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The Sierra Club applauds the Commission for its Summer 2000 Energy Efficiency Initiative and the many respondents who proposed worthwhile projects for Initiative funding. We find most, although not all, of the proposals worthy of support and encourage proponents of cost-effective measures that do not receive funding through the Initiative to seek financial support from other sources. The unenviable task before the Commission is to select those proposals that meet statutory guidelines for funding through the Public Goods Charge established in AB 1890 and also best respond to the electricity problems facing California. We hope that the Commission will find these comments useful as it makes its choices.

The Initiative’s goal is to use the funding available to maximize reductions in electrical demand in the near term, thereby putting downward pressure on electricity prices and improving reliability. We believe the most effective programs to accomplish this, consistent with the statutory guidelines, are programs that make significant improvements in California’s existing electricity-dependent infrastructure. There is an enormous amount of ageing, inefficient equipment in use in all sectors, and large energy savings are possible if this equipment were to be retired and replaced by modern efficient equipment now available. We believe that measures designed to modernize the state’s electricity-using infrastructure provide the most cost-effective means of achieving the Initiative’s goals. We believe that proposals for Initiative funds that accomplish this most cost-effectively should be given highest priority by the Commission.

Supply-side proposals do not satisfy the legislative intent of the Initiative funding

We emphasize that these comments should not be interpreted as an opinion on the merit of proposals. Indeed, we believe that most of the proposals should be pursued in some form. However, the Initiative’s source funds were earmarked by the Legislature specifically for “cost-effective energy efficiency and conservation” in the belief that these programs play a special role to “enhance system reliability”. (PUC code § 381(a) and (b).)

Accordingly, we believe that Initiative funds cannot be used for proposals to increase the production of electricity, however meritorious they may be. Moreover, given the high prices now being paid for energy and capacity in California, it seems unlikely that worthwhile supply-side projects could not obtain commercial financing, and we urge the proponents to pursue those avenues.

Load management proposals that may reduce peak demand but not net energy use also do not qualify for Initiative funding.

A large number of proposals involve mechanisms to shift loads off peak, thereby reducing peak capacity demands and peak energy prices. Such mechanisms, if proven effective, would improve demand responsiveness in the electricity markets and are strongly supported by the Sierra Club. However, we agree with the comments of NRDC in its response to a recent emergency filing by Southern California Edison for load shifting programs
, that peak shifting or load management programs without demonstrable net load reductions are not consistent with the legislative intent of the energy efficiency and conservation Public Goods Charge funding.

Again, we emphasize our belief that programs to improve consumer demand responsiveness to price signals are very valuable. Indeed, it is questionable whether the new California market can ever become stable without the responsiveness these programs are designed to provide. We are supportive of such programs that have been developed by the California Independent System Operator and of programs now being discussed by the Legislature. We note however, that many of these programs base their projected results on rather speculative estimates of consumer behavior. The Sierra Club believes these programs should be tested as pilot programs and consumer response verified before large amounts of public funds are invested in them. 

The Initiative should support energy efficiency and conservation proposals that address California’s existing infrastructure.

Energy efficiency and conservation programs take one of two basic approaches. One approach provides incentives for market participants to improve the efficiency of new equipment, buildings, etc., being acquired for the first time. The other is to offer incentives for market participants to reduce the use of old inefficient equipment through retirement, upgrades, or replacement with new equipment. Assuming that replaced old equipment does not merely cycle back into use through the used equipment market, both approaches have merit and have been widely used as publicly-funded energy efficiency programs. 

The first approach produces long-term results, since as equipment is retired or replaced in the normal course of business, more efficient units take their place. The drawback is that significant benefits accrue only over a long period of time. On the other hand, reducing the use of old energy-consuming infrastructure provides large and immediate benefits. Since the Initiative’s goal is to produce significant energy savings in the near term, the Commission should give highest priority to those proposals that focus on reducing the energy used by existing infrastructure.

Proposed measures should be evaluated individually

In recent years, PGC funding has been provided for measures that are not cost-effective, in spite of the statutory language that established the fund. The interpretation has been that so long as a package of measures is determined to be cost-effective, each individual measure need not be. We urge the Commission not to apply this rather creative interpretation of “cost-effective” to multiple measures that may have been proposed by a single participant, but to evaluate the costs and benefits of each measure individually.

Proposed measures that target areas of constraint or other problem areas should be given special consideration

Excess electrical demand is a statewide, and even regional, problem, but the troubling consequences are more acute in some areas of the state than in others. However, standard benefit/cost analysis has no mechanism to reward measures that address problem areas. In order for the Initiative to get the “biggest bang for the buck”, proposed measures that target problem areas should be given special consideration.

The Commission should minimize administrative and other overhead costs while providing adequate oversight.

In the interest of maximizing reductions in electric loads with the funds available, administrative and other overhead costs must be kept to a minimum. Several proposals suggest innovative administrative structures that reduce costs significantly, and other proposals may also benefit from administrative streamlining. The primary concern, of course, is that the promised reductions in electric loads are actually realized. However, we believe that administrative tasks and costs can be minimized, and we encourage the Commission to explore innovative administrative structures that do so.

The Commission should consider using its authority to increase PGC funding for cost-effective energy conservation.

The statutory funding level for PGC energy conservation programs is a floor, not a ceiling. During the AB 1890 debate on the size of the Public Goods Charge and the level of funding for energy conservation programs, Senator Peace and others argued strongly against capping the funding levels on the basis that “some day we may want to do more”. Every newspaper editorial on California’s electricity situation has recognized that such a day has arrived.

Moreover, since little progress on the supply-side is expected before summer 2001, electric loads are predicted to increase, and the condition of next spring’s hydroelectric resources is uncertain, reduction of electric loads by the summer 2001 is expected to be even more critical. After the Commission has identified Initiative proposals that will receive funding and implementation of these measures is underway, the Commission should give serious consideration to increasing PGC funds for energy conservation and instituting an “Initiative 2001” with these funds. With more time to prepare guidelines, solicit proposals and evaluate them, we believe a wider range of even better, more effective measures to reduce electric loads can be identified and instituted.

Conclusion

The value of energy conservation to the state’s welfare has never been more obvious. The Commission has correctly begun to “think outside the box” with the Summer 2000 Initiative by eliciting proposals from all parties to reduce electric loads. Regrettably, the sudden urgency of the Initiative has limited the response of qualified proposals. Nevertheless, the Commission has received several excellent proposals, not all of which can be funded with the monies available. We hope the guidelines discussed above are useful to the Commission in making its choices and that the measures chosen can be implemented as quickly as possible. 

Respectfully submitted,

___________________________





Richard B. Ferguson

Energy Chair

Sierra Club California
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� NRDC protest of Southern California Edison Advice Letters 1463-E, 1464-E, and 1465-E, July 20, 2000.
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