding a
time-consuming solicitation and selection procd§she entity is to be sole-purpose it can be more
difficult to create performance awards that wilbyide significant motivation, but the potential foss
of franchise can still be available as a perforreamotivator.

Efficiency Utility Model

In this model a long-term “franchise” is awardedatprogram administrator instead of a fixed-term
“contract”. The franchise could originally be awad through a competitive process or through a
method that allows for a thorough evaluation ara/jgies confidence and assured performance. The
franchise model attempts to create a structurddanrand side resource acquisition that is analogmus
existing regulated energy supply utilities. Thaistue “energy efficiency utility” is created.

The benefits of awarding a long-term franchisén@ the energy efficiency utility will be able tagage
in long-term financial and resource supply committseand partnerships. This will allow it to create
longer-term relationships, agreements, partnersmpsfinancing arrangements with customers. It wil
also allow the “energy efficiency utility” to pactpate in a more robust fashionlimegrated Resource
Planning and other electricity sector planning processes.

The EAC believes these longer-term benefits caachéved without sacrificing the high degree of
accountability for performance that is desired.e Same accountability mechanisms can be applied
through performance indicators and a performancaa@win addition, award of a “franchise” would not
preclude the Board from taking this franchise aweathe event of non-performance. It will be
important to allow for regular review of performanand the administrative model to ensure
accountability if a “franchise” is awarded.

Like the “third-party” model a “franchise” wouldsa provide the “energy efficiency utility” with the
option to also deliver non-electric efficiency prams.

While this “energy efficiency utility” model has y® be implemented in North America, it has besn t
subject of considerable development, including &nglegislation, in Vermont. After seven years of
experience under a third-party contractual moagulators, utilities and stakeholders in Vermonteha
all developed a fairly high level of consensus rdagey the merits of moving to this “next level”
administrative model and may move to this structurthie coming year.

Accountability and Performance

We would note that the “third-party” and “energyi@éncy utility” models have as a benefit the il
to reward the administrator based on their perfowwea Thus, if these models are selected with this
benefit in mind, stakeholders will also need tacattte a series of well-designed performance
indicators to clarify objectives. These indicatoas then be utilized to provide rewards and/oafies
to motivate the program administrator and provideoantability for stakeholders. See “accountapilit
section below.
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Selection Considerations

The process of selecting a new program administratsst be transparent and fair. It must inspire
confidence in the public and provide assurancesttieanew administrator will meet demand side
resource objectives.

At a January 11 Stakeholder meeting sponsored by NSPI, the EA6epted a number of criteria to
ensure confidence and assurance of performance agrainistrator. We suggested that the level of
confidence and assurance of performance shoulddgréat as the Province would expect from any
entity where as much as $50 million/yr is beingddai deliver specified results” We present thiedis
what one would look for from an proposing to be ¢nergy efficiency administrator:
e Staff skills and qualifications
Organizational capability and experience
Adequate commitment of resources
Strength of Quality Assurance Systems
Well-developed and effective evaluation plan taessimely feedback
Strength of tracking system
Adequate staffing levels
Strength and credibility of program plan
Commitment to ongoing transparency
Mission Alignment

Finally, the EAC highlighted having “significant @eequences linked to results” through financial
consequences and potential loss of administratikeas a characteristic of fundamental importance.
The final and most important point is a functiortlod administrative model chosen. The bullet point
list provided are qualities that could provide amial list to select a program administrator.

Another quality that could be considered is tharddsr the administrator to be “home-grown”. We
believe having a “Made in Nova Scotia” administradoes provide benefits, and suggest it be added as
a selection criteria but not be utilized to exclude qualified candéafrom outside of Nova Scotia.

Another consideration is whether the entity shdadchon-profit or for profit, recognizing that erg
fall on various points of this spectrum. Partiaghihfeel that a non-profit corporation will havigher
mission alignment with energy efficiency goals.eTAC believes community-based, non-profit
delivery of energy efficiency can facilitate betpgogram delivery by creating trust and ensurirghhi
mission alignment. This should be considered selection criteria, but not be utilized to exclude
qualified, trusted for profit entities with gooditkk records that might have equally high mission
alignment with demand side resource acquisitioeahbjes.

Ultimately, the selection of an administrative gnwill likely need to be made by the UARB. To igss

in this process, and make a recommendation to AfRRB)Jthe EAC proposes that a selection committee
that is transparent and representative be creaa¢aan fully consider and weight the multiple enié

that should be considered. The selection commubesd also be given some discretion regarding the
process to be followed, with clear oversight ancbantability. The selection committee could be
comprised of broadly respected individuals andettalders, government representatives and NSPI.

% Perhaps through a formal and transparent “weighiimthe selection criteria.
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We would encourage the selection committee to egppportunities for cooperation and linkage
building between entities and individuals that cegpto the call for an independent administraffnis
could allow for the existing staff capability in M@ Scotia to be pooled into an effective initiare

Timeline Considerations

We encourage the current process to develop aslehdtit will lead to selection of a model and an
administrator as soon as possible. It would belhidésirable to have the new administrator selebied
the end of this year so that 2009 could be used“aansition year” and the new administrator woloéd
responsible for operating a full portfolio of pragrs in 2010. This will require the award of atcact,
franchise or agreement by February 2009 at thetlate

The EAC is supportive of NSPI administration foograms in 2008 and 2009, with a transition
occurring throughout 2009.

We present the following, illustrative timeline,sbow how things can progress from the selection of
the administrative model to full operation of adependent administrator by 2010.

Action Milestone/Date
Commence Legal Research on Administrative Models brursey 2008
Government Accountability and Administration Praces February 2008 to
April 2008
Choice of Administrative Model Feb/March 2008
Choose performance indicators & risk/reward medrani March 2008
Scheduled UARB Hearing April 2008
Expression of Interest for Independent Administrati April 2008
Government Legislation, As Necessary April/May 2008
Create Selection Committee May 2008
Begin Development of RFP (if competitive solicitatito be May 2008
used)
Notice of Intent June 2008
Potential bidders meeting August 2008
Issue of RFP (if competitive solicitation to be dise September 2008
Time to Respond to RFP Deadline —
November 2008
Evaluation of Initial Bids T week of
December 2009
1% round of interviews 2" week of
December
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2" round of interviews 3 week of
December
Selection of Entity By Dec 31, 2009
Contract/Franchise Negotiation (probably differpath for January 2009
franchise)
Commence Ramp-Up and Transition February 2009
New Administrator Ready to Commence Initial Operasi May 2009
Transfer/Development of Tracking System May 2009
Fully Operational (End of Transition Period) Fa0I®

We present this timeline in the hopes that thingghtprogress on a quicker pace than illustratettien
above timeline. We would suggest an initial “Exgsiens of Interest” as soon as possible to send the
word out to individuals and organizations in Now@®a. Other important milestones include:

e |If government legislation is required, it shouldibglemented in the spring session to avoid
delay

e Performance Indicators and Performance Assuranceéanesms will be required to be
developed this spring and approved by the Boardrbeghe issuing of an RFP.

To allow for a more efficient and timely outcome tselection committee could be relied upon to
develop details of the process to most efficiergffectively yet fairly and transparently select an
administrative entity. We suggest that the Boaitthave final oversight over the award of the
administrator role to ensure an honest and faicarué.
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Accountability

If administrative models such as third-party dalwer the “energy efficiency utility” are selectdde to
their ability to provide accountability for resyltbe next, very important, step is to clearly defthe
energy efficiency utility’s objectives and to prdeithe right motivation for the utility to achietreese
objectives through rewards and/or penalties.

Through clear performance indicators and performassurance mechanisms, stakeholders can ensure
that a program administrator is held accountabieéhieving results. This accountability framework

can then provide a high degree of flexibility fbetprogram administrator to meet the goals outlined

The level of flexibility allowed to a program adnstrator should be a function of the level of
accountability of the administrator for achievirggults.

For the administrator to be provided with a higleleof flexibility, the performance indicators setled
should relate to the full spectrum of objectivesgitt through demand side resource acquisition.s@ he
objectives relate to:

1) Resource Acquisition — Shorter-term energy savings
2) Market Transformation — Longer-term energy savings

3) Equity Consideration to ensure a wide variety aftomers will have the opportunity to
participate in energy efficiency programs — esgbcpopulations and types of customers with
high barriers to participation.

The indicators chosen are then the primary basiprfoviding incentives and issuing penalties to the
program administrator. The ideal incentive/penkgtsel will encourage exemplary performance from
the program administrator, while ensuring thatwhst majority of benefits accrue to the ratepapérs
Nova Scotia.

We respectfully suggest that the present stakehpldeess provide time for discussion on the
accountability framework that will be implementedhin the administrative model chosen. In many of
the administrative models discussed, this woultliohe clear performance indicators and
penalty/incentive mechanism to incent performance.
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