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List of Terms 

AC – Air conditioning  

CPP – Critical peak pricing 

CPR – Critical peak rebate 

CON – Certificate of Necessity 

DER – Distributed energy resources 

DLC – Direct load control 

DOE – U.S. Department of Energy 

DR – Demand response  

DTE – DTE Energy 

EWR – Energy waste reduction 

FERC – Federal Energy Regulatory Commission 

IRP – Integrated resource plan 

kW – Kilowatt 

kWh – Kilowatt hour 

MAE – Michigan Agency for Energy 

MCL – Michigan Common Law 

MEO – Michigan Energy Office 

MISO – Midcontinent Independent System Operator 

MPSC – Michigan Public Service Commission 

MW – Megawatt 

MWh – Megawatt hour 

PA – Public Act 

PBR – Performance based rates 

RAP – The Regulatory Assistance Project 

ROA – Retail open access 

RTO – Regional Transmission Operator 

TOU – Time-of-use  
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Section One. Roadmap Purpose 
 

When the Michigan Energy Office (MEO) sought funding from the U.S. Department of Energy (DOE) in 
2014, Michigan was in the process of overhauling its energy policies. The revision process to the state’s 
energy policies began in November 2012 when Governor Rick Snyder—recognizing the changing 
landscape for electric utilities and state regulators—called on policymakers, business leaders, and other 
stakeholders to establish a “no regrets” energy policy that would enable the state to meet its energy needs, 
while ensuring adaptability, affordability, reliability, and environmental protection. The governor outlined his 
vision in the special message “Ensuring our Future: Energy and the Environment.” In this address, Governor 
Snyder directed the MEO and Michigan Public Service Commission (MPSC) to facilitate a review of 
Michigan’s current energy landscape through a comprehensive stakeholder engagement process called 
“Readying Michigan to Make Good Energy Decisions.” As part of this process, the MEO and the MPSC 
conducted seven public meetings across the state and collected input from dozens of stakeholders 
throughout 2013. At the end of the process, the MEO and the MPSC published four reports: one on 
renewable energy, one on electric choice, one on energy efficiency, and one on other issues such as 
reliability and rates. After the conclusion of the Readying Michigan process in 2015, Governor Snyder 
second energy message—called for action,: “Now it is time to propose a plan that will see Michigan through 
at least the next 10 years of energy decision-making”.1 

Recognizing the potential challenges to successfully implement a new energy policy, the MEO proposed 
the creation of a stakeholder-focused and research-driven roadmap to enhance coordination, provide 
thoughtful planning, and ensure appropriate implementation of regulatory and utility ratemaking models, all 
while working to align electric utility business interests and customer behavior with stated public policy 
goals. The framework for this project was based on the theory that when the state’s energy interests—
utilities, regulators, policymakers, advocates, and consumers—combine robust, structured dialogue with 
high-quality research, data, and ideas, they can jointly develop an implementation plan for policy goals that 
have been established by the state and federal government through 2025 and beyond. To this end, the 
MEO outlined the following objectives for the roadmap process: 

❖ Develop a baseline assessment that builds off existing data collected as part of the 2013 “Readying 
Michigan to Make Good Energy Decisions” process and further examine the risks and opportunities 
facing the electric industry in Michigan as new policies are implemented. 

❖ Review goals, standards, and mandates set by state and federal governments for the 2015–2025 time 
frame, as applicable, related to energy waste, renewable energy, and overall power generation fleet 
diversity and performance. 

❖ Create a common vision and guiding principles for the “utility of the future” based on goals, emerging 
trends, and opportunities. 

❖ Explore innovative models and options for utility regulation and ratemaking that would promote the 
utility business model vision and related energy policy goals. 

❖ Assess the potential application and impacts of such models in Michigan, including alignment with state 
and federal policies and regulations. Modeling and other analyses will be used to flesh out potential 
impacts (e.g., peak load reductions, annual energy savings, avoided costs) and unintended 
consequences. 

❖ Identify barriers to change and develop an implementation plan, including monitoring processes and 
communication protocols among state agencies, utilities, and other stakeholders, after the initial project 
period. 

❖ Document lessons learned and best practices and share through peer groups and networks. 

  

                                                           
1 Governor Snyder’s The Governor’s address “Ensuring Affordable, Reliable, and Environmentally Protective Energy for Michigan’s 
Future” is available at the following link: http://www.michigan.gov/documents/150313_Energy_Message_FINAL_484033_7.pdf.  

http://www.michigan.gov/documents/snyder/EE_Message_FINAL_pdf_404563_7.pdf
http://www.michigan.gov/energy/0,4580,7-230-72200_68204---,00.html
http://www.michigan.gov/documents/150313_Energy_Message_FINAL_484033_7.pdf
http://www.michigan.gov/documents/150313_Energy_Message_FINAL_484033_7.pdf
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Other long-term roadmap impacts and outcomes included the following: 

❖ Clear definition and awareness of Michigan’s current energy situation and future goals. 

❖ Alignment of state and federal policies with regulatory framework and utility business models. 

❖ More effective, cohesive, and efficient implementation due to planning, analysis, and stakeholder 
engagement (avoided litigation, etc.).  

❖ New pilots and, where appropriate, full-scale utility rate designs/programs implementation that will 
increase customer engagement in reducing energy waste and shave peak demand. 
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Section Two. Roadmap Governance Structure—
Steering Committee and Stakeholder Group 

 
Steering Committee  
The first step in the roadmap process was to form the project’s steering committee. The MEO established 
a multiagency steering committee with representatives from the Department of Environmental Quality, 
MPSC, and Michigan Agency for Energy (MAE). The steering committee’s composition is outlined in the 
roadmap “Who’s Who” document available in Appendix 1.2 The steering committee was assisted by 
external and internal support staff who together made up the project team. See Exhibit 1.  

Exhibit 1. Project Team Roles 

Organization Roles 

Michigan Energy Office 

❖ Principal investigator, grant administration, and compliance 
❖ Oversight of the third-party facilitator, Public Sector Consultants 

(PSC) 
❖ Chair of steering committee 
❖ Member of project team 

Michigan Public Service 
Commission 

❖ Steering committee member 
❖ Technical support provider, including research, modeling, and rate 

analysis 

Michigan Department of 
Environmental Quality 

❖ Steering committee member 
❖ Lead adviser on environmental compliance issues and options 

Michigan Department of 
the Attorney General 

❖ Chair the stakeholder group 
❖ Ex-officio member of the stakeholder group 

Public Sector Consultants 

❖ Project manager 
❖ Third-party facilitator 
❖ Lead researcher and report writer 
❖ Oversight of the technical assistance contractor 

The Regulatory Assistance 
Project 

❖ Technical assistance contractor 
❖ Baseline research support 
❖ Advice and counsel on performance-based regulation and rate 

design development and implementation 

Steering Committee Roles and Meeting Process 

At the steering committee’s initial meeting, the MEO provided members with an overview of the roadmap 
grant, their roles, and the planned meeting process. The steering committee’s roles included the following:  

❖ Solicit participation from a diverse set of representatives to serve on the roadmap stakeholder group 

❖ Select participants 

❖ Oversee the project scope and budget 

                                                           
2 The MAE was formed in May 2015. Upon its creation, the MEO, which formerly resided in the Michigan Economic Development 
Corporation, was transferred to MAE.  
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❖ Provide technical support to the project’s research efforts 

❖ Review and report on stakeholders’ actions and roadmap outcomes  

The roadmap process was divided into the three phases outlined below in Exhibit 2.  

Exhibit 2. Project Approach by Phase 

 

 

The meeting process for the steering committee is available in Appendix 2, which provides meeting dates, 
the meeting focus, and resources provided. Actual steering committee and stakeholder meeting dates are 
available in Appendix 3.  

Stakeholder Group 
One of the first priorities for the steering committee was to form the roadmap stakeholder group. The 
steering committee designed an open process to solicit participation for the stakeholder group via an online 
posting. Prospective stakeholders were asked to submit a nomination form describing their relevant 
experience and ability to participate over the course of the project. The steering committee’s aim was to 
ensure that the stakeholder group’s membership represented a diverse array of interests. The following 
criteria were used to select among those nominated: 

❖ The individual represents his or her respective stakeholder interests, as reflected by his or her 
leadership position within organizations and/or support of industry peers. Note: Represented 
stakeholders must be greatly impacted by energy availability, pricing, reliability, etc.  

❖ The interest that this individual represents is not over-represented within the group, ensuring 
representation of a broad diversity of interests.  

❖ The individual has experience with and knowledge of topics and regulatory processes.  

❖ The individual can work well with other stakeholder group members.  

❖ The individual should have a minimum of three years working experience with public and private sector 
energy issues. Priority will be given to individuals with affiliations and/or a member organization that 
will advance the implementation of the Roadmap for Michigan’s New Energy Policy project objectives.  
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The steering committee received 50 nominations for stakeholder participation. After reviewing the list of 
potential participants, the steering committee made their final selections. The final list of stakeholders is 
available in Appendix 1.3 

Stakeholder Responsibilities  

After the steering committee finalized stakeholder group participation, they provided stakeholders group 
members with an overview of the responsibilities, operating procedures, and guidelines for participation. 
Stakeholders’ primary responsibilities include the following:  

❖ Review Background Research: Develop a foundational baseline report to ensure that all stakeholders 
have a mutual understanding of issues and information relevant to the project before beginning to 
explore and develop recommendations. The report summarizes Michigan’s current energy policy 
landscape and regulatory framework; Michigan electric utilities’ performance on key and relevant 
indicators; factors, risks, and opportunities that could impact implementation of such policy goals and 
requirements; and potential innovative regulatory and rate design options to policy implementation by 
aligning utilities and customers with the policy goals and requirements. 

❖ Develop a Vision and Guiding Principles: Stakeholders will develop vision and guiding principles for 
any changes to the regulatory model or ratemaking approaches that can serve as a “yardstick” as they 
debate, design, and implement any changes. The vision and guiding principles will be reviewed by the 
steering committee before being finalized. 

❖ Recommend Regulatory and Rate Design Changes: Using the background research and direction 
provided by the approved vision and guiding principles, the stakeholder group will explore and define 
the details of different regulatory approaches and rate designs that could assist with implementation of 
new energy policy goals in Michigan. These recommendations will be made to the steering committee, 
following a process outlined at the end of this document.  

The complete “Stakeholder Group Responsibilities and Procedures” document is available in Appendix 4. 

  

                                                           
3 The list of stakeholders approved initially by the steering committee differs from the final list of stakeholders in the “Who’s Who” 
document. During the roadmap process, the steering committee modified the list of participants to reflect the shifting nature of 
events throughout the project.  
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Section Three. Phase One—Baselining  
 

Baseline Assessment 
Before engaging stakeholders in discussions related to Michigan’s new energy policy, the steering 
committee sought to establish a common understanding of key elements related to the goals of this project. 
To this end, the steering committee directed the project team to conduct research to answer the following 
questions: 

❖ Where does Michigan stand with respect to any recently adopted and proposed state and federal 
energy and environmental policy goals and requirements applicable to the energy industry in Michigan 
in the 2015–2025 time frame? 

❖ What are the factors, risks, and opportunities that could impact implementation of such policy goals 
and requirements? 

❖ What are potential innovative regulatory and rate design options that could support policy 
implementation by aligning utilities and customers with policy goals and requirements? 

The answers to these questions were documented in two reports. The first report built off the groundwork 
provided by the Readying Michigan process and presented the current state of regulation, policy, and 
industry characteristics. The second report tackled potential regulatory and rate design options.  

The project team, with support from MPSC staff and 5 Lakes Energy, developed the first report titled 
Roadmap to Implementing Michigan’s New Energy Policy: Baseline Research Report. This report was 
designed to serve as a critical foundation for the roadmap process by providing an overview of Michigan’s 
energy policy goals, how Michigan utilities perform on key indicators, and current relevant research related 
to changing economic and environmental conditions impacting the energy sector. The report presented a 
thorough assessment of where we are—that is, where Michigan stood with respect to any recently adopted 
and proposed energy and environmental policy goals and requirements applicable to the energy industry 
in Michigan in the 2015–2025 time frame. It also documented Michigan’s existing utility regulatory 
framework and available data on historical, current, and projected utility industry performance on key 
indicators (e.g., reliability, environmental performance, efficiency, resource adequacy, and diversity). The 
report also laid out where we are going—that is, what should be expected in the next five to ten years (2020; 
2025) in terms of new laws and requirements affecting the energy industry (e.g., energy waste, 
environmental performance, and resource diversity). 

The report also reviews factors, risks, and opportunities that could potentially affect implementation of 
Michigan’s overarching policy goals and requirements. The project team engaged subject matter experts 
and stakeholders to identify and assess factors, risks, and opportunities that could impact the successful 
implementation of new policies, such as expected investment needs in the energy industry in light of 
advanced metering infrastructure (also referred to as smart meters) and smart grid deployment, power plant 
retirements, retrofitting, new construction, and upgrades to transmission import/export capability; risk 
factors (e.g., fuel prices, capital costs, early plant retirements, technology advancements); and regional 
planning, compliance approaches, and implications for policy implementation within the state. 

The second baseline report, “Roadmap for Implementing Michigan’s New Energy Policy: Paths to the 
Future” was produced in concert with the project team’s technical support contractor, The Regulatory 
Assistance Project (RAP). The report provided a review of innovative regulatory and rate design options to 
support sound policy implementation by aligning utilities and customers with state and federal policy goals. 
The report also included information related to what other states are doing in terms of regulatory and 
ratemaking models. This report compiles five sections covering the following topics: codes of conduct for 
the future, performance-based ratemaking, rate design, decoupling, and infrastructure planning analysis 
and review.  

The baselining phase of the project took more time than originally proposed, because the steering 
committee did not want to divert stakeholders’ attention from legislative energy policy activity happening 

http://www.michigan.gov/documents/energy/path-to-future-report_497839_7.pdf
http://www.michigan.gov/documents/energy/path-to-future-report_497839_7.pdf
http://www.raponline.org/
http://www.raponline.org/
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concurrently with the proposed stakeholder kick-off date (which was not anticipated at the time this grant 
was proposed). The baseline research report was reviewed and approved by the steering committee in 
June 2015. The steering committee shared the completed baseline report with stakeholders before the 
August 2015 stakeholder group convening in order to provide a collective understanding of issues and 
information relevant to the project before they explore policy issues and develop recommendations. Both 
reports are available on the roadmap website hosted by the MEO. 

Baseline for Stakeholders 
After submitting their application for the stakeholder group, members were asked to participate in an online 
survey. The survey had three open-ended questions and three rating scale questions designed to gauge 
what issues were important to them and stakeholders’ familiarity with the subject matter. The steering 
committee reviewed the survey results and used the responses to determine how well-versed stakeholders 
were on topics related to roadmap discussions. A compiled list of the survey responses is available in the 
document titled “Detailed Survey Responses” in Appendix 5.  

Using the input received, the project team was able to tailor the amount and type of information presented 
during the initial grounding meetings. These presentations are available on the roadmap website.  

The project team dedicated the first two stakeholder group meetings to grounding stakeholders in the 
baseline research.  

  

http://www.michigan.gov/energy/0,4580,7-230-72052_72054_73554---,00.html
http://www.michigan.gov/energy/0,4580,7-230-72052_72054_73554---,00.html
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Section Four. Shifting Focus to  
Demand Response 

 

It was assumed when the roadmap process was in development that Michigan would have new energy 
policies in place in 2015, and that the roadmap grant could be used to help implement aspects of these 
policies. This timeline was supported by Governor Snyder who, in his 2015 energy message, called on the 
state legislature to enact policy reforms prior to their summer recess. Unfortunately, the legislature’s timing 
did not align with the roadmap process, and the energy policy discussions stalled at the capitol. To avoid 
jeopardizing the progress already underway, the steering committee met to discuss next steps for the 
roadmap stakeholder group. 

Due to uncertainty surrounding the direction of Michigan’s energy policy, the steering committee—in 
consultation with members of the project team—determined that stakeholders should focus their attention 
on a subject not embroiled in the legislative debate. The steering committee determined that stakeholders 
could begin their work by tackling demand response (DR).4 The steering committee preferred this approach, 
because they believed the state would be able to later replicate the roadmap process with other energy 
policy topics once there was more certainty about the direction of the state’s new energy policy. 

In light of this change, the steering committee prepared a revised charge to the stakeholder group. The 
steering committee’s charge to stakeholders consisted of the following five questions: 

❖ Would it be valuable for the MPSC to conduct a potential study for DR programs in Michigan? If so, 
what questions should be explored in this study?  

❖ How should customers be compensated for participation in DR programs, and what should the penalties 
or other approaches be to ensure adequate performance?  

❖ How should utilities be compensated for delivering DR programs?  

❖ What type of measurement and verification methodology should be used for DR performance?  

❖ What changes to Michigan’s regulatory framework should be made to make it easier and more useful 
for customers to take advantage of DR and for utilities to offer DR options? 

The complete “Charge to the Stakeholder Group for Demand Response” is available in Appendix 6.  

Studying DR Potential 

During the initial stages of stakeholders’ DR discussions, several stakeholders noted that there has not 
been a comprehensive potential study of DR for several years and that establishing a statewide baseline 
could be useful for energy providers and the state in the future. Participants noted that a statewide potential 
study would need to account for differences among utilities and across customer classes. The group 
generally agreed that a potential study for DR programs in Michigan could be an important aspect of 
completing an integrated resource plan should such a plan be required by pending energy legislation.  

Phase Two—Vision for Future Ratemaking and Rate Design 
Approaches  
After completing the baselining phase of the roadmap project, stakeholders were tasked with developing a 
DR vision statement. The vision statement described the desired end-state and long-term change the 
stakeholder group sought as a result of its work. The purpose of having a collective vision is to enable 

                                                           
4 The Federal Energy Regulatory Commission (FERC) defines DR as “changes in electric usage by demand-side resources from 
their normal consumption patterns in response to changes in the price of electricity over time, or to incentive payments designed to 
induce lower electricity use at times of high wholesale market prices or when system reliability is jeopardized” (FERC n.d.). 
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stakeholder group members to put personal preferences aside and make recommendations based on 
clearly defined objectives and criteria.  

Before stakeholders could begin work on their vision for DR, the steering committee determined that the 
group needed more background information about the status of DR programs in Michigan and other states. 
To this end, the steering committee directed the MPSC’s dedicated internal DR team to prepare an overview 
of current DR programs in the state for stakeholders; this presentation is available on the roadmap website. 
In addition to the presentation from MPSC staff, the steering committee invited two companies, EnerNoc 
and Opower, which provide innovative DR programs for customers and utilities, to present stakeholders 
with information about the types of DR programs they offer. These presentations are available on the 
roadmap website. These three presentations served to bolster the baseline research conducted earlier in 
the roadmap process by providing stakeholders with DR-specific information. 

Stakeholder Group Vision for Promoting DR  

To help jumpstart stakeholders’ thinking about a DR vision, the project team, with assistance from the 
steering committee, developed a set of visioning questions for stakeholders. These questions are outlined 
in the stakeholder visioning worksheet in Appendix 7. Armed with stakeholders’ questionnaire responses, 
the baseline for DR programs in the state, and examples of DR programs, the project team worked with 
stakeholders to develop their vision for DR programs in Michigan through a small group exercise. It was at 
this point that stakeholders determined that their work should focus on DR programs for residential 
customers.  

The stakeholders’ vision describes the desired end state or long-term change the group is seeking as a 
result of its DR work. The stakeholder group’s vision for DR programs is that the following be accomplished 
in a cost-effective manner that is consistent with MPSC’s legislative authority:  

❖ Embrace new enabling technologies and leverage their full potential to cost-effectively deliver public 
benefits through innovative program designs.  

❖ Be voluntary, allowing customers the opportunity to choose whether or not to participate in DR 
programs.  

❖ Be simple, easy, and transparent for customers to understand and access. 

❖ Improve the reliability of the electric power system. 

❖ Reduce peak load and associated costs, serving as a cost-effective and reliable way to relieve peak 
demand, and improve system stability without needing to increase supply-side capacity.  

❖ Meet capacity, energy, and ancillary service resource needs where DR is more economic and reliable 
than alternative supply-side options.  

❖ Provide financial benefits for consumers and utilities. 

❖ Provide flexibility to accommodate customers of all sizes; specifically, programs should permit larger 
customers to make individual agreements with their utility. 

❖ Be a trusted resource with accurate measurement and verification—it is important that resources can 
be counted on when they are needed and that their calculated benefits are realized. 

❖ Meet the resource adequacy requirements of the relevant regional transmission organization (RTO). 

After stakeholders agreed on their final visions for DR, the vision statement was delivered to the steering 
committee for approval. The approved vision statement is available on the roadmap website and in 
Appendix 8. It provides clear parameters for accepting or rejecting recommendations. 

Phase Three—Implementation  
The next step for the stakeholder group, was to determine how to structure customer participation, 
performance objectives, and outcomes for utilities that align with their DR vision. This effort focused on 
identifying and addressing key issues and desired outcomes associated with potential changes in the 

http://www.michigan.gov/documents/energy/MPSC_Demand_Response_Presentation_September21_References_502211_7.pdf
https://www.enernoc.com/
https://www.oracle.com/industries/utilities/products/opower-energy-efficiency-cloud-service/index.html
http://www.michigan.gov/energy/0,4580,7-230-72052_72054_73554---,00.html
http://www.michigan.gov/energy/0,4580,7-230-72052_72054_73554---,00.html
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regulatory model and rate design. The project team worked through the process of exploring and defining 
the details of a performance-based regulation system and innovative rate designs that could be 
implemented in Michigan to achieve stakeholders’ DR vision. This effort was intended to help ensure that 
utility regulation is not a barrier to implementation and to identify approaches that can support the energy 
industry’s ability to adapt to rapid changes. The process for developing the implementation plan is described 
below in Exhibit 3.  

Exhibit 3. Roadmap to Implementing Michigan’s New Energy Policies 

 

Stage One: What to Measure and How 

To tackle the first stage of developing an implementation plan, the project team created a small group 
exercise to help stakeholders explore various elements of DR programs and the types of performance 
metrics to be used in designing and evaluating DR programs. Before the first meeting, stakeholders were 
provided with examples of performance metrics, available in Appendix 9, that could be used to evaluate 
progress. Stakeholders were asked to come prepared to respond to the following questions:  

❖ Are these the right metrics to show whether or not we are achieving our vision? Should any be 
removed? Should any be added? Should the metric be utility specific or statewide? Of these metrics, 
what data are the utilities already collecting and reporting? What new data would have to be tracked 
and reported? How feasible is that? In light of this discussion, what performance metrics should be 
tracked and reported?  

❖ What methodologies should we use for measurement, and what are the key assumptions for making 
calculations? What do the utilities already do to measure program performance? 

❖ How are the metrics and results tracked and reported? Should utilities self-report with the opportunity 
for audit? What about simple correspondence to the commission or a public “report card” (e.g., a 
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presentation which translates metrics into something the public can understand)? To whom should the 
report be communicated (whether the news is good or bad)? Newspapers? Elected officials who are 
part of making the process effective? How should the commission respond?  

❖ How are the metrics verified and by whom—a third party hired by the MPSC, or a third party hired by 
utilities? When should verification occur? What data are needed?  

Stakeholders worked intently to refine their performance metrics for DR over the course of the November 
and December 2015 stakeholder meetings. The steering committee reviewed and approved the 
stakeholders’ recommendations outlined below related to measuring, tracking, and applying performance 
objectives for DR. 

❖ Measuring program performance: To measure progress toward achieving the stakeholder group’s 
vision for DR programs in Michigan, the level and type of customer participation in cost-effective 
programs should be tracked. To that end, the stakeholder group recommends using the percentage of 
load per customer class participating in DR programs, as well as the net system savings through the 
use of DR ($/MW cost of DR relative to the $/MW cost of traditional investment) as the types of metric 
to be used to evaluate whether or not the DR vision is being achieved. These metrics should be specific 
for utilities and customer classes (as opposed to establishing a single, statewide target metric). Utilities 
are already collecting the necessary data to be able to evaluate progress toward these metrics, so the 
group thought these were not only the most important metrics, but also the most feasible to track. Utility-
proposed targets should be founded in the currently known, cost-effective potential, as well as the 
anticipated need as determined by an integrated resource plan.  

❖ Measuring program cost-effectiveness: The stakeholder group recommended using either the utility-
cost test or total-resource-cost test, or a combination of the two, to measure program cost-
effectiveness. The utilities already use this methodology, so it is both appropriate and feasible. This 
method compares the $/MW for the utility to implement a DR program to the $/MW saved by avoiding 
capacity generation. The group thought it was important that the costs and benefits be delineated by 
time (season and time of day) and location (local and regional effects) and normalized for variations in 
weather and regional economic conditions.  

❖ Program reporting: The stakeholder group thought both prospective and retrospective reporting 
should be done. Utilities may submit a prospective DR plan to the MPSC—or include it in the integrated 
resource planning process, if appropriate—to ensure program costs are just and reasonable. Costs of 
a prospective plan preapproved by the MPSC should be deemed eligible for recovery. This can be done 
as part of a utility’s regular rate proceedings or separately. If an RTO has already determined a utility’s 
DR program is an eligible capacity resource, then there is an accelerated review and approval process. 
The utilities should then be required to annually submit a retrospective performance report on what was 
accomplished so that the reward can be approved. The group stressed the importance of transparency, 
so these reports should be shared by the MPSC publicly. However, individual customers should be 
treated as private.  

❖ Integrating DR with energy-efficiency plans: The MPSC should be willing to consider integrated 
plans that include DR, energy efficiency, and other measures.  

❖ Third-party verification: Findings from the retrospective performance reports should be verified 
annually by a third party hired by the utility. Identification of third-party verification contractor, or the 
process and qualifications for securing the third-party verifier, should be included in the prospective DR 
plan noted in a preceding bullet. Both the utilities proposing DR programs as well as DR providers 
should be monitored to ensure they are delivering intended results.  

❖ RTO verification: An RTO’s approval of DR programs used by a utility to meet its resource adequacy 
requirement should be sufficient to meet the requirement for third-party verification.  

Stage Two: Performance-based Regulation Structure and Rate Design 
Recommendations 

After stakeholders defined the metrics for DR programs, the group shifted focus to the second stage of the 
roadmap implementation plan: developing performance-based regulations and rate designs for DR (as 
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outlined in Exhibit 3 above). Stage two encompassed two separate elements related to DR program design. 
The first element focused on the utility regulatory framework (e.g., what changes to Michigan’s regulatory 
framework should be made to make it more advantageous for utilities to offer DR programs). The second 
focused on how customers should be compensated for participation in DR programs.  

To aid stakeholders in the development of their recommendations for DR program design, the steering 
committee asked the project team to provide stakeholders with more information related to how regulation 
can motivate utilities to offer and customers to participate in DR programs. The presentation also provided 
stakeholders with some common performance metrics used to measure the success of DR programs. This 
presentation is available on the roadmap website.  

Performance-based Regulation: Structuring Utility Compensation and Measuring Performance 

Stakeholders’ work to develop recommendations for DR program design was carried out in two stages. The 
group started by working to develop recommendations for structuring utility compensation. The project team 
designed a small group exercise for stakeholders to facilitate the group’s discussion. The small group 
exercise is described in Appendix 9. Stakeholders developed the following recommendations for 
performance-based regulation of DR programs:  

❖ Utility compensation: Utility Compensation for delivering DR programs should be based on a 
combination of cost recovery and an opportunity to earn a performance-based return as follows:  

o Full cost recovery of prudent program expenditures: The costs of implementing DR programs 
can include capital (communication infrastructure, load control devices) and noncapital 
(marketing, administration, incentives) expenditures. Recovery of these costs could occur as an 
expense—for example, through a reconcilable surcharge—or through rate base. If cost recovery 
is done through rate base, both capital and noncapital DR program expenditures should be 
included, and utilities should be allowed the opportunity to earn a rate of return on their program 
investments.  

o Performance reward: Utilities that operate DR programs effectively and generate net system 
savings should be eligible for a performance incentive. The incentive should be tied to 
achievement of agreed-upon performance metrics (e.g., participation, threshold peak demand 
reduction, program cost-effectiveness, or minimum net system savings). The performance 
incentive could be structured as a percentage of program spending, as a share of net system 
savings, or as a premium rate of return on their program investment. Utilities should be awarded 
performance incentives only if they meet or exceed threshold performance levels and the 
incentives should not exceed the net system savings generated through the DR programs. A 
portion of net system savings should be used to lower system costs/rates for all customers. In 
addition to these benefits, participating customers should also be eligible to receive incentives. 

Rate Design: Structuring Customer Compensation and Ensuring Adequate DR Performance 

The second portion of the stakeholders’ work, focused on rate design options; specifically, how to design 
rates that drive customer participation and incentives and ensure adequate performance. To help 
stakeholders tackle this important question, the steering committee tasked the MPSC staff DR Team with 
describing the current and—to the extent possible—best practices for DR rate design. Building on staff’s 
initial research, the project team expanded the scope of this report to include a national overview of DR 
programs and incorporated additional references to recent studies of DR program effectiveness. The report 
focused on common practices for the two types of residential DR program mechanisms: 1) sending quantity 
(curtailment) signals to customers—direct load control (DLC) programs—and 2) sending price signals to 
customers to alter their consumption habits (time-varying rates), specifically time-of-use (TOU) pricing and 
critical-peak pricing (CPP) or critical-peak rebate (CPR) rates. In addition to reporting on common DR 
practices, MPSC staff also produced a sample DR rate tariff—based on current practices—to be used as a 
model in discussions of future DR programs in Michigan. This report is available on the roadmap website.  

Using this report as a basis, stakeholders worked to define the parameters for designing TOU rates, CPP 
and CPR rates, and rates for DLC programs. The project team provided stakeholders with a worksheet, 

http://www.michigan.gov/documents/energy/RAP_Sedano_Michigan_roadmap_DR_2015_Nov_161_507597_7.pdf
http://www.michigan.gov/documents/energy/Common_Practices_Feb22_522983_7.pdf
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available in Appendix 10, to complete prior to the group meeting so that participants were prepared to 
discuss specific elements of DR rate design. 

To facilitate stakeholders’ dialogue, the project team divided them into two groups and tasked each group 
with discussing how the state should address the following elements of DR rate design: 

❖ Pricing/interruption period (frequency and timing) 

❖ Opt-in/out provision 

❖ Notification method and timing 

❖ On-/off-peak price ratio 

❖ Incentive offered 

❖ Contract term 

Based on the common practices identified by the MPSC, as well as stakeholders’ experience/expertise, the 
group worked to define the parameters for designing TOU rates, CPP and CPR rates, and rates for DLC 
programs. These recommendations were focused solely on design for residential programs. Stakeholders’ 
recommendations for each parameter are as follows: 

TOU Pricing: This rate typically applies to usage over broad blocks of hours (e.g., on-peak=six hours for 
summer weekday afternoon; off-peak=all other hours in the summer months) where the price for each 
period is predetermined and constant. 

❖ Pricing/interruption period (frequency and timing): Stakeholders believe that there could be two 
approaches for designing residential TOU rates—a simple and a complex approach. Stakeholders 
described that a two-tier TOU rate may prove to be simpler for customers to understand and potentially 
increase customer participation. This approach would employ a single, longer peak period from 2 PM–
7 PM. Stakeholders also saw value in the three-tier TOU rate because this structure better reflects the 
cost of providing service, provides for stronger price differential signals, and may make it easier for 
participants to avoid energy use during shorter on-peak periods. Any program design should be specific 
to a utility’s load profile and seasonal weather patterns. 

❖ Opt-in/out provision: During early stages, participation in TOU rates should be based on opt-in 
enrollment. Stakeholders commented that utilities should, where possible, provide standard-service to 
customers with a comparison of what their bill would have been had they participated in a TOU rate. 
As programs mature and savings are demonstrated, stakeholders expressed that an opt-out approach 
could feasibly replace the opt-in provision. There was also the suggestion from some participants that, 
when applicable, utilities should automatically enroll customers in the rate class that best suits a 
customer’s consumption habits based on 12 months of energy use data.  

❖ Notification method and timing: TOU rates make clear the different price levels associated with 
energy use at various times of the day. Notification is not necessary in TOU rates.  

❖ On-/off-peak price ratio: Stakeholders noted that the on-/off-peak price ratio for utility TOU rates 
should—similarly to peak periods—reflect the nature of a utility’s load profile and season weather 
patterns. Stakeholders generally agreed that a range of on-/off-peak price ratios between 3 and 4.5 
would be a good place to set initial rates. As utilities’ experience with TOU rates matures, these price 
ratios should reflect experiences with customer participation and actual savings in avoided energy and 
capacity costs.  

❖ Incentive offered: Incentives should reflect the amount that produces the desired level of participation 
in and savings from these rates. Stakeholders commented that the appropriate level of incentives could 
be learned through utility experience over time. In TOU rates, the incentive should reflect the value of 
the avoided cost of energy consumption during peak periods and avoided costs of capacity otherwise 
needed to meet peak demands. 

❖ Contract term: The typical length of time for customers to participate in a time-varying rate programs 
is one year. However, utilities should be allowed some flexibility with their individual programs in order 
to align with RTO requirements and customer preferences. A customer’s individual commitment should 
not imply that utilities’ time-varying rate programs are unavailable after a customers’ individual 
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commitment. This point is important for customers whose participation in time-varying rate programs 
brings them to make investments in communicating devices or smart appliances. 

Critical-Peak Pricing and Critical-Peak Rebates: When utilities observe or anticipate high wholesale 
market prices or power system emergency conditions, they may call critical events during a specified time, 
and the price for electricity during these time periods is substantially raised. Two variants of this type of rate 
design exist: one in which the time and duration of the price increase are predetermined when events are 
called and another in which the time and duration of the price increase may vary based on the electric grid’s 
need for reduced loads. 

❖ Notification method and timing: Residential customers should receive notification for a critical-peak 
event at least one day in advance. Stakeholders also noted that customers should be given the option 
to select the type of notification they receive (e.g., a text, a phone call, or an e-mail). Customers should 
also be given the option to have a notification delivered directly to a communicating thermostat or smart 
appliance. This practice could encourage participation by removing an obstacle for customers.  

❖ Critical-peak/off-peak price ratio: Stakeholders noted that the critical-peal/off-peak price ratio 
should—similarly to TOU peak periods—reflect the nature of a utility’s load profile and season weather 
patterns. As utilities’ experience with critical-peak rates matures, these price ratios should reflect 
experiences with customer participation and actual savings. Utility participants noted that their peak 
pricing programs use critical-peak prices set at $0.95. 

❖ Price vs. rebate: Utilities should provide access to both CPP and CPR programs, at least in pilot 
projects, until the best program results are determined. Stakeholders believe that participation would 
be higher in CPR programs but noted that these programs add an extra administrative and accounting 
step that could lead to higher program operating costs. 

❖ Incentive offered: Incentives should reflect the amount that produces the desired level of participation 
in and savings from these rates in avoided energy and capacity costs associated with the customer 
response. Stakeholders commented that the appropriate level of incentives could be learned through 
utility experience over time. 

❖ Contract term: Same as contract term for TOU pricing 

Direct Load Control Programs: When utilities observe or anticipate high wholesale market prices or power 
system emergency conditions, they may call critical events during prespecified time periods. The price for 
electricity during these time periods remains the same but the customer is refunded at a single, 
predetermined value for any reduction in consumption relative to what the utility expected the customer to 
consume. 

❖ Opt-in/out provision: Participation in Direct Loan Control (DLC) programs should be on an opt-in 
basis. Once enrolled in a DLC program, residential customers would not be able to opt out of any 
cycling events for the duration of their contract commitment. Stakeholders commented that allowing 
customers to opt out of a DLC event would place the utilities’ capacity commitments with their regional 
transmission operator (RTO) at risk. Stakeholders noted that if customers were able to opt out of an 
event, a penalty requisite with the potential penalty the utility would face for nonperformance from the 
RTO would be required. Some utilities currently offer the option for a customer to opt out of one event 
per year, as long as the utility is given sufficient notice. This provides customers with some flexibility. 

❖ Notification method and timing: Notification for DLC or air conditioning (AC) cycling programs should 
not be a requirement. However, customers should be able to determine whether their AC is being cycled 
through their utility account online, via an opt-in communication from their utility, or directly from their 
appliance. This would ensure customers can determine whether they are experiencing mechanical 
difficulties with their appliance or if their experience is the result of DLC. 

❖ Pricing/interruption period (frequency and timing): DLC programs may vary depending on what 
appliances are being controlled. Michigan has years of successful utility AC cycling programs on which 
to model new programs. AC cycling programs should run from June through September and cover up 
to eight hours each day at a cycling rate of 15-30 minutes out of every hour.  
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❖ Price vs. rebate: Residential customers participating in DLC programs should receive a payment for 
their participation. Payments could potentially be in the form of a monthly bill credit, but utilities should 
have the flexibility to design payments so that they align with customer interest. 

❖ Incentive offered: The level of incentive offered to participating DLC program customers should be 
correlated with the cost savings such programs produce. The amount of incentive should also be set 
at a level that is enough to drive customer participation in DLC programs. This determination would be 
made based on utility experience.  

❖ Contract term: The typical length of time for customers to participate in a DLC programs is one year. 
However, utilities should be allowed some flexibility with their individual programs in order to align with 
RTO requirements and customer preferences. If participating in a DLC program requires a customer to 
make an investment in a communicating device or smart appliance, then a customer should have 
assurance that the program will be in place for longer than their individual commitment and that they 
will be given the opportunity to continue participation as they choose.  

Stakeholders’ completed recommendations are also available on the project website and in Appendix 8. 

Stage Three: Implementation 

The final stage of the roadmap process was to develop and execute an implementation plan for new DR 
policies based on stakeholders’ recommendations. See stage three of Exhibit 3 above. Upon receipt of 
stakeholders’ recommendations for performance-based regulation and rate design, the steering committee 
directed the MPSC DR team to lead implementation activities. 

Implementation Plan  

At the direction of the roadmap steering committee, the MPSC’s DR team took on the task of implementing 
stakeholders’ recommendations. The MPSC kicked off implementation efforts on March 29, 2016, in 
Commission Order U-17936, which solicited public comments on DR programs administered by the state’s 
two largest utilities, Consumers Energy and DTE Energy, and the feasibility of conducting a statewide DR 
potential study. MPSC Chairman, Sally Talberg, highlighted the importance of DR in the Commission’s 
announcement on March 29, 2016: “The MPSC is committed to exploring demand response programs to 
shift when customers use electricity—such as high-usage summer days—as an alternative to new power 
plants or out-of-state purchases. The Commission invites interested parties to submit comments on this 
important topic.” The public was given until May 12, 2016, to submit comments. The steering committee 
asked that the MPSC’s DR team provide periodic updates on implementation activities.  

Monitor DR Implementation 

The MPSC received more than 100 comments responding to their request for feedback. Comments were 
submitted by 16 different organizations, including utilities, advocacy organizations, businesses, and 
residents. The MPSC summarized feedback in their November 7, 2016, order in case number U-17936. 
Building on the feedback received, the MPSC DR team drafted a report titled, “Demand Response Potential 
Study Report,” which detailed potential funding options, cost estimates, timing, and scope of preparing a 
statewide study of DR potential in Michigan. This report is available in case number U-17936 on the MPSC 
website at the following link. 

In addition to MPSC’s efforts, described in case number U-17936, the DR team monitored and tracked 
implementation activities related to the roadmap stakeholder group’s other recommendations. During the 
implementation period of the roadmap process, Governor Snyder reached a final agreement with the state 
legislature to finalize Michigan’s long-awaited new energy policy. Senate Bills 437 and 438 were signed 
into law by the Governor on December 21, 2016, capping off more than four years of work. Additional 
discussion of Michigan’s new energy policies follows in section five of this report, beginning on page 28. 
However, it is important to mention here as elements of stakeholders’ recommendations for DR were 
included in the legislation.  

Progress on implementation activities was reported to the roadmap project team in March 2017. The 
steering committee reviewed the progress on implementing stakeholders’ DR recommendations and asked 

http://www.michigan.gov/documents/energy/DR_Recommendations_Feb22_522981_7.pdf
http://www.dleg.state.mi.us/mpsc/orders/electric/2016/u-17936etal_3-29-2016.pdf
http://efile.mpsc.state.mi.us/efile/docs/17936/0004.pdf
http://efile.mpsc.state.mi.us/efile/docs/17936/0004.pdf
http://efile.mpsc.state.mi.us/efile/docs/17936/0050.pdf
http://efile.mpsc.state.mi.us/efile/docs/17936/0050.pdf
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the project team to convene stakeholders to update them on the status of implementation. The progress 
report, delivered to stakeholders in March 2017, is available in Appendix 11. A complete summary of 
implementation actions is available below in Exhibit 4. 

The MPSC DR team will continue their efforts toward implementing DR in Michigan. As a part of the 
Commission’s overall energy law implementation efforts, the DR team is heading up a stakeholder 
workgroup to meet the legislation’s requirement that the MPSC promote voluntary load management 
programs, such as DR programs, TOU and peak pricing, and remote shut off of air conditioning, which 
requires certain utility companies to offer MPSC-approved DR programs. Provisions of the new energy law 
related to DR, compiled by the MPSC, are available in Appendix 12. Updates on the MPSC’s DR 
implementation efforts can be found at the MPSC’s energy law implementation website. 

http://www.michigan.gov/mpsc/0,4639,7-159-16400_79103-406502--,00.html
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Exhibit 4. Demand Response (DR) Implementation Status 

Studying DR Potential 

Recommendation Implementation Status 

Stakeholders noted that there has not been a comprehensive potential study of DR for 
several years and that a baseline study could be useful for energy providers and the 
state. Participants also noted that a potential statewide study would need to account for 
differences among utilities and across customer classes. The group generally agreed 
that a study for DR programs in Michigan could be an important aspect of completing 
an integrated resource plan (IRP) should such a plan be required by pending energy 
legislation.  

Public Act 341 of 2016, section 6(t), requires regulated electric 
utilities to file an IRP. A requirement in the same section of PA 341 
directs the commission to conduct an assessment for the use of DR 
programs in the state. The results of the statewide DR assessment 
will then be used to establish IRP modelling scenarios and 
assumptions for use by the utilities in their required filings. 

Structuring Customer Compensation and Ensuring Adequate DR Performance 
The stakeholder group made the following recommendations for designing the three most common types of DR rates.  

TIME-OF-USE PRICING (TOU): Typically applies to usage over broad blocks of hours (e.g., on peak=six hours for summer weekday 
afternoon; off peak=all other hours in the summer months) where the price for each period is predetermined and constant. 

Parameter Recommendations Implementation Status 

Pricing/interruption 
period (frequency 
and timing) 

Stakeholders believe that there could be two approaches for designing 
residential TOU rates—a simple and a complex approach. Stakeholders 
described that a two-tier TOU rate may prove to be simpler for customers to 
understand and potentially increase customer participation. This approach 
would employ a single, longer peak period from 2 PM–7 PM. Stakeholders also 
saw value in the three-tier TOU rate because this structure better reflects the 
cost of providing service, provides for stronger price differential signals, and 
may make it easier for participants to avoid energy use during shorter on-
peak periods. Any program design should be specific to a utility’s load profile 
and seasonal weather patterns.  

Implemented. The state’s two largest electric utilities 

DTE Energy and Consumers Energy have instituted 
two-tier and three-tier TOU rates. These rates were 
designed in accordance with stakeholders’ 
recommendations. Per stakeholders’ 
recommendation, the two-tier rate includes one long 
on-peak period and the three-tier rates have higher 
price differentials. The utilities’ three-tier rates are no 
longer labeled experimental, and there are no limits 
on the number of participants. The Michigan Public 
Service Commission (MPSC) approved these rates in 
the utilities’ most recent general rate cases (Cases U-

17990 and U-18014). 

Opt-in/out provision 

During early stages, participation in TOU rates should be based on opt-in 
enrollment. Stakeholders commented that utilities should, where possible, 
provide standard-service customers with a comparison of what their bill would 
have been had they participated in a TOU rate. As programs mature and 
savings are demonstrated, stakeholders expressed that an opt-out approach 
could feasibly replace the opt-in provision. There was also the suggestion 
from some participants that, when applicable, utilities should automatically 

Implemented. The commission-approved TOU rates 

are opt-in only. In recent rate case orders, the 
commission rejected utilities’ proposals to use three-
tier rates as the default for new customers, 
commenting that “[the rate] is too complex to be set 

http://efile.mpsc.state.mi.us/efile/docs/17990/0401.pdf
http://efile.mpsc.state.mi.us/efile/docs/17990/0401.pdf
http://efile.mpsc.state.mi.us/efile/docs/18014/0291.pdf
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enroll customers in the rate class that best suits a customer’s consumption 
habits based on 12 months of energy use data.  

as the default rate for new residential and secondary 
commercial customers” (Case U-18014).  

Notification method 
and timing 

TOU rates make clear the different price levels associated with energy use at 
various times of the day. Notification is not necessary in TOU rates.  

Implemented. Current two-tier TOU rates do not 

require customer notification. 

On-/off-peak price 
ratio 

Stakeholders noted that the on-/off-peak price ratio for utility TOU rates 
should—similarly to peak periods—reflect the nature of a utility’s load profile 
and seasonal weather patterns. Stakeholders generally agreed that a range 
of on-/off-peak price ratios between three and 4.5 would be a good place to 
set initial rates. As utilities’ experience with TOU rates matures, these price 
ratios should reflect experiences with customer participation and actual 
savings in avoided energy and capacity costs.  

Partially implemented. The commission’s recent 

orders established the following price differentials for 
TOU rates:  

DTE’s two- and three-tier TOU rates feature on-/off-
peak price ratios of approximately three.  

Consumers’ TOU rates’ price differentials are slightly 
lower, with 1.5 for their two-tier and 1.8 for their 
three-tier rates.  

Incentive offered 

Incentives should reflect the amount that produces the desired level of 
participation in and savings from these rates. Stakeholders commented that 
the appropriate level of incentives could be learned through utility experience 
over time. In TOU rates, the incentive should reflect the value of the avoided 
cost of energy consumption during peak periods and avoided costs of 
capacity otherwise needed to meet peak demands. 

In progress. As utilities gain more experience with 

and customer feedback on their new TOU rates, they 
will be able to better optimize incentives to produce 
desired results. 

Contract term 

The typical length of time for customers to participate in a time-varying rate 
programs is one year. However, utilities should be allowed some flexibility 
with their individual programs in order to align with regional transmission 
operator (RTO) requirements and customer preferences. A customer’s 
individual commitment should not imply that utilities’ time-varying rate 
programs are unavailable after a customers’ individual commitment. This 
point is important for customers whose participation in time-varying rate 
programs brings them to make investments in communicating devices or 
smart appliances.  

Implemented. Stakeholders’ recommendation was 

codified into Michigan law by Public Act 342 of 2016 
Sec 95 (1) (a), which states “To participate in a [load 
management] program, a customer shall agree to 
remain in the program for at least one year.” 
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CRITICAL-PEAK PRICING AND CRITICAL-PEAK REBATES (CPP and CPR): When utilities observe or anticipate high wholesale 

market prices or power system emergency conditions, they may call critical events during a specified time, and the price for 
electricity during these time periods is substantially raised. Two variants of this type of rate design exist: one in which the time and 

duration of the price increase are predetermined when events are called and another in which the time and duration of the price 
increase may vary based on the electric grid’s need for reduced loads. 

Parameter Recommendations Implementation Status 

Notification 
method and 
timing 

Residential customers should receive notification for a critical-peak event at 
least one day in advance. Stakeholders also noted that customers should be 
given the option to select the type of notification they receive (e.g., text, phone 
call, email). Customers should also be given the option to have a notification 
delivered directly to a communicating thermostat or smart appliance. This 
practice could encourage participation by removing an obstacle for customers.  

Implemented. Current utility programs require 

notification to be given a day in advance of critical-
peak events. DTE’s approved tariff specifies that 
notification may be made via telephone, text message, 
email, or in-home device. 

Critical-peak/off-
peak price ratio 

Stakeholders noted that the critical-/off-peak price ratio should—similarly to 
TOU peak periods—reflect the nature of a utility’s load profile and seasonal 
weather patterns. As utilities’ experience with critical-peak rates matures, these 
price ratios should reflect experiences with customer participation and actual 
savings. Utility participants noted that their peak pricing programs use critical-
peak prices set at $0.95.  

In progress. More experience with and expanded 

participation in TOU rates will enable utilities’ to further 
optimize critical-/off-peak price differentials. Currently, 
Consumers and DTE continue to use critical-peak 
prices of $0.95. 

Price vs. rebate 

Utilities should provide access to both CPP and CPR programs, at least in pilot 
projects, until the best program results are determined. Stakeholders believe 
that participation would be higher in CPR programs but noted that these 
programs add an extra administrative and accounting step that could lead to 
higher program operating costs.  

In progress. Only Consumers offers CPP and CPR 

programs. New and expanded program offerings are 
expected as utilities garner more experience in 
offering CPP and CPR programs.  

Incentive offered 

Incentives should reflect the amount that produces the desired level of 
participation in and savings from these rates in avoided energy and capacity 
costs associated with the customer response. Stakeholders commented that 
the appropriate level of incentives could be learned through utility experience 
over time.  

In progress. Incentives offered will be further refined 

as utilities gain more experience in offering critical-
peak rates and learn from customer participation and 
feedback. 

Contract term 

The typical length of time for customers to participate in critical-peak programs 
is one year. However, utilities should be allowed some flexibility with their 
individual programs in order to align with RTO requirements and customer 
preferences. A customer’s individual commitment should not imply that utilities’ 
critical-peak programs are unavailable after a customer’s individual 
commitment. This point is important for customers whose participation in 
critical-peak programs brings them to make investments in communicating 
devices or smart appliances.  

Implemented. Stakeholders’ recommendation was 

codified into Michigan law by Public Act 342 of 2016 
Sec 95 (1) (a), which states, “To participate in a [load 
management] program, a customer shall agree to 
remain in the program for at least one year.” 
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DIRECT LOAD CONTROL (DLC) PROGRAMS: When utilities observe or anticipate high wholesale market prices or power system 
emergency conditions, they may call critical events during prespecified time periods, the price for electricity during these time 

periods remains the same but the customer is refunded at a single, predetermined value for any reduction in consumption relative to 
what the utility deemed the customer was expected to consume. 

Parameter Recommendations Implementation Status 

Opt-in/out provision 

Participation in DLC programs should be on an opt-in basis. Once enrolled in a DLC 
program, residential customers would not be able to opt out of any cycling events for the 
duration of their contract commitment. Stakeholders commented that allowing customers 
to opt out of a DLC event would place the utilities’ capacity commitments with their RTO 
at risk. Stakeholders noted that if customers were able to opt out of an event, a penalty 
requisite with the potential penalty the utility would face for nonperformance from the RTO 
would be required. Some utilities currently offer the option for a customer to opt out of one 
event per year, as long as the utility is given sufficient notice. This provides a customer 
with some flexibility. 

Implemented. Currently DLC programs require a customer to 
opt-in. Consumers’ DLC program allows the customer to opt-
out of one load control event per summer. Additional opt-outs 
granted by Consumers may result in the customer’s bill credit 
being forfeited.  

Notification method 
and timing 

Notification for DLC or air conditioning (AC)-cycling programs should not be a 
requirement. However, customers should be able to determine whether they are being 
cycled through their utility account online, via an opt-in communication from their utility, or 
directly from their appliance. This would ensure customers can determine whether they 
are experiencing mechanical difficulties with their appliance or if their experience is the 
result of DLC.  

Implemented. Stakeholders’ recommendation is reflected in 
Consumers and DTE’s DLC programs. 

Pricing/interruption 
period (frequency 
and timing) 

DLC programs may vary depending on what appliances are being controlled. Michigan 
has years of successful utility AC-cycling programs on which to model new programs. 
AC-cycling programs should run from June through September and cover up to eight 
hours each day at a cycling rate of 15–30 minutes out of every hour.  

Implemented. Stakeholders’ recommendation is reflected in 
Consumers and DTE’s DLC programs. 

Price vs. rebate 
Residential customers participating in DLC programs should receive a payment for their 
participation. Payments could potentially be in the form of a monthly bill credit, but utilities 
should have the flexibility to design payments so that they align with customer interest.  

Implemented. DTE offers customers a discounted rate for 
their participation in DLC programs. Consumers offers a 
monthly bill credit.  

Incentive offered 

The level of incentive offered to participating DLC program customers should be 
correlated with the cost savings such programs produce. The amount of incentive should 
also be set at a level that is enough to drive customer participation in DLC programs. This 
determination would be made based on utility experience.  

In progress. With more experience and participants on DLC 
rates, utilities will further optimize incentives. The monthly bill 
credit offered by Consumers is based on the summer 
incremental capacity costs as outlined in their general rate 
case. 

Contract term 

The typical length of time for customers to participate in a DLC programs is one year. 
However, utilities should be allowed some flexibility with their individual programs in order 
to align with RTO requirements and customer preferences. If participating in a DLC 
program requires a customer to make an investment in a communicating device or smart 
appliance, then a customer should have assurance that the program will be in place for 
longer than their individual commitment and that they will be given the opportunity to 
continue participation as they choose.  

Implemented. Stakeholders’ recommendation was codified 
into Michigan law by Public Act 342 of 2016 Sec 95 (1) (a), 
which states, “To participate in a [load management] 
program, a customer shall agree to remain in the program for 
at least one year.” 
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Structuring Utility Compensation and Measuring Performance 

The stakeholder group made the following recommendations for compensating utilities for delivering DR programs and measuring program 
performance.  

Recommendation 
Category 

Recommendations Implementation Status 

Measuring 
program 
performance 

To measure progress toward achieving the stakeholder group’s vision for DR 
programs in Michigan, the level and type of customer participation in cost-
effective programs should be tracked. To that end, the stakeholder group 
recommends using the percentage of load per customer class participating in 
DR programs, as well as the net system savings through the use of DR 
(dollars per megawatt [$/MW]) cost of DR relative to the $/MW cost of 
traditional investment) as the types of metric to be used to evaluate whether or 
not the DR vision is being achieved. These metrics should be specific for 
utilities and customer classes (as opposed to establishing a single, statewide 
target metric). Utilities are already collecting the necessary data to be able to 
evaluate progress toward these metrics, so the group thought these were not 
only the most important metrics, but also the most feasible to track. Utility-
proposed targets should be grounded in the understood, cost-effective 
potential, as well as the anticipated need as determined by an IRP.  

Implemented. The MPSC’s orders in cases U-17936 
and U-18013 require DTE and Consumers to file 
monthly and annual reports containing the data 
necessary to determine program performance on 
recommended metrics. These metrics are specific to 
individual utilities and differentiated by customer class 
and program. Targets or goals for these metrics will be 
developed as part of the utilities’ separate IRPs. 
Modelling scenarios for utilities’ IRPs, including the 
use of DR, are currently being drafted through a 
statewide stakeholder process. 

Utility 
compensation 

Utility compensation for delivering DR programs should be based on a 
combination of cost recovery and an opportunity to earn a performance-based 
return as follows:  

Full cost recovery of prudent program expenditures: The costs of 
implementing DR programs can include capital (communication infrastructure, 
load control devices) and noncapital (marketing, administration, incentives) 
expenditures. Recovery of these costs could occur as an expense—for 
example, through a reconcilable surcharge—or through rate base. If cost 
recovery is done through rate base, both capital and noncapital DR program 
expenditures should be included, and utilities should be allowed the 
opportunity to earn a rate of return on their program investments. 

Performance reward: Utilities that operate DR programs effectively and 
generate net system savings should be eligible for a performance incentive. 
The incentive should be tied to achievement of agreed-upon performance 
metrics (e.g., participation, threshold peak demand reduction, program cost 
effectiveness, or minimum net system savings). The performance incentive 
could be structured as a percentage of program spending, as a share of net 
system savings, or as a premium rate of return on their program investment. 
Utilities should be awarded performance incentives only if they meet or 
exceed threshold performance levels and the incentives should not exceed the 
net system savings generated through the DR programs. A portion of net 
system savings should be used to lower system costs/rates for all customers. 

Cost Recovery: Implemented. Stakeholders’ 
recommendation was codified into Michigan law by 
Public Act 342 of 2016 Sec 95 (3) which states, “The 
commission may allow a provider whose rates are 
regulated by the commission to recover costs for load 
management through base rates as part of a 
proceeding under section 6a of 1939 PA 3, MCL 
460.6a, if the costs are reasonable and prudent and 
meet the utility systems resource cost test.” 

Performance Reward: In progress. Stakeholders’ 
recommendation was codified into Michigan law by 
Public Acts 341 and 342 of 2016 which include the 
financial incentive mechanism which could be 
extended to DR program spending.  

PA 341 also includes a provision allowing the use of a 
shared savings mechanism in utilities’ IRPs. Utilities 
may also propose alternative performance reward 
mechanisms in cases before the commission. A 
stakeholder group will be discussing the framework for 
evaluating and rewarding DR programs throughout 
2017. 

http://efile.mpsc.state.mi.us/efile/docs/17936/0050.pdf
http://efile.mpsc.state.mi.us/efile/docs/18013/0044.pdf
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In addition to these benefits, participating customers should also be eligible to 
receive incentives. 

Measuring 
program cost 
effectiveness 

The stakeholder group recommended using either the utility-cost test or total-
resource-cost test, or a combination of the two, to measure program cost 
effectiveness. The utilities already use this methodology, so it is both 
appropriate and feasible. This method compares the $/MW for the utility to 
implement a DR program to the $/MW saved by avoiding capacity generation. 
The group thought it was important that the costs and benefits be delineated 
by time (season and time of day) and location (local and regional effects) and 
normalized for variations in weather and regional economic conditions.  

Implemented. Stakeholders’ recommendation was 
codified into Michigan law by Public Act 342 Sec 95 
(3) which states, “The commission may allow a 
provider whose rates are regulated by the commission 
to recover costs for load management through base 
rates as part of a proceeding under section 6a of 1939 
PA 3, MCL 460.6a, if the costs are reasonable and 
prudent and meet the utility systems resource cost 
test.” 

Program reporting The stakeholder group thought both prospective and retrospective reporting 
should be done. Utilities may submit a prospective DR plan to the MPSC—or 
include it in the integrated resource planning process, if appropriate—to 
ensure program costs are just and reasonable. Costs of a prospective plan 
preapproved by the MPSC should be deemed eligible for recovery. This can 
be done as part of a utility’s regular rate proceedings or separately. If an RTO 
has already determined a utility’s DR program is an eligible capacity resource, 
then there is an accelerated review and approval process. The utilities should 
then be required to annually submit a retrospective performance report on 
what was accomplished so that the reward can be approved. The group 
stressed the importance of transparency, so these reports should be shared 
by the MPSC publicly. However, individual customers should be treated as 
private.  

Implemented. The MPSC’s orders in cases U-17936 
and U-18013 require DTE and Consumers to file 
monthly and annual DR reports. These reports must 
include detailed accounts of participation in DR 
programs, available MW of demand reduction, 
resource capacity reported to the RTO, energy 
savings, and program spending. The data provided in 
these reports will allow stakeholders to develop 
performance measures to evaluate the effectiveness 
of utility DR programs.  

Forward-looking DR plans will be featured in utility 
IRPs. 

Integrating DR with 
energy-efficiency 
plans 

MPSC should be willing to consider integrated plans that include DR, energy 
efficiency, and other measures.  

In progress. DR is included, to some extent, in the 
portions of PA 342 related to energy waste reduction 
(EWR) plans. MPSC will be hosting a stakeholder 
group to discuss the framework for evaluating and 
rewarding DR programs throughout 2017, including 
integration with EWR. 

Third-party 
verification 

Findings from the retrospective performance reports should be verified 
annually by a third party hired by the utility. Identification of third-party 
verification contractor, or the process and qualifications for securing the third-
party verifier, should be included in the prospective DR plan noted in a 
preceding bullet. Both the utilities proposing DR programs as well as DR 
providers should be monitored to ensure they are delivering intended results.  

Not implemented.  

RTO verification An RTO’s approval of DR programs used by a utility to meet its resource 
adequacy requirement should be sufficient to meet the requirement for third-
party verification.  

Not implemented.  

  

http://efile.mpsc.state.mi.us/efile/docs/17936/0050.pdf
http://efile.mpsc.state.mi.us/efile/docs/18013/0044.pdf
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Section Five. Focus Returns to New Law 
Implementation 

 

More than four years after Governor Snyder first called for changes to Michigan’s energy policies, after 
countless hours of stakeholder engagement, legislative posturing, and a final all-night push, the Michigan 
Legislature moved to enact new energy policies. The final bipartisan legislation was signed by Governor 
Snyder on December 21, 2016. In an announcement, the governor praised the policy: “This legislation will 
make it easier for our state to meet its energy needs while protecting our environment and saving 
Michiganders millions on their energy bills...these bills that will help ensure a better and brighter future for 
all Michiganders.” Both acts went into effect on April 20, 2017. 

Elements of Michigan’s New Energy Laws 
Michigan’s new energy policies address a wide variety of topics; the highlights of the legislation are as 
follows: 

Public Act 341 of 2016  

❖ Creates an Integrated Resource Planning (IRP) process applicable to all rate-regulated electric utilities 
and allows for MPSC pre-approval of costs for projects approved in an IRP. 

❖ Establishes a new construct for electric generation capacity reliability that allows MPSC to evaluate 
whether to use a three-year forward auction or Prevailing State Compensation Mechanism (if 
implemented by MISO) or a backstop State Reliability Mechanism to ensure adequate capacity is 
available to serve customer load. 

❖ Lowers cost threshold for a utility to file a certificate of necessity (CON) to $100 million and requires 
that all projects greater than 225 MW, included in a utility’s IRP, to go through the CON application. 

❖ Requires the MPSC to conduct a study to determine the cost of services for net metering and distributed 
generation and to create a tariff to be included in all electric rate cases after June 1, 2018. 

❖ Enables the MPSC to approve revenue decoupling mechanisms for small electric utilities. 

❖ Establishes the ability to use shared savings mechanisms to provide incentives for energy waste 
reduction activities. 

❖ Relaxes electric utility code of conduct provisions. 

❖ Includes provisions to expand the use of performance-based regulation in Michigan. 

❖ Increases funding for the Utility Consumer Representation Fund and allows the utility consumer 
participation board and attorney general to participate in rate cases, CON proceedings, and the IRP 
process on behalf of residential customers. 

Public Act 342 of 2016  

❖ Maintains Michigan’s standards for Energy Waste Reduction (EWR) for electric and natural gas 
providers through 2021. Natural gas EWR standards apply beyond 2022.  

❖ Increases the state’s Renewable Energy Portfolio Standard to 15 percent by 2021. 

❖ Includes the goal that Michigan meet 35 percent of its electric needs through a combination of EWR 
and renewable energy by 2025. 

❖ Eliminates current net metering program and establishes a new distributed generation program.  

❖ Maintains existing participation caps and system, allowing behind the meter generation and crediting 
customers for excess generation placed onto the grid. 

❖ Ensures that any grid charge established by the MPSC may not be reduced by any credit or other 
ratemaking mechanism. 

❖ Allows current net metering customers to be grandfathered in at current terms of service ten years from 
enrollment date. 

http://www.michigan.gov/snyder/0,4668,7-277--400490--,00.html
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❖ Allows rate-regulated utilities to implement on-bill programs to allow customers to finance and repay 
the costs of residential energy projects on their utility bills. 

❖ Requires rate-regulated electric utilities to offer customers voluntary “green-pricing” programs. 

Implementation Efforts 
Implementing Michigan’s new energy policies continues to be a major undertaking. The MPSC has created 
a series of staff-led workgroups to tackle specific elements of the legislation. These workgroups cover the 
following topics: 

❖ Rate case and CON 

• Rate case filing requirements 

• CON filing requirements 

❖ IRP process 

• Statewide parameter setting/modeling 

• Plan filing requirements/schedule 

• DR potential study 

• EWR potential study 

❖ Resource adequacy 

• Capacity demonstration 

• State reliability mechanism 

❖ Electric choice 

❖ Renewable energy 

• Renewable energy plan cases 

• Green pricing programs 

❖ Distributed generation 

❖ Energy waste reduction 

• EWR program updates 

• On-bill program implementation/ 
rulemaking 

❖ DR implementation 

❖ Public Utilities Regulatory Policies Act 
avoided cost review 

❖ Performance-based regulation 

❖ Code of conduct/value added programs

Implementation Plan  

The implementation process for Michigan’s new energy legislation kicked off on March 10, 2017. The MPSC 
convened stakeholders to provide them with an overview of the implementation process and to explain how 
they can participate in implementation plan activities. To this end, MPSC developed a website dedicated to 
the implementation plan for the state’s new energy legislation and was designed to facilitate stakeholder 
engagement and timely dissemination of information related to the plan. The website hosts information 
regarding planned stakeholder meetings, background research, MPSC staff contacts, and more. The 
MPSC’s energy legislation website is available at the following link. The 18 staff-led workgroups have been 
meeting regularly since the March kickoff meeting. Complete updates on workgroup activities are available 
on MPSC’s website.  

Implementing On-bill Program 
When the Roadmap for Implementing Michigan’s New Energy Policy started in 2015, the project team and 
steering committee expected to have enough time to work with stakeholders on implementing several 
aspects of the state’s new energy policy. However, the timing of legislation did not coincide with the grant 
period. Despite this fact, the project team utilized the roadmap process to engage stakeholders about DR. 
When legislation was finally enacted in December 2016, the project team communicated with the roadmap 
steering committee to see if there was an opportunity to use remaining grant resources to help with 
implementing aspects of the new law. Thanks to a grant extension from DOE and the leadership of the 
steering committee, the project team was able to reconvene stakeholders to begin discussions related to 
on-bill programs.  

Under the new energy law, rate-regulated utilities may offer residential customers the option to finance 
home energy improvement projects and the ability to pay off the costs of those projects on their utility bill. 
The legislation also requires the MPSC to promulgate rules to implement on-bill programs by April 20, 2018. 
Using the roadmap process as a model for stakeholder engagement, the project team, with MPSC and 

http://www.michigan.gov/mpsc/0,4639,7-159-16400_79103---,00.html.
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MAE, worked with utilities and other interested parties to create a framework for an on-bill financing program 
in Michigan. The process used and outcomes achieved are described below.  

Stakeholder Group 

To form the on-bill program stakeholder group, the project team used an open nomination process to 
identify candidates. See Appendix 13 for the criteria used to select individuals for the stakeholder group. 
Twenty-two candidates, representing different utilities, utility associations, contractors, and community 
advocates, were invited to participate in a stakeholder group, which would ultimately identify goals for an 
on-bill program and determine program design structures that support the goals. A list of stakeholder 
participants is available in Appendix 14.  

Phase One—Baseline Assessment 

The project team’s experience with the roadmap’s DR efforts affirmed the importance of stakeholders 
having a common understanding of a topic from the outset of the process. Given this experience, the 
steering committee provided stakeholders with a baseline assessment titled “Program Design 
Considerations for Developing an On-bill Financing Program: A Primer for Utilities in Michigan.” This report 
provided essential information meant to offer a better understanding of on-bill program goals, key program 
design decisions, and strategies for best meeting the needs of customers. Within the baseline assessment 
were five case studies from existing on-bill programs, run by utilities around the country that offer lessons 
learned, program design considerations, and inspiration. As part of this project, the project team updated 
this baseline assessment with new information, including additional capital options, new policies/provisions 
from PA 342 of 2017, and new case studies.  

In addition to providing the baseline research, the project team also invited subject matter experts to present 
to stakeholders. Information related to stakeholders’ implementation efforts and roadmap process are 
available on the On-bill Financing section of the MPSC’s energy legislation website.  

Phase Two—Visioning 

Prior to the initial stakeholder group meeting, the project created an online survey for stakeholders. The 
purpose of the survey was to obtain stakeholder input on program goals and on-bill program design 
elements. The survey results were summarized and presented to the stakeholder group on April 24, 2017. 
A summary of the survey results can be found in Appendix 15. 

At the first stakeholder meeting, the group worked to identify goals for an on-bill program that would be 
consistent statewide. To provide proper background and context for the meeting, attendees received an 
overview of the enabling legislation for on-bill programs, which discussed lessons learned from other on-
bill programs and reviewed stakeholder survey results. The focal point of the meeting was to facilitate a 
discussion on goal setting, during which the stakeholders reached consensus on the following goals for an 
on-bill program that is consistent statewide:  

❖ Increase the number of participating customers making energy improvements through the following 
measures: 

• Maximize the long-term reduction in energy use/demand per household. 

• Expand access to financing for individuals who may not qualify for financial products currently in 
the marketplace. 

• Make energy improvements more affordable for customers. 

Stakeholders’ completed list of goals for on-bill programs are available in Appendix 16. 

Following stakeholders’ goal setting, the project team drafted key program design elements to reflect an 
initial model proposal for an on-bill program. Stakeholders used the following guiding principles to evaluate 
the importance and efficacy of different program design elements: 

http://www.michigan.gov/documents/mpsc/April_2017_On-bill-primer_for_Michigan_Utilities_560204_7.pdf
http://www.michigan.gov/documents/mpsc/April_2017_On-bill-primer_for_Michigan_Utilities_560204_7.pdf
http://www.michigan.gov/mpsc/0,4639,7-159-16400_79103-406270--,00.html
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❖ Provides uniformity and simplicity in processes 

❖ Addresses gaps in coverage with existing available financing programs 

❖ Is viable for capital providers 

❖ Ensures reasonable participation costs for utility participants 

❖ Leverages existing statewide resources 

❖ Allows program goals to be met 

Key program design elements, and the reasons for including a specific design element in an on-bill program, 
were presented to the stakeholder group during a second group meeting on May 19, 2017. Stakeholder 
feedback and discussion was necessary to further refine these design elements to ensure that an on-bill 
program meets the needs of the program partners. To facilitate discussion, the program design elements 
were compiled into three areas based on the level of decision making needed by the workgroup: 

❖ Design elements that are either mandated by statute or require little or no discussion from the 
workgroup. 

❖ Design elements that may require some discussion from the work group to reach consensus. 

❖ Design elements that require discussion and consensus building. 

A description of all the program design elements, reviewed by the stakeholder group, and a summary of 
stakeholders’ discussion are shown below. See Exhibit 5.   
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Exhibit 5. On-bill Program Design Elements Agreed Upon by Stakeholders 

Program Design 
Element 

Description Discussion 

Eligible utilities 

❖ Utilities regulated by the Michigan Public Service 
Commission (Public Act 342) 

❖ Municipal utilities (Public Act 408) 
❖ Rural electric cooperative utilities 

❖ Municipal utility and regulated utilities can participate per statute 

❖ Rural electric cooperatives are not governed by either statute, but 
have organizational characteristics that are conducive to an on-bill 
program 

Home energy audit 
and diagnostic 
testing 

❖ PA 408 requires compliance with American National 
Standards Institute home energy audit standards  

❖ PA 342 requires compliance with American National 
Standards Institute home energy audit standards 

❖ Statute allows eligible regulated utilities to propose 
alternative home energy audit standard, if desired 

❖ Required by statute for municipal utilities 

❖ Supports maximization of long-term reduction in energy use 

❖ Subject to discussions with regulated utilities, as some may want to 
propose an alternative home energy audit standard 

Loan type 

❖ Unsecured loan 
❖ Multiple loans per customer allowed if total amount 

financed does not exceed maximum allowable loan 
amount 

❖ Eases administrative duties 

❖ Supports maximization of long-term reduction in energy use 

Interest rates 
❖ Interest rate to be no greater than adjusted prime rate 

plus 4 percent 

❖ If capital provider is a nonprofit corporation, then the interest rate 
cap is mandated by statute 

❖ Support making energy improvements more affordable  

❖ Subject to discussions with the capital provider 

Loan term 
❖ Maximum loan term is 180 months (15 years), not to 

exceed the useful life of the installed measures 
❖ Supports making energy improvements more affordable 

❖ Subject to discussion with the capital provider 

Capital provider ❖ Single capital provider  

❖ Ease of administration 

❖ Subject to discussion with capital provider. Several capital 
providers may be required to satisfy some program design 
elements and to allow on-bill program to reach scale 

Originator 
❖ Capital provider to accept loan application and 

originate loan 

❖ When capital provider accepts loan applications and originates 
loans, it is less costly and requires less data coordination with 
utility participants and loan servicer(s)  

❖ Subject to discussion with capital provider. If capital provider 
cannot originate loans, then an alternative structure with third-party 
originator will be explored 

❖ If several capital providers are required, a single originator would 
be preferred to reduce administrative burden and simplify 
contractor and customer use 
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Servicer  ❖ Capital provider to service the loans 

❖ If capital provider services loans, it is less costly and requires less 
data coordination with utility participants 

❖ Subject to discussion with capital provider. If capital provider 
cannot service loans, then an alternative structure with a third-party 
loan servicer will be explored 

❖ If several capital providers are required, a single servicer would be 
preferred to reduce administrative burden and simplify contractor 
and customer use 

Underwriting criteria 

❖ Twelve months of consecutive, on-time utility bill 
payment history 

❖ Any bankruptcies, foreclosures, or repossessions 
(greater than $1,000) must have been discharged at 
least 12 months prior to loan application 

❖ No outstanding tax liens 
❖ No outstanding collections (greater than $1,000) 

❖ Supports expanding access to financing 

❖ Expands or tightens customer access by adjusting required 
number of consecutive months or by allowing delinquent payments 

❖ Credit bureau data collected for future data review (FICO score not 
used in credit review) 

❖ “On-time” defined by stakeholders as “payments without late fees”  

❖ Subject to discussion with capital providers 

Credit enhancement ❖ Potentially offer a loan loss or debt service reserve 

❖ Capital providers may not offer a loan with a 15-year term and 
alternative underwriting without a credit enhancement 

❖ Support making energy improvements more affordable and 
expanding access 

❖ Subject to discussions with capital provider and, if required, 
determine source of funding for loan loss reserve or debt service 
reserve 

Billing cycle 

❖ Each participating utility will be encouraged to move 
on-bill customers to a consistent billing cycle, within 
the utility, to simplify loan servicing 

❖ Subject to each utility’s ability to implement 

❖ Eases administrative tasks for utility, capital provider, and loan 
servicer (if different from the capital provider) 

❖  

Transferability 

❖ Notice of loan filed with county register of deeds so 
that obligation to pay the loan installment charge 
stays with the property and is binding to future 
customers contracting for utility service at the property 

❖ Supports maximization of long-term reduction in energy use  

❖ Supports expanding access to financing 

❖ Includes a disclosure statement where the buyer would inform the 
seller of what items were included in the loan obligation 

Statewide program 
administrator  

❖ Assists utility and capital providers with development 
and management of the on-bill program per the 
Residential Energy Project Program Plan 

❖ Provides quality assurance  

❖ Manages contractor network 

❖ Partners with utilities to market and drive demand for 
the program 

❖ Measures and reports program performance to 
program partners 

❖ Ease of administration for program participants 

❖ Provides uniformity and continuity among participating utilities and 
contractors 

❖ Ensures a consistent application of program procedures 
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Quality assurance 

❖ Documentation review for every project 

❖ On-site inspections or phone calls to customers at a 
rate of 20 percent for each participating contractor’s 
first ten projects. After ten projects, 5 percent of the 
contractor’s projects will be inspected.  

❖ Remedial action process to correct mistakes and 
provide for continuous program improvement 

❖ Essential to ensuring customer satisfaction, verifying compliance 
with statutory requirements and program procedures, and 
providing for continuous program improvement 

❖ Provides an opportunity to review workmanship of participating 
contractors 

❖ Consistent quality assurance protocols could support cost savings 
and continuity with other financing programs and provide 
contractors with administrative consistency 

 

 Design Elements That Still Need to Be Determined 

Program Design 
Element 

Description Discussion 

Eligible properties 

❖ Single-family homes (one to four units) within the 
utility’s service territory 

❖ Rental properties permitted 

• If tenant pays utility bill, property owner must 
authorize work and renter must sign agreement 
to accept loan payment 

❖ Legislation explicitly supports residential properties 

❖ Commercial properties may be considered in the future 

❖ On-bill programs are potentially a more effective approach to 
serving rental market, which is difficult to serve through traditional 
financing programs 

❖ Stakeholder group requested scan of other programs to 
determine how to address rental properties 

Minimum/maximum 
loan amounts 

❖ Minimum loan amount: $1,000  

❖ Maximum loan amount: $30,000 

❖ Raising minimum loan amount optimizes long-term reduction in 
energy use, because it encourages comprehensive, multi-
measure projects 

❖ Lower minimum loan amount may expand access for lower-
income customers to make efficiency improvements 

❖ Stakeholder group requested scan of other programs and/or a 
pilot program to address question of whether minimum loan 
amount should be raised to $3,000 or $5,000 to encourage more 
comprehensive work to support goal of maximizing energy 
savings 

Eligible improvements 

❖ Homeowners could finance any of the following 
improvements through the on-bill program: 

❖ Appliances (clothes dryers, dishwashers, 
refrigerators) 

❖ Building envelope improvements (air sealing, 
automated control systems, doors, energy recovery 
systems, insulation, roofing, windows) 

❖ Heating, ventilation, and air conditioning systems (air 
conditioning, boilers, furnaces, geothermal systems, 
heat pumps)  

❖ A single measure “a la carte” approach does not maximize energy 
savings; a comprehensive, multi-measure approach would 
support the goal of maximizing the long-term energy use per 
household  

❖ Allows customers to address many efficiency and comfort issues 
in their homes 

❖ Allows property owner to finance building improvements that 
might otherwise prevent energy efficiency work 

❖ Stakeholder group requested scan of other programs and/or a 
pilot program to determine best approach to encourage deeper, 
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❖ Lighting (day lighting, LED lighting) 

❖ Other measures (electric vehicle charging stations) 

❖ Renewable energy improvements (solar PV, solar 
thermal) 

❖ Nonenergy building performance improvements 
(asbestos abatement, attic fans/ventilation, bath fans, 
building code upgrades, building envelope repairs, 
chimney liners, duct sealing/repair, electric upgrades, 
lead abatement, mold abatement) 

❖ Any measure approved as a utility cost-saving 
measure 

❖ Whenever possible, measures should carry the 
ENERGY STAR® label and have documented energy 
savings in the Michigan Energy Measures Database 

more comprehensive work to support goal of maximizing energy 
savings 

Payment management 

❖ Prepayments—customers who wish to make 
additional payments on the loan shall pay the loan 
servicer directly 

❖ Partial payments—when a customer does not pay the 
full billing amount (energy charges and loan 
installment charges), the loan servicer will apply the 
payment to the energy charges first 

❖ Delinquent payments—customers will be given a 
seven-day grace period, after the initial payment due 
date, before the payment is considered delinquent. 
Late fees will not be assessed on the loan installment 
charge. 

❖ Defaults—a loan is considered in default if three 
consecutive billing cycles pass without full payment 
toward the loan installment charge 

❖ Disconnection—PA 408 and PA 342 allow 
participating utilities to disconnect service for 
nonpayment of loan installment charge in the same 
manner as disconnection for failure to pay energy 
charges. Home heating assistance grants should not 
be applied towards loan payments, 

❖ Statewide uniformity will aid in ease of adoption and 
administration. 

❖ Eases administrative tasks for utility, capital provider, and loan 
servicer (if different from capital provider) 

❖ Provides continuity to the loan servicer in program procedures 
between multiple utilities 

❖ The threat of utility disconnection for nonpayment is an effective 
deterrent of loan defaults 

❖ It is assumed a capital provider will agree to expanded 
underwriting criteria with this type of loan security  

❖ Supports expanding access to financing 

❖ Stakeholders agreed that prepayments should be made directly to 
loan servicer 



 

Roadmap for Implementing Michigan’s New Energy Policy:  36 
Final Grant Report 

Payments included for 
gas measures on 
electric bills or vice 
versa 

❖ When a customer has different utility service providers 
for electricity and natural gas, the loan installment 
charge is placed on the utility bill that corresponds to 
the measures providing the majority of the energy 
savings (e.g., if the majority of savings are coming from 
electric measures, then the loan installment charge will 
be placed on the electric utility bill)  

❖ Supports maximization of long-term reduction in energy use 

❖ Utility stakeholders suggested an administrative payment be 
provided to help defray the costs of providing payment collection 
services for another utility 

❖ Utility stakeholders suggested that a credit toward their energy 
waste reduction goals be provided if they are offering payment 
collection services for another utility 
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Phase Three—Implementation 

MPSC is currently working on updating customer billing rules, which are expected to be approved in 
October 2017. These new billing rules will accommodate the implementation of on-bill programs. MPSC 
plans to convene a broader group of stakeholders for a PA 342 rulemaking process. More conversations 
are expected to take place throughout 2017. This MPSC’s rulemaking process is not expected to be 
completed until April 2018.  

To continue the implementation plan for an on-bill program, the following actions are required: 

❖ Finalize program design elements. 

• Provide additional research on rental property eligibility. Review other on-bill programs to determine 
how those programs incorporate rental properties. Test any changes to the program design 
element in a pilot project. 

• Come to an agreement on the types of eligible improvements that will be allowed in an on-bill 
program. The types of eligible improvements are tied to the discussion on minimum loan amounts 
as well as the extent to which a home energy audit will be required. More clarity on eligible 
improvements will likely come after discussions with capital providers.  

❖ Identify several capital providers and begin discussions with these providers about participating in an 
on-bill program. Through these discussions, the team will seek solutions on the following questions: 

• Can the capital provider provide both loan origination and loan servicing? 

• How comfortable is the capital provider with alternative underwriting criteria that does not consider 
credit scoring? Would the underwriting criteria need to be changed for capital to be provided? If so, 
what changes would be necessary? 

• Would the capital provider require a credit enhancement to participate? If so, what type of credit 
enhancement would be desired? 

• How would the payment management design elements need to be adjusted to accommodate the 
capital provider? Could the loan installment payment be subordinate to the utility charges? Would 
a credit enhancement ease payment management concerns? How would loan collection 
procedures occur in the event of a default? 

• What interest rate would the capital provider propose? What loan term would the capital provider 
be comfortable with? Does the capital provider have any requirements for minimum and maximum 
loan amounts? 

❖ Contact several utilities to determine their interest in participating in an on-bill pilot program.  

• The pilot program could be used to test different program design elements, such as a multi-
measures approach, minimum/maximum loan amounts, the appropriate home energy audit level 
and payment procedures.  

❖ Develop a draft program implementation guide and share with stakeholders. 

• The guide will include a summary of the on-bill program; lending requirements; eligible 
improvements; contractor requirements; billing and payment process; quality assurance 
requirements; evaluation, measurement, and verification process; and marketing efforts. The draft 
program implementation guide is available in Appendix 17. 
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Appendix 1. Who’s Who 
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Appendix 2. Steering Committee Process 
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Appendix 3. Steering Committee and 
Stakeholder Meeting Dates 

Steering Committee Meetings 

❖ Meeting 1: December 22, 2014 

❖ Meeting 2: April 24, 2015 

❖ Meeting 3: May 22, 2015 

❖ Meeting 4: July 16, 2015 

❖ Meeting 5: August 12, 2015 

❖ Meeting 6: September 2, 2015 

❖ Meeting 7: October 6, 2015 

❖ Meeting 8: November 2, 2015 

❖ Meeting 9: December 4, 2015 

❖ Meeting 10: January 11, 2016 

❖ Meeting 11*: March 24, 2016 

❖ Meeting 12:  July 23, 2017 

Stakeholder Group Meetings  

❖ Meeting 1: August 3, 2015 

❖ Meeting 2: August 24, 2015 

❖ Meeting 3: September 21, 2015 

❖ Meeting 4: October 19, 2015 

❖ Meeting 5: November 16, 2015 

❖ Meeting 6: December 14, 2015 

❖ Meeting 7: February 22, 2016 

❖ Meeting 8: March 15, 2017 

❖ Meeting 9*: April 24, 2017 

❖ Meeting 10*: May 19, 2017 

  

                                                           
* On-bill financing meetings  
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Appendix 4. Roles and Responsibilities 
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Appendix 5. Detailed Survey Results  
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Appendix 6. Charge for Demand Response 
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Appendix 7. Visioning Questionnaire 
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Appendix 8. Vision and Recommendations 
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Appendix 9. DR Small Group Exercise 
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Appendix 10. DR Rate Design Worksheet 
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Appendix 11. Progress Report—DR 
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Appendix 12. Overview of DR in PA 341 and 342 
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Appendix 13. On-bill Stakeholder Meeting 
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Appendix 14. On-bill Financing Stakeholder List 
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Appendix 15. On-bill Presentation 
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Appendix 16. On-bill Program Goals 
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Appendix 17. Draft Implementation Guide 
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