
Strategic Application of Renewables 
Transmission Analyses
MAINTAINING AN AGING TRANSMISSION INFRASTRUCTURE WHILE 

EXPANDING IT TO ACCOMMODATE NEW CLEAN ENERGY RESOURCES is 
one of the toughest challenges facing policymakers, 
transmission companies, and energy producers in 
today’s electric industry. Analysis Group has been 
at the forefront of providing comprehensive evalu-
ations of the economic and policy issues associated 
with transmission for renewable energy and grid 
modernization. We have evaluated and prepared 
reports on issues related to cost allocation, planning 
for renewables, and business models for transmis-
sion of renewables. We also have helped to design 
ratemaking mechanisms to support capital invest-
ment in the delivery infrastructure. Our reports have 

helped public and private sector decision makers manage the uncertainty of an 
evolving marketplace.

For example, in “Strategic Options for Investment in Transmission in Support of 
Offshore Wind Development in Massachusetts,” a report commissioned by the 
Massachusetts Renewable Energy Trust, we advanced a technical and institu-
tional framework and actionable policy options for assisting the development 
of transmission facilities to integrate offshore wind 

Uncertainty about climate change policy continues to raise questions for business 

leaders and state and local governments. The direction of climate change and energy regulation will 

affect corporate financial decisions and future performance, dictate allocations of public funds, and 

change the way communities use – and think about – energy and natural resources. Analysis Group 

has helped energy producers, users, and regulators understand the implications of strategic 

approaches to current and anticipated climate policies. In this Bulletin, we detail some of our recent 

engagements and ongoing research on today’s most pressing climate and energy issues.

IN THIS ISSUE:  

Applying renewables transmission 

analyses. [1]

Strategic innovation to reduce 

emissions and energy use. [2]

Revenue decoupling to achieve 

environmental policy objectives. [3]

Managing uncertainty in an 

evolving policy environment. [4]

Estimating regulatory impact on 

business costs. [5]

Recent News and Publishing. [7]

(CONTINUED ON PAGE 6)

S P R I N G / S U M M E R  2 0 1 0   |  An Analysis Group Bulletin

ENERGY



AG ENERGY BULLETIN  |  SPRING/SUMMER 2010 2

A FORTUNE 500 PROVIDER OF CONSUMER AND

INDUSTRIAL PRODUCTS AND SERVICES asked Analysis 
Group to develop a model to quantitatively estimate the 
impact of its current offerings on future U.S. energy use and 
greenhouse gas (GHG) emissions. Model results showed 
that current products and services could significantly reduce 
energy use and GHG emissions – not only demonstrating 
the feasibility of GHG emission targets being contemplated 
in climate policy, but also illustrating the company’s sub-
stantial contributions in addressing key energy and environ-
mental challenges facing both businesses and policymakers.  

An Analysis Group team led by Managing Principal Brian 
Gorin, Vice President Todd Schatzki, and Manager Kristen 
Comeaux worked closely with the client to develop a com-
prehensive quantitative model to determine the potential 
reductions in energy use and GHG emissions to be realized 
from full deployment of the company’s various products 
and services. The team conducted detailed assessments of 
the company’s individual products and services to deter-
mine current and future technology adoption, incremental 
energy savings, and the resulting integrated impact on U.S. 
energy use and GHG emissions. Our support included col-
laboration on development of the analytical model, assess-
ment of model data and assumptions, and model program-
ming and implementation. 

Study results were grounded in Energy Information Admin-
istration forecasts of current and anticipated energy use 

for individual customer and fuel types, as well as baseline 
levels of technology deployment. To reflect the net impact 
of the company’s many products and services, we estimated 
aggregate results using an integrated model structure that 
carefully accounted for the interactions among the products 
and services to avoid double counting.

The team found that immediate and comprehensive adop-
tion of the company’s existing products and services could 
reduce its energy use and GHG emissions by more than 20 
percent in 2010. The team also found that full adoption of 
the company’s products and services over the next 20 years 

could reduce energy use in 2030 by an additional 20 percent 
and render GHG emissions below 2010 levels. These latter 
results likely understated potential reductions in energy 
use and GHG emissions since the analysis reflected only the 
adoption of existing energy-reducing products and ser-
vices and did not consider low-carbon energy supplies and 
low global-warming potential materials supported by the 
company. In addition, the team did not evaluate advanced 
technologies under development as part of their study.

The Analysis Group report provided the company’s senior 
leadership with valuable information for their use in devel-
oping regulatory and business strategies, and with language 
to help them articulate the company’s strategic vision 
and commitment to corporate citizenship to shareholders 
and customers. The study model also can be expanded to 
address markets outside the U.S. n

Innovating to Reduce Emissions and Energy Use

Analysis Group collaborated on 
development of the analytical model, 
assessment of model data and assump-
tions, and model programmming and 
implementation. Our report provided the 
company’s senior leadership with valuable 
information for their use in developing 
regulatory and business strategies.
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LEGISLATURES AND REGULATORS 

ACROSS THE U.S. are increasing their 
reliance on energy efficiency to achieve 
environmental policy objectives and 
provide low-cost energy supplies. 
Regulators often rely on incentives, 
funding, and simple mandates to 
encourage utilities to provide custom-
ers with services that enable reduc-
tions of energy use and costs. Another 
key measure to encourage energy 
efficiency is revenue decoupling, a 
form of ratemaking that “decouples” a 
utility’s revenues from its sales. 
Revenue decoupling eliminates a 
utility’s disincentive to provide energy 
efficiency and other services that 
reduce the quantity of energy it sells.

Under traditional regulation, once 
rates are set in a rate case, reductions 
in energy use lead to reductions in the 
revenues needed to cover operating 
costs. Revenue decoupling sets the 
revenues a utility is allowed to recover 
and adjusts rates each year to account 
for any over- or under-collection of 
allowed revenue from the prior year. 
Rates are adjusted downward if actual 
revenues exceed the allowed revenue 
requirement and upward in the event 
of a revenue shortfall. 

Revenue decoupling has become an 
important component of state energy 
policies to support energy efficiency. 
At present, commissions in a dozen 
states have approved such policies for 
electric utilities, with gas company 
revenue decoupling approved in 17 
states. Eight of the 11 top-ranked 
states on the American Council for an 
Energy-Efficient Economy’s 2009 State 
Energy Efficiency Scorecard use revenue 

decoupling as part of their energy 
policy. However, revenue decoupling 
that fails to make ratemaking adjust-
ments can jeopardize a utility’s ability 
to recover its revenue requirement. 
Under traditional fixed rates, a utility 
could rely upon rising sales to provide 
rising revenues. But while revenue 
decoupling eliminates disincentives 
to the pursuit of energy efficiency, it 
also freezes a utility’s revenues unless 
they are allowed to grow over time to 
account for rising costs.   

An Analysis Group expert recently 
provided testimony on revenue 
decoupling mechanisms, and we have 
presented on the topic at the National 

Conference of State Legislatures 
(NCSL) Fall Forum. Managing 
Principal Susan Tierney, assisted by 
Vice President Todd Schatzki and 
Manager Andrea Okie, addressed 
proposals by National Grid in its elec-
tricity rate cases in Massachusetts and 
Rhode Island. Dr. Schatzki presented 
“Aligning Interest with Duty: Rev-
enue Decoupling as a Key Element 
of Accomplishing Energy Efficiency 
Goals” at the NCSL Fall Forum. n

Eliminating Disincentives to the Pursuit of Public Policy Goals

Actual Average Distribution Rate 
2003 to 2008

Ja
n-0

1

Apr-0
1

Ju
l-0

1

Oct-
01

Ja
n-0

2

Apr-0
2

Ju
l-0

2

Oct-
02

Ja
n-0

3

Apr-0
3

Ju
l-0

3

Oct-
03

Ja
n-0

4

Apr-0
4

Ju
l-0

4

Oct-
04

Ja
n-0

5

Apr-0
5

Ju
l-0

5

Oct-
05

Ja
n-0

6

Apr-0
6

Ju
l-0

6

Oct-
06

Ja
n-0

7

Apr-0
7

Ju
l-0

7

Oct-
07

Ja
n-0

8

Ja
n-0

9

Apr-0
8

Ju
l-0

8

Oct-
08

Pr
ic

e 
(C

en
ts

/k
W

h
)

Energy Commodity Rate
(”Standard Offer” Rate)

Distribution Rate Assuming the RDR Plan 
Had Been in Place for 2003 to 2008

0.00

2.00

4.00

6.00

8.00

10.00

12.00

14.00

This figure, which shows actual commodity charges in Massachusetts 
against distribution rates with and without a hypothetical decoupling 
mechanism, illustrates how actual revenue decoupling mechanisms 
may introduce small rate adjustments – particularly when viewed in 
comparison with variations in energy commodity prices.
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Managing Uncertainty in an Evolving Policy Environment

Q: A year ago, the prospects for 
comprehensive energy and climate 
legislation looked pretty strong. 
How do they seem to you now?

Dr. Tierney: It would be an under-
statement to say that everything – or 
just about everything – has changed. 
We’re nearly halfway through 2010 
and things remain extremely uncer-
tain. The Senate still has not taken up a 
comprehensive energy and climate 
bill. And while there has been recent 
bipartisan effort to craft something 
that can make it out of the Senate, 
there still are fundamental questions 
about what Congress will do in this 
area. Even if the Senate ends up 
passing a bill, it will look very differ-
ent from the Waxman-Markey climate 
bill that the House passed in the 
summer of 2009.

Q: So, with the timing and content 
of Congressional action still uncer-
tain, do you see other trends that 
signal stronger, or clearer, energy 
policy direction in the near term?

Dr. Tierney: Not really. There still are 
too many variables and not enough 
consistency among federal and state 
approaches to policy formation. For 
example, the EPA Administrator has 
issued her finding under the Clean Air 
Act that greenhouse gas emissions 
threaten public health and welfare, but 
her finding is already being challenged 
in the courts and there are bills in 
Congress to modify EPA’s authority in 
this area. Meanwhile, many governors 
and state legislatures are moving 
forward with their own energy 
legislation, and in most cases are 
counting on the emergence of clean 
energy technologies, investment, and 

services as a way to stimulate eco-
nomic recovery locally.  In either case, 
these state-by-state approaches – 
whether to implement the Clean Air 
Act to regulate greenhouse gases, or to 
adopt energy policies – create a 
patchwork policy quilt.

Most of last year’s billions of dollars 
that were authorized by the American 
Recovery and Reinvestment Act for 
investment in energy technology, 
efficient energy services, and advanced 
energy R&D have yet to be spent in the 

field. The expectations are very high 
for enormous investments in energy 
efficiency measures. If these projects 
are successful, they could help to 
stimulate an economic recovery, 
prompt further investment in cleaner 
power production, and encourage the 
adoption of smarter ways to use and 
distribute energy.

But many of the “clean energy” 
companies that could offer the solu-
tions we’re hoping for continue to face 
tough conditions in the credit markets, 
slow demand for their products, fierce 
competition from companies overseas, 
and uncertainty about the policies that 

could help foster their attractiveness in 
the markets.

Q: Are there other areas in which 
policy uncertainties are affecting 
decision making?

Dr. Tierney: Other areas of uncertainty 
involve the policies that state regula-
tors are adopting in the scores of rate 
cases currently being litigated all 
around the country. These rate cases 
are occurring at a time when still-
harsh economic conditions are putting 

“Most of last year’s billions of dollars that were authorized 
by the American Recovery and Reinvestment Act for 
investment in energy technology, efficient energy services, 
and advanced energy R&D have yet to be spent in the field. 
The expectations are very high for enormous investments 
in energy efficiency measures.”

Managing Principal Susan Tierney is co-chair of the bipartisan National Commission on Energy Policy. In this 

Q&A, Dr. Tierney addresses the prospects for new federal climate and energy legislation, current trends in 

energy policy, and how businesses and governments can manage through the uncertainty.
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ANALYSIS GROUP WORKED WITH A LARGE U.S. 

MANUFACTURING COMPANY to develop a strategic 
approach to manag-
ing its operating 
costs under potential 
federal regulations to 
limit greenhouse gas 
(GHG) emissions. 
Our work helped the 
company identify 
potential modifica-
tions to a complex 
provision of a recent 
House bill in order to 
mitigate adverse 
economic impacts on 

regulated facilities, and helped it develop a strategic 
response to the anticipated costs and substantial uncer-
tainties of pending climate policies.

Managing Principals Chris Borek and Susan Tierney 
and Associate Jonathan Borck led a team that estimated 
the economic implications of the GHG cap-and-trade 
program for the company and the extent to which subtle 
changes to the program could impact those costs without 
impacting total emissions reductions from the program. 
Using detailed information on the energy intensity and 
cost structures of our client and its competitors, we 
constructed an economic model to simulate the effects 
of cap-and-trade expenses on the company’s core busi-
nesses over the next 25 years. Our model accommodated 
a range of projections of future economic conditions and 
facilitated the analysis of the impacts of policy changes. 

The company’s senior leadership used our findings to 
develop a strategic approach to communicating the 
company’s goals to policymakers and investors. Our 
analyses armed our client with the deep understanding 
of the economics of climate regulation necessary to 
support its business and strategic interests. n

An Economic Perspective 
on Complex Climate 
Legislation

pressure on utilities and consumers alike. This has made it 
hard for regulators to make bold policy moves, but the clean 
energy agenda may in fact depend upon their doing so.

All of these scenarios are playing out against a backdrop of 
aging electric and gas infrastructures. These older infra-
structures require ongoing investment to maintain their 
integrity even if demand and energy-related revenues 
remain flat as the economy recovers. This situation creates 
tough choices for energy producers, who also are grappling 
with the need to expand their infrastructure to meet antici-
pated needs for modernizing the grid or linking remote 
renewable resources to the population centers where the 
demands are.

So we’re left with a situation in which we have incredibly 
high expectations from our drive to transition to a cleaner, 
more efficient energy economy at the same time that 
numerous sources of uncertainty are holding back the reins 
of investment – both in the infrastructure we need to 
maintain now, and in the growth required to bolster our 
economy and stay competitive in global markets.

Q: What can decision makers do in this environment?

Dr. Tierney: Every decision maker will face a different set of 
challenges, of course.  Heads of companies will have to 
gauge their ability to take advantage of new opportunities 
while they attempt to mitigate the risks associated with 
uncertainty, but understanding the terrain ahead will help 
managers make prudent decisions. Heads of households 
and various institutions will have to figure out what they 
can do to mitigate their energy costs, even if they can’t 
control them. However, there will be many opportunities 
available for them to do so. Finally, government leaders will 
need to focus on adopting policies that move us in the right 
direction, working to clarify areas of uncertainty, recogniz-
ing how today’s conditions require new ways of thinking 
about old problems, and endeavoring to maintain a degree 
of stability in the policy environment over time. n



AG ENERGY BULLETIN  |  SPRING/SUMMER 2010 6

CRITICAL PEAK ELECTRICITY PRICING AND PEAK TIME 

REBATE PROGRAMS are two forms of demand response 
that are attracting increasing amounts of attention from 
U.S. policymakers. As with other types of demand response 
initiatives, peak pricing and rebate programs can provide 
capacity benefits while helping utilities avoid the need to 
build new peaking power plants.

As part of the National Renewable Energy Laboratory’s 
Seminar Series, Analysis Group Vice President Robert Earle 
and Manager Edo Macan presented results of their joint 
research with Special Adviser Edward Kahn on the capacity 
value of demand response. “Capacity Impacts of Demand 
Response” uses a simulation of the California Indepen-
dent System Operator to show that the benefits of demand 
response decrease substantially as program size grows rela-
tive to system size. More flexible schemes for deployment of 
demand response may or may not help address the decreas-
ing returns to scale in capacity value.

Although variable or unreliable demand response can 
diminish capacity impacts, data on demand response 
variability is limited. Dr. Earle, Mr. Macan, and Dr. Kahn 
incorporated the available data into the Analysis Group 
simulation and found that variability of response did not 
have a significant impact on capacity value. These findings 
have important policy implications for utilities, regulators, 
and consumers. For example, the value of demand response 
in the absence of flexibility may be much less than has been 

assumed when demand response reaches high levels of 
market penetration. And while the variability of demand 
response has undermined perceptions of the value of these 
programs, the Analysis Group study indicates that variabil-
ity has limited impact on true program value. n

The Impact of Demand Response Variability on 
Capacity Value

Effective Load Carrying Capacity (ELCC) as Percentage 
of Demand Response MW
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At low Demand Response (DR) levels, Critical Peak Pricing 
and Peak Time Rebate (CPP/PTR) programs can provide 
almost a megawatt (MW) of capacity value for a MW of DR.

As DR level increases, capacity value of DR decreases 
significantly, especially when assuming for some kind of 
substitution effect.

Capacity value of DR programs is higher if no substitution is 
assumed to take place.   







projects into the Bay State’s existing power system. Basing 
their paper on findings by organizations that have studied 
offshore wind power delivery issues, Managing Principal 
Susan Tierney, Manager Andrea Okie, and Associate Ste-
phen Carpenter worked with state energy and environmen-
tal policy officials to provide a variety of options to facilitate 
transmission to link Massachusetts’ offshore wind resources 
to the onshore electric grid.

In addition, Analysis Group has developed cost-allocation 
options for an interstate “megaproject” to upgrade the trans-
mission infrastructure to accommodate wind power. We 
also are helping another wind power producer to develop 
and evaluate business models and cost-allocation issues 
related to transmission access and expansion. Previously, 
an Analysis Group Managing Principal testified before state 
regulatory agencies on the need for an interstate merchant 
transmission project. n

Renewables Transmission Analyses (continued from page 1)
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Affiliate Robert Stavins Named 
AERE Fellow

Analysis Group affiliate Professor Robert 
Stavins, Director of the Harvard Envi-

ronmental Economics Program and the 

Harvard Project on International Climate 

Agreements, has been inducted as a 

Fellow of the Association of Environ-

mental and Resource Economists (AERE). 

Professor Stavins was recognized for 

“his remarkable efforts and success in 

promoting the use of market-based 

approaches to environmental policy…

specifically, his influential role in elevating 

the concept of cap-and-trade to its cur-

rent prominent role in the debates over 

climate change policy; [and] his uncanny 

ability to straddle the academic and 

policy communities, and to communicate 

research results to the policymakers.”

Managing Principal Susan 
Tierney Addresses Economic and 
Policy Concerns
Managing Principal Susan Tierney 

addressed energy-related issues in Presi-

dent Obama’s State of the Union address 

as an invited commentator on the PBS 

NewsHour blog. Dr. Tierney commented 

on the Department of Energy’s awarding 

of $13.7 billion in clean energy pro-

grams, which will stimulate the public 

and private sector economies at the state 

and local levels. More recently, she was 

invited as one of the energy experts to 

address members of Congress at the 

Aspen Institute Congressional Program, 

the topic for which was “Energy Security 

& Climate Change: Policy Challenges for 

the Congress.”

In a presentation to the MIT Energy 

Initiative, Dr. Tierney discussed the 

array of factors arising out of national 

energy policy, regulatory approaches 

and practices, and other areas that have 

inhibited the introduction of advanced 

energy technologies into existing 

systems. And speaking at the National 

Electricity Forum in Washington, D.C., 

Dr. Tierney joined a panel of national 

leaders and encouraged others in the 

industry to focus on policies (like energy 

efficiency, dynamic pricing, and other 

initiatives) to give consumers more 

choices in how they use energy.

Two Studies Examine Demand 
Response, Smart Grid

In “Demand Response on Steroids: Extra 

Value by Using the Smart Grid?” (Natu-

ral Gas & Electricity, February 2010), 

Vice President Robert Earle examines 

the degree to which the smart grid will 

contribute to the impact of demand 

response – the reduction in energy 

requirements designed to reduce peak 

load or avoid system emergencies. Dr. 

Earle, Special Adviser Edward Kahn, 

and Manager Edo Macan evaluated the 

relative benefits and public policy impli-

cations of various programs designed to 

address peak energy demands in “Mea-

suring the Capacity Impacts of Demand 

Response” (The Electricity Journal, July 

2009).

Ten-Year Review of NYISO
In “The New York Independent System 

Operator: A Ten-Year Review,” 

Managing Principal Susan Tierney 

looks back at the establishment of the 

organization, and assesses its perfor-

mance as an administrator of New 

York’s bulk power electric grid and 

wholesale power markets. In the final 

section of her report, Dr. Tierney offers 

several suggestions to help NYISO 

advance New York’s goals for reliable, 

affordable, and clean energy.

Analysis Group Advises on  
California Climate Policy
Affiliate Robert Stavins and Vice 

President Todd Schatzki submitted 

“Addressing Environmental Justice 

Concerns in the Design of California’s 

Climate Policy” to California’s Economic 

and Allocation Advisory Committee 

(EAAC). The report provides guidance on 

the most effective approach to address-

ing goals related to environmental justice 

in California’s Global Warming Solutions 

Act of 2006 (AB 32), and concludes that 

the best way to achieve those goals is 

through policies designed to address 

climate and air quality problems sepa-

rately rather than attempting to address 

environmental justice concerns indirectly 

by modifying or eliminating the GHG 

cap-and-trade system. n

Recent News/Publishing
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