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BEFORE THE PUBLIC UTILITIES COMMISSION 

OF THE STATE OF CALIFORNIA

	Order Instituting Rulemaking Regarding Policies, Procedures and Incentives for Distributed Generation and Distributed Energy Resources.
	             Rulemaking 04-03-017

(Filed March 16, 2004)


WORKSHOP PROPOSAL OF THE AMERICANS FOR SOLAR POWER 

ON PERFORMANCE-BASED INCENTIVES

FOR THE CALIFORNIA SOLAR INITIATIVE PROGRAM
The Americans for Solar Power (ASPv)
 respectfully submit this proposal in response to the Administrative Law Judge’s (ALJ’s) Ruling Scheduling Workshop on Performance-Based Incentives (PBI) for the California Solar Initiative (CSI) Program issued on February 3, 2006.  In addition to scheduling a workshop on March 16, 2006 to address PBI issues in the CSI Program, this ruling also provided parties the opportunity to electronically serve proposals by February 24, 2006.
  This proposal has been served pursuant to that ruling.
INTRODUCTION


On January 12, 2006, the California Public Utilities Commission (Commission issued Decision (D.) 06-01-024 in this proceeding.  D.06-01-024 adopts the policies, program elements, and funding for the CSI Program.  As part of those policies, the Commission, in Section VI of D.06-01-024, entitled “Structure of Incentives – Capacity Based, Performance Based, and Auctions concludes that PBIs “recognize good project performance by paying the project owner on the basis of energy production levels” and that “[s]uch a performance-based incentive structure would promote not only installation of solar projects but also their efficient operation.”
  The Commission, however, also recognized that that “the record in this proceeding does not provide enough information and analysis to adopt a performance-based incentive structure today”
 and, as a result, workshops would be needed to resolve some of the issues related to PBI.

As stated above, on November 10, 2005, ASPv filed a motion in R.04-03-017 for consideration of its PBI proposal. On November 22, 2005, by e-mail ALJ Malcolm ruled that While the motion would not be accepted for filing because “[t]his matter is currently under consideration in the proceeding and [would] requir[e] the redundant efforts of the parties and Commission staff.”
  The ALJ indicated, however, that the Commission “appreciate[d] ASPV’s initiative in this area.”
    With the issuance of D.06-01-024, the initial consideration of PBI by the Commission has been completed, and the Commission is clearly prepared to move forward with the kind of “analysis” contained in ASPv’s original motion.  

ASPv remains committed to its initial performance based incentive (PBI) proposal, which was filed as a motion before the CPUC and CEC on November 10, 2005.  Interested parties may refer to ASPv’s web site at www.aspv.org for a copy of the motion, as well as of the underlying detailed spreadsheet.  This transparent spreadsheet can be downloaded and easily modified to gain a better understanding of ASPv's proposed incentive structure.

For ASPv, PBI is about industry accountability.  The Commission’s California Solar Initiative (CSI) decision through its $3.2 billion fund creates a huge opportunity for sustained and orderly development of solar technologies.  We need to make sure that California’s ratepayers are investing in a long-term, sustainable program that is based on rewarding system output, cost reduction, and innovation.  ASPv believes that if incentives are tied to performance rather than to initial capital cost, a PBI structure will save money over time since the ratepayers are providing incentives only for the electricity or thermal energy produced by a solar technology system. 

There is no question that solar technologies are capital-intensive and that they will always have up-front investment cost barriers.  Solar technology customers are not only buying the installed solar system up-front, they are also in essence buying all of the fuel over the life of the project up-front.  If a solar purchase is compared to a car purchase, the customer is not only buying the car but is also purchasing up-front all of the gasoline that will be used in the car over its useful life.  The other reality of all solar technologies is that orientation, design, installation and shading significantly impact the amount of electricity or thermal energy produced by a solar system over time.  The CSI incentives simply must take these realities into account or risk sup-optimal use of ratepayer funds. 


I.   ASPv’s Goals for the California Solar Initiative (CSI).
The PV industry goal in proposing a long-term sustainable incentive program was based on an anticipated increase in market volume of 30 percent in each year of the program.  With this scale-up involved, ASPv believes that the levelized cost of electricity generated using PV can become competitive with retail electricity rates within a decade and PV will no longer have to rely on ratepayer-funded incentives.  The PV industry proposed a declining rebate structure based on both the extension of retail net metering and ownership of the renewable energy credits (RECs).  In the future, ASPv envisions a transparent solar market where REC ownership and retail net metering are combined with a solar tariff structure that reflects the value of solar distributed generation.  If such a program proves successful, there will be ultimately no need for further ratepayer-funded incentives.  By 2017, ASPV's goal is for solar technologies to be ubiquitous throughout California.  ASPv envisions 3,000 MW of PV that is installed not just in the higher end “90210” area codes but across all zip codes in the state—in retrofit and newly constructed affordable housing, low-income housing, schools, hospitals, and businesses across the state.  Within the residential, commercial and industrial markets important synergies such as energy efficiency measures would routinely be installed to capture the benefits of zero energy buildings (ZEB).  The finance community would view distributed PV and ZEB as standard practice.

To obtain this vision of the future, the CSI program must provide sustainable but not overly rich customer incentives over time.  We must ensure that the incentive structure does not lead to higher installation costs and that there are adequate rates of return over time as the CSI program moves the emerging PV and other solar technologies to retail competitiveness.  The CSI program that provides up to $3.2 billion of ratepayer incentives must be carefully designed, and must provide open and transparent program and utility system data to encourage reasoned analysis over time.  Over the life of the CSI program, program adjustments will clearly be required. The reality of the solar market place is that not all customers are informed consumers, nor do they necessarily understand the workings of energy and electricity markets.  There are, for instance, customer pressures to install solar under trees, or on east- or north-facing roofs where solar output is not optimal.  As we design the CSI program’s incentive structure, we need to make sure that these market pressures are addressed, to ensure that the ratepayers' investment in solar technologies ensures near-optimal performance.

ASPv believes that incentive structures that reward performance are economically superior to capacity based incentives (CBI) for large commercial customers.  ASPv believes that the PBI structure:  (1) encourages electrical systems output; (2) rewards innovation and cost reduction; and, (3) protects ratepayer investment.  As the SGIP program’s Itron report points out, solar systems installed to-date have focused on less-than-optimal output because there are no incentives to do better.  ASPv believes that this is a critical problem.  The CSI program must switch to an incentive structure where dollars and brains will be invested in innovation and cost reduction.  The CSI program needs an incentive structure that encourages the best opportunity for success---where PV is installed on the best roofs, with the best solar resource, and offsetting the best (i.e., highest) retail electricity rates.  ASPv believes that it is very important for the CPUC to fully evaluate all incentive options, to make sure that the CSI program is capable of fully capturing the value of tax credits, to ensure payback of systems in the seven- to ten-year time frame.  While low cost financing may be initially helpful in addressing the concerns of the financial community, ASPv believes that another financial product that makes provision for shortfalls in PV electrical output may be a better approach.

II.
ASPv’s Goals for the Commission PBI Workshop

ASPv is looking forward to participating in the Commission’s upcoming PBI workshop.  We are hopeful that all incentive structures will be carefully evaluated and considered though an open and candid exchange among all the parties.  We would like to see the analytical record on incentive structures expanded as a result of this workshop.  ASPv’s goals for the process are to develop the best incentive structure for the CSI program, an incentive structure that will ensure performance and work for the industry, customers, and the financial community while ensuring that the substantial investment from ratepayers is seen as a wise investment over time.  


Careful consideration of the hybrid incentive structure should be made.  ASPv believes that this approach may prove to be more complex and more costly in terms of administration than a straight PBI structure.  ASPv's primary caution is that such a hybrid approach may make performance a fringe issue rather than a key objective.  While a hybrid incentive structure may be superficially attractive as a “compromise,” ASPv believes that hybrid programs potentially risk producing “reverse synergy” that combine the worst attributes of both types of incentive programs rather than the best. 

ASPV is hopeful that the Commission, through the workshop process, can develop the best incentive program for the CSI program.  There is likely to be a need for periodic program adjustment, as there is always room for improvement.  Somehow we need to strike a balance between the resistance to change, the desire for up-front consumer incentives, and the absolute need to ensure performance.  It is in search of this balance that ASPv is suggesting some additional incentive scenarios for consideration in the upcoming workshop. 

II. Additional ASPv Incentive Scenarios for Workshop Consideration

ASPv understands that change is difficult in any industry, and especially in the very difficult and complex market of solar distributed generation.  As stated previously, ASPv believes that now is the time to make the transition from capacity-based incentives to PBI for large commercial solar customers.  ASPv is hopeful that a pure PBI approach will be available to large commercial solar customers beginning January 1, 2007.  ASPv also believes that if an incentive structure is not developed for the CSI program that ensures system output (i.e., performance), that the CSI program will fail and, perhaps more importantly, that California’s ratepayers will never have an opportunity to see solar PV as a competitive and ubiquitous technology throughout the state.


With these strong views in mind, ASPv recommends the following incentive structure for consideration.  ASPv proposes to divide the commercial component of the CSI program into two distinct size categories: 1) commercial PV systems sized above 100 kW, and 2) commercial PV systems sized under 100 kW.  At the present time, approximately 75 percent of the SGIP program’s installed PV systems are sized 100 kW or larger.  

For larger commercial projects, above 100 kW, ASPv recommends a pure PBI structure, as proposed in ASPv’s November 10, 2005 motion, with an initial-year PBI that would start incentives at 49.5 cents per kWh.  ASPv believes that most of these larger commercial systems are financed today.   ASPv must emphasize that the PBI structure as originally proposed by PBI can only be successful if the incentives are structured through fixed contracts over the life of the ten-year payment stream.

For PV systems sized below 100 kW, ASPv suggests either of the following two options for consideration:  1) a modified capacity-based incentive (CBI) structure where the incentive level can vary based on the system's conformance to design, orientation, installation and shading standards, or 2) a customer choice of either a pure PBI structure as proposed by ASPv or the modified CBI structure as identified in 1) above.  For those customers who choose to “opt in” to a pure PBI structure, their incentives (which would also start at 49.5 cents per kWh) could provide a slightly higher financial incentive and rate of return in order to accommodate the customer’s higher long-term discount rate and to account for the performance risk of the installed system. 

ASPv believes that low interest loans could be useful in the initial years of PBI implementation and transition, both from a customer and financial institution perspective.  The Germans in their PV feed-in tariff program (a PBI structure) included low cost financing in their incentive package during the initial years of their program.  Another approach that ASPv believes should be considered is to set up a revolving fund that financially certifies PV system output.  This certification/performance fund would help provide confidence to the financial community about financial results that depend on PV system performance.  Such a fund would create a financial product that would help the layperson distinguish between the good and bad performing systems up-front, before they will “factor the receivables” at a reasonable discount rate.  The fund would be designed to provide the banker with a credible financial performance certification.

ASPv has not fully developed this revolving fund certification program.  We do believe that the Commission or the non-profit program administrator could “certify” the system output.  To keep things manageable, this effort should not require a detailed precise analysis of small systems but be based on the design, orientation, installation and shading standards discussed above.  For larger systems, a more-detailed analysis would be required

This revolving fund certification program would help finance some systems in the first couple years of the CSI program.   The loan portfolio could be taken out in a secondary market by the Fannie Mae equivalent to replenish the fund. We view this fund as being set up for only the first couple of years of the CSI program.  We believe that it could helpful in seeding the privatization /integration process for performance based solar in the commercial finance world.

IV.
Provisions for Solar Thermal should be Included in the Incentive Structure Adopted by the Commission for the CSI

While these CSI program incentive structure comments are focused primarily on PV, ASPv strongly supports the Commission’s efforts to provide incentives for solar thermal space cooling, space heating, and industrial processes, as long as such incentives are based on performance.  Please see Appendix A for an initial discussion on solar thermal performance issues that ASPv believes the Commission should address in the very near future, since there appears to be some confusion between the role of the SDREO pilot and the Commission’s scheduled workshop on non-PV technologies.

V. PowerClerk should be Required in the CSI Program

ASPv remains convinced that the use of the PowerClerk application processing and data accumulation wed-based system is critical to the success of the CSI program.  PowerClerk can be modified to accommodate the CSI program needs, including PBI and energy efficiency incentives.  

CONCLUSION


ASPv looks forward to working with the Commission and other parties on the issue of PBI in the CSI at the upcoming workshops. 
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� ASPv is an organization made up of a team of the nation’s foremost companies, leaders, experts, and advocates having an extensive background in photovoltaic (PV) solar energy and a dedication to the advancement of the U.S. market.  The companies that make up ASPv include: First Solar, LLC; BP Solar; Kyocera Solar, Inc.; Sun Power & Geothermal Energy Corporation; Sanyo Energy (USA) Corporation; Ballard Power Systems; Sun Edison, LLC; Renewable Ventures LLC; and SMA America, Inc.  ASPv is committed to making on-site solar power economic, accessible, and convenient for American electricity consumers.


� It should be noted that ASPv filed a PBI Proposal in R04-03-017 on November 10, 2005.  The following proposal is similar to the November 10 proposal with a few additions and changes.


� D.06-01-024 at p. 21. 


� Id. at p. 22.


� ALJ’s E-Mail Ruling, November 22, 2006. 


� Id.
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