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July 9, 2010

Dave Mehl, Manager

Energy Section

California Air Resources Board

1001 I Street 
Sacramento, CA 95814 
 

RE:
Proposed Regulation for a California Renewable Electricity Standard
Dear Mr. Mehl:

Included herein are comments of the Division of Ratepayer Advocates (“DRA”), an independent consumer advocacy division of the California Public Utilities Commission (CPUC), regarding the Proposed Regulation for a California Renewable Electricity Standard (RES).  DRA acts as an independent voice for all state-regulated utility consumers in California, consistent with Section 309.5 of the Public Utilities Code, which requires DRA to represent and advocate on behalf of electric, gas, water, and communications customers in order to obtain the lowest possible rate for utility service consistent with safe and reliable service levels.  DRA’s mission includes advocating for consumer and environmental protections in connection with utility service. 

A. INTRODUCTION

DRA supports the state’s goal of increasing the amount of renewable energy at the lowest cost to ratepayers.  To accomplish this goal, DRA proposes amendments to the Air Resources Board’s (ARB’s) Proposed Regulation to ensure that RES costs are transparent and that costs and implementation challenges are reviewed periodically and modified as necessary. A periodic review of the state’s renewable energy goal  will not only provide accountability for the costs associated with procuring renewables, but would also encourage integration between RES and Greenhouse Gas program goals to ensure that both of these program goals are achieved in the most cost effective manner.   

As further detailed below, DRA recommends that any regulations enacted pursuant to Executive Order S-21-09 include cost transparency measures and cost control mechanisms to inform policy makers of the financial impacts of implementing the regulations.  Cost-control mechanisms should include the establishment of a market benchmark to compare the price of renewable energy alternatives to conventional energy and flexible compliance rules, similar to those adopted in SB 14 and AB 64.  

SUMMARY OF RECOMMENDATIONS

· ARB should adopt a price cap for renewable energy credits (RECs).

· Covered entities should be afforded a flexible compliance period of 5 years. 

· ARB should adopt an annual procurement limit that equals 6 percent of the retail seller’s total system annual revenue requirement.

ARB should work with the CPUC to establish a renewable price benchmark.

B. SPECIFIC COMMENTS 

RES Compliance

DRA supports ARB’s Proposed Regulation to link renewable procurement and greenhouse gas reduction in the RES program design.  Specifically, DRA supports making the compliance obligation in terms of MWh renewable procurement requirement similar to the current RPS program.  

Renewable Energy Credits (RECs)

 DRA supports the use of RECs for RES compliance assuming that the RECs are from certified renewable resources located within the Western Electricity Coordinating Council (WECC) and that they achieve the goals of the RES at the lowest possible cost.   Permitting cost-effective RECs for RES compliance can help offset the high costs of instate renewable development and allow regulated parties overcome shortfalls in annual RES compliance targets.  Short-term REC contracts can also provide low-cost RES compliance while regulated parties are waiting for projects to come online.   However, DRA strongly supports a price cap for RECs, especially during the initial period of RES regulation.  

DRA recommends that ARB set a reasonable REC price cap, and then gauge the market reaction during its proposed regulatory reviews in 2013, 2016, and 2018.  DRA recommends a price cap of $50/REC, which is the same as the price cap adopted by the CPUC in Decision 10-03-021 for the 20% RPS requirement.  Like any new market, there is a learning curve as market participants and regulators learn how to manage risk and uncertainty in the marketplace. A price cap for RECs will protect ratepayers from paying exorbitant prices in what is essentially an undeveloped market.  

Furthermore, DRA recommends that ARB collaborate with the CEC and CPUC to review the following issues during its regulation review periods:  

· Whether to limit the length of REC-only contracts;

· Whether unlimited banking of RECs should be allowed;

· How REC prices are affecting the prices of bundled renewable energy contract prices;

· Whether the (Western Renewable Energy Generation Information System) WREGIS is effectively tracking REC usage;

· The impact of other state/regional/ federal renewable policies;

· The efficacy of WREGIS in protecting against double-counting; 

· Where and how RECs result in increased renewable market liquidity as evidenced by increased construction of new renewable energy facilities: and 

· How the cost and benefits of RECs compare with bundled renewable energy contract prices.

Flexible Compliance

The CPUC’s Decisions 06-10-050 and 08-02-008 adopted reporting and compliance requirements for the RPS program that included flexible compliance rules.  The RPS rules allow load-serving entities to apply excess renewable procurement to subsequent years, or to make up inadequate procurement in one year within no more than the following three years.  DRA believes that flexible compliance allows utilities to purchase the most cost-effective renewable power at times when the market is most favorable for ratepayers. In addition, a hard compliance deadline drives up renewable prices in the marketplace and forces the utilities, and subsequently their ratepayers, to pay higher prices for RPS-compliant resources.  DRA supports flexible compliance to afford covered entities the ability to take advantage of optimal times in the renewable market, to protect ratepayers from paying for high-priced renewable resources, and to avoid the creation of upward price pressure associated with a hard deadline for compliance.

It is worth noting that the increase from the 20 percent RPS goal to the 33 percent RES goal is more than a 13 percent increase.  The June 2009 33% RPS Implementation Analysis Preliminary Results by the CPUC’s Energy Division indicates that it will be very difficult to reach 33% renewables by 2020.  According to the CEC’s Energy Demand 2010-2020 Adopted Forecast,
 the total load demand in 2010 is 290,567 GWh, which would require about 58,111 GWh of renewable generation based on the 20 percent RPS goal.  The forecasted load demand in the year 2020 is 326,882 GWh, which would require 107,871.2 GWh of renewable based on the 33 percent RES goal.  In other words, the projected growth in electricity load between 2010 and 2020, along with the increase in the renewable requirement, will require covered entities to increase the amount of renewables they purchase by approximately 86 percent.

Therefore, in order to provide a reasonable framework for achieving the 33% renewable goal, DRA recommends that ARB adopt a flexible compliance provision of 5 years to provide covered entities with sufficient time to overcome market and implementation barriers.   Allowing for a flexible compliance period of five years will: 

· Help reduce the inherent market power created as a result of the 33% RES further constraining resource options. 

· Allow more procurement of renewable resources during optimal market conditions, thereby protecting ratepayers from unnecessary costs. 

· Avoid adhere to “hard targets” for RES compliance 

Cost Curtailment 

DRA recommends the establishment of a cost control mechanism for the RES program in the event that the costs of meeting RES requirements impose unnecessary burdens on ratepayers. DRA recommends making program costs transparent by requiring utilities to include all of the direct and indirect costs associated with achieving RES goals in their Annual Compliance Report.  DRA recommends that, on an annual basis, retail sellers should be relieved of the requirement to meet their RES obligation if their expenditures on RES procurement (including indirect, integration, and transmission upgrade costs) exceed 6% of their total annual energy procurement costs for each utility. 

DRA also recommends that ARB work with the CPUC to establish a renewable price benchmark, similar to the current Market Price Referent (MPR) that applies to the 20% RPS program.  The renewable price benchmark should be developed by including all costs associated with RES implementation, such as transmission costs, integration costs and the market price of conventional energy that would be used in place of renewables.  The renewable price benchmark could then be compared to the market prices for renewable generation offered through a solicitation, a bilateral negotiation process, or a proposal for utility-owned generation to determine the relative cost effectiveness of any given renewable project. 
The current MPR is used as a benchmark to compare the cost of renewable products to the price of products with similar characteristics available in the market. DRA’s proposed renewable price benchmark will provide a similar tool for assessing the cost effectiveness of any given renewable project, and will provide the following:    
· The basis for the price for power received from small generators that sell excess power to the utilities through feed-in tariffs; 
· A mechanism to stabilize renewable prices so that the RES can be achieved at the lowest possible cost to customers; 
· Negotiating leverage for retail sellers to enable them to secure the best possible prices for new renewable resources; and
· A tool for non-market participants such as DRA, to evaluate the cost effectiveness of specific renewable projects. 

By adopting DRA’s proposed requirements, ARB would balance the benefits of increasing renewable energy with effective ways to protect consumers from excessive renewable costs.  This is especially important when renewable costs have proven to be significant and will be borne by utility ratepayers.  

C. CONCLUSION 

DRA is confident that the 33 percent renewable goal can be achieved within a framework that includes ratepayer protections.  DRA urges ARB to adopt DRA’s recommendations to institute a $50 price cap for RECs, allow for a 5-year flexible compliance period, adopt an annual renewable procurement limit equal to 6% of the retail seller’s annual revenue requirement and work with the CPUC to establish a renewable price benchmark. 

If you have any questions or would like to discuss this matter further, please call Rahmon Momoh at (415) 703-1725.

Respectfully,

____________/s/______________

Cynthia Walker, Program Manager

Electric Planning and Policy Branch

Division of Ratepayer Advocates

cc:  
Gary Collord, ARB Energy Section



Diana L. Lee, DRA Legal Division 

�. http://www.energy.ca.gov/2009publications/CEC-200-2009-012/CEC-200-2009-012-SD.PDF
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