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Comments

One of the reasons for the existence of Efficiency Maine enumerated in statute is “Using cost-effective
energy efficiency investments to reduce greenhouse gas emissions.” One crucial aspect of determining
cost-effectiveness in this context is the choice of the discount rate, the device used to allow the
comparison of present and future benefits and costs.

As now recognized by the economics profession discount rates used for dealing with long-lived problems
such as climate change should be different from discount rates used in other settings. The proposed
Efficiency Maine Rule violates this new understanding, by ignoring this difference. According to Chapter 3
of the Trust’s proposed rules, the discount rate used for electric utility procurement-funded measures is
8.5%, adjusted for inflation.
While the theoretical basis for this difference is beyond (indeed well beyond) the scope of comments like
these, it is easy to understand the practical implications.

To make the implications as clear as possible consider a 2015 survey of over 200 experts on the
appropriate rates to be used in an environment (such as climate change) with long-lived consequences.
This survey finds a mean recommended rate is 2.27 percent, with a range from 0 to 10 percent. Despite
disagreement on point values, more than three-quarters of experts were comfortable with the median rate
of 2 percent, and over 90 percent find a rate in the range of 1 to 3 percent acceptable. These rates are,
as expected, lower than rates proposed for projects with normal (not long-lived) consequences. From my
perspective the proposed discount rate used by Efficiency Maine (8 ½ %) ignores the latest knowledge
and would represent a step in the wrong direction.

To take one example of a state that is making a better choice, Massachusetts Program Administrators
use a discount rate equal to the twelve-month average of the historical yields from the ten-year Treasury
note, using the previous calendar year to determine the twelve-month average Treasury note yield. As of
July 31of year this number was 2.62%. 

The result of choosing to use an excessively high discount rate means that the Trust will necessarily
invest in less energy efficiency than would actually be cost effective. This mistake will make the state
more vulnerable and more dependent on both the costs of imported fuels and the volatility of imported
fuel prices, while Massachusetts and other neighboring states that are using a more correct discount rate
will be better insulated from both.

The attached document includes the full documentation for these comments.
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One of the reasons for the existence of Efficiency Maine enumerated in statute is “Using cost-
effective energy efficiency investments to reduce greenhouse gas emissions.”1 One crucial 
aspect of determining cost-effectiveness in this context is the choice of the discount rate, the 
device used to allow the comparison of present and future benefits and costs. 

As now recognized by the economics profession discount rates used for dealing with long-lived 
problems such as climate change should be different from discount rates used in other settings. 
The proposed Efficiency Maine Rule violates this new understanding, by ignoring this 
difference. According to Chapter 3 of the Trust’s proposed rules, the discount rate used for 
electric utility procurement-funded measures is 8.5%, adjusted for inflation. 

 While the theoretical basis for this difference is beyond (indeed well beyond) the scope of 
comments like these, it is easy to understand the practical implications. 

To make the implications as clear as possible consider a 2015 survey of over 200 “genuine 
experts”2 on the appropriate rates to be used in an environment (such as climate change) with 
long-lived consequences.  This survey finds a mean recommended rate is 2.27 percent, with a 
range from 0 to 10 percent. Despite disagreement on point values, more than three-quarters of 
experts were comfortable with the median rate of 2 percent, and over 90 percent find a rate in 
the range of 1 to 3 percent acceptable. These rates are, as expected, lower than rates proposed 
for projects with normal (not long-lived) consequences. From my perspective the proposed 
discount rate used by Efficiency Maine (8 ½ %) ignores the latest knowledge and would 
represent a step in the wrong direction. 

To take one example of a state that is making a better choice, Massachusetts Program 
Administrators use a discount rate equal to the twelve-month average of the historical yields 
from the ten-year Treasury note, using the previous calendar year to determine the twelve-
month average Treasury note yield. As of July 31of year this number was 2.62%.3 

The result of choosing to use an excessively high discount rate means that the Trust will 
necessarily invest in less energy efficiency than would actually be cost effective. This mistake 
will make the state more vulnerable and more dependent on both the costs of imported fuels 
and the volatility of imported fuel prices, while Massachusetts and other neighboring states 
that are using a more correct discount rate will be better insulated from both. 
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1 35-A-MRSA §10103(1)(B) 
2  Moritz Drupp, Mark Freeman, Ben Groom and Frikk Nesje (2015, Grantham Research Institute on Climate 
Change and the Environment Working Paper No. 172. ( currently in submission). 
3 https://www.mass.gov/files/2017-07/Order_DPU%2009-116%20thru%2009-120%20%281%2028%2010%29.pdf 


