COMMENTS OF THE

OFFICE OF RATEPAYER ADVOCATES (ORA)

ON

DEMAND MANAGEMENT,

ENERGY EFFICIENCY, and

DISTRIBUTED GENERATION 

PROGRAMS

REGINA BIRDSELL

DIRECTOR, ORA

JOINT (CPUC, CPA, CEC) MEETING

Friday, June 7, 2002

Edmund G. “Pat” Brown Building

Auditorium

505 Van Ness Avenue

San Francisco

9:30 – 12:30

OVERVIEW

ORA welcomes the decision of the CPUC, the CPA, and the CEC to hold this Joint Meeting and appreciates the opportunity to provide ORA’s perspective on the set of demand-side programs currently being offered to the consumers of electricity and natural gas provided by the electric and natural gas distribution companies regulated by the CPUC. ORA considers the joint meeting to be a healthy step toward better coordination among agencies and looks forward to more of such meetings as they provide the ratepaying public with access to the agencies as they work together to provide demand-side opportunities for Californians.  
In general terms, ORA believes that the state of California is currently offering too many choices to consumers with insufficient oversight by too many state or quasi-state agencies resulting in unnecessary confusion and expense. Currently (Program Year 2002) consumers are attempting to make decisions to respond to high energy prices and continuing threats to reliable energy service. Those consumers, and the entities that are trying to assist them, cannot help but be frustrated in trying to make the “right choice(s)” to manage their demand or make decisions to self-generate.  

Events of recent weeks -- notably the widely reported wholesale market manipulation efforts by Enron and other energy providers  -- have made the situation for California consumers worse, not better, in terms of consumer awareness about what to expect, and what, exactly they can do to reduce their electricity and natural gas bills. In an effort to contribute to the process of resurrecting and maintaining meaningful choices regarding various demand-side options, ORA offers concerns and recommendations regarding the three areas of demand management, energy efficiency, and distributed generation.
  

DEMAND MANAGEMENT

The urgent need to manage load resulted in a proliferation of multiple demand management programs.  These programs were designed and operate with minimal coordination. Demand management offers valuable options to some customers, and planning and operational value to the system. ORA’s primary concern is to see that both the resource and customer value is consistently realized.

Many of  the existing 39 programs could eventually be replaced with one program -- the establishment of rates that reflect the reality that the cost of electricity varies both over the course of a day and from one day to the next.  The various agencies should adopt this as a long-term policy direction, and proceed to effect a transition with all due speed.  To realize this policy, existing real time metering infrastructure needs to be used, and needs to be expanded.  The CPUC should quickly require that customers who already have real time metering have real time rates or otherwise have dynamic rate options.  The CPUC should issue the Metering OIR, which has now been held for several meetings.  As each of the existing programs is reviewed, that review should explicitly consider a rate program as a substitute.

The demand management set of programs, as described in the various tables provided for reference at this Joint Meeting
, represent a mixture of: (a) “load management” programs administered by the vertically integrated electric utilities in the 1980’s and early 1990’s and resurrected in PY2000 and PY 2001 in the context of the Rolling Blackout Program regime of the California Independent System Operator (CAISO); and (b) “new programs” such as the CPUC’s “demand responsiveness” program in response to 2000 legislation, various CEC initiatives in response to recent legislation and FY 2001/2002, the CPA’s efforts to help finance “demand responsiveness activities,” and CAISO’s “ancillary services” efforts, and the 20/20 program.

The common denominator of these programs is that they are intended to encourage consumers either to shift consumption patterns from periods of system or regional peak demand to off-peak periods, or to temporarily reduce load on the central grid by reducing use of energy using equipment (e.g., reduce lighting and/or appliance usage, raise temperature settings on cooling equipment, sending employees home, cutting back on production) during periods of peak demand.  In addition, these programs are intended to be “activated” only during periods of perceived or real supply/demand imbalances, and are sometimes tied directly the to the ISO's measurement of reserve margins.

ORA’s concerns regarding this group of programs are multiple, including:

1. The potential for double counting (from a planning perspective), double dipping (from a participation perspective) and the lack of accountability (from an ex post verification and cost-effectiveness perspective) are potential problems.  The extent any double counting/dipping opportunities is unknown, and abuse may come more from single dipping of customers who sign up for the interruptible tariff with the expectation of never having to curtail.  

2. Most of these offerings are necessarily going to be more attractive to large, non-residential consumers.
3. Any ability to minimize the problems above will require routine efforts of coordination between public agencies (the CPUC, the CEC, and the CPA), quasi-public agencies (the CAISO, and the Electricity Oversight Board), and the investor-owned Utility Distribution Companies (UDCs).  Positive steps the agencies could jointly take include synchronization of views about the future:  demand growth, gas prices, etc., use of a common methodology for ascertaining program cost-effectiveness, and agreement as to a forum for ex-post review of program performance.  


ORA recognizes that most, if not all, of the demand management programs are intended to be activated only in time periods and years in which conditions of tight reserve margins are expected. Determining when those conditions exist, however, has become more, not less, difficult. Most of the 39 demand management programs can --and should -- be replaced by establishing tariffs that more accurately reflect the reality that the cost of electricity varies both over the course of a day and from one day to the next. By sending consumers the correct price signal, most of the accounting and administration problems associated with most of the demand management programs can be avoided. A better pricing structure will also establish a more meaningful and effective basis for which consumers can make better choices regarding investments in energy efficiency measures and self-generation products.

In the meantime, ORA hopes that the various demand management programs will be administered efficiently and effectively, and regularly assessed for relative cost effectiveness, using cost-effectiveness procedures that are applied to the other two categories of demand-side choices -- energy efficiency and self-generation. ORA believes that the most effective means of assessing the actual costs and actual benefits of the demand response programs that are paid for by ratepayers is the same annual proceeding where the CPUC has assessed and verified the costs, benefits and cost-effectiveness of energy efficiency programs.
  

ENERGY EFFICIENCY

Energy efficiency programs, as described in the various tables provided for reference at this Joint Meeting
, represent a mixture of: (a) the two elements of the “public goods charge” established via deregulation legislation and designated for the CPUC to act as public administrator (the Low Income Energy Efficiency, or LIEE, program, and the Energy Efficiency Public Purpose Program, or EEPPP); (b) various “programs” which provided “supplementary” funding from FY2000-01-02 one-time appropriations, with numerous state agencies given a public administrator role; (c) on-going CEC “grants and loans” programs to help finance energy efficiency measures in designated customer markets; (d) on-going and new bond-funding for energy efficiency projects in designated customer markets.
  

The common denominator of energy efficiency programs is that they are intended to promote (via information and financial assistance) investments in “traditional energy efficiency measures” (such as high efficiency lighting and appliances) that should reduce energy consumption for many hours of the day for most months of the year, and for many years. 

ORA’s concerns about energy efficiency programs are different from those noted for “demand-management.”  These programs, the bulk of which have been administered by the UDCs and regulated by the terms and conditions set by the CPUC, have a “track-record” in terms of such key regulatory oversight as: standardized reporting requirements; standardized procedures for establishing costs, benefits, and cost-effectiveness; and a designated annual evidentiary hearing whereby reported costs and benefits are subject to verification. 

On a moving forward basis, ORA’s concerns regarding the energy efficiency programs revolve around such matters as:
 

1. The declining potential of additional efficiency investments as a “resource option”; 

2. The declining cost-effectiveness of these measures relative to other resource options; 

3. Increasing costs of program administration associated with continued reliance on the UDCs to serve as program administrators; and,

4. Potential market power associated with potentially dominant market share positions of the most successful Energy Efficiency Service Providers (EESPs) in at least some parts of the state, in likely non-compliance with CPUC Energy Efficiency Policy Rules that limit “market share” to no more than 25%.

Energy efficiency choices---and the billions of dollars to provide financial assistance to consumers to invest in high efficiency equipment---have been a mainstay in California for well over two decades.  In the near term (i.e., the new few years) additional energy efficiency programs can be expected to continue to contribute to re-establishing supply-demand equilibrium. Continued, on going, ex post verification of reported costs and benefits, using standard and common procedures for cost-effectiveness, will be necessary.

DISTRIBUTED GENERATION
 

Distributed generation, as defined by CPUC decisions, consists of two primary parts: (a) small scale generation equipment located on “the utility side of the meter” (e.g., at substations); and (b) small scale generation equipment located on “the customer side of the meter” (i.e., on/in a customer’s building or property, with electricity produced being used primarily to self-provide electricity). 

Distributed generation programs, as described in the various tables provided for reference at this Joint Meeting, consist of the self-generation subset of “DG” projects and programs, more specifically: (a) the CPUC’s Self-Generation Program (established by AB970, 2000, and “rolled out” in July, 2001); (b) the “emerging technologies” element of the CEC’s “renewable public purpose program” (established as one of the two CEC administered “public goods charge programs” in AB1890); (c) an element of the CEC grants and loans program; (d) a portion of the bond financing instruments of the DGS and the CPA.

ORA believes that self-generation provides consumers with a choice that can fundamentally reverse the traditional relationship between providers and users of electricity -- consumers become producers and providers of their own electrical needs, and (typically) depend on the central grid only for backup. In instances involving net metering, consumers with self-generation systems can sell any surplus electricity into the central grid, thereby further contributing to state’s supply of electricity available to consumers who remain dependent on the central grid. 

The 2000-2001 energy crisis prompted a variety of measures that represent strong policy support for self-generation technologies such as solar (photovoltaics) and combined heat and power (CHP) systems (e.g., fuel cells and turbines).    At this time, however, several regulatory barriers remain, and, in ORA’s view should be addressed:

1. The “commercialization” requirement in the CPUC’s Self-Generation Program; 

2. Potentially excessive “exit fees,” “standby charges,” or “interconnection fees;”

3. Ambiguities regarding the “co-financing” self-generation projects via rebates (which pay for a portion of the installed cost) and “loans” (e.g., the CPA’s bonds) to pay for the portion of the system cost that is not covered by the rebate;

4. Ambiguities regarding the price to be paid for any surplus electricity sold to the grid operators.

Most of these remaining barriers have been addressed in recent legislation, CPUC proceedings, or both. Based on ORA's review of the self-generation industry, potential investors in self-generation equipment are not sufficiently confident that California will establish a stable investment climate for further growth in self-generation.  Ongoing policy and program coordination among the CPUC, the CPA and the CEC, including a commitment to resolve the regulatory barriers above, is a critical step to the future.

Regulators and consumers also need greater assurances that self-generation products being installed with the financial assistance of ratepayers are performing and that costs and benefits of these projects, in aggregate, are being evaluated and verified.  ORA believes, for example, that the CPUC’s Self-Generation Program, should be subject to the same kind of ex post verification procedures used to annually assess the EEPPP programs. 

CONCLUSION

The demand-side of the market in California, or demand response, was the poor stepchild of electric restructuring.  Now, as California works its way out of the energy crisis, and demand-side programs are being reinvigorated, the state has a terrific opportunity to streamline and coordinate to eliminate unnecessary programs so that ratepayers have meaningful, cost-effective choices among demand-side programs. Also, regardless of what shape market reform takes, it is time to acknowledge and provide pricing and tariff options that reflect the time varying costs of providing electricity.   
� In addition to these general comments, ORA expects to provide more specific recommendations on how to restore meaningful regulation of the various demand management, energy efficiency, and distributed generation programs during the course of various pending or future proceedings where specific issues associated with more specific programs are being or will be deliberated.


� There appear to be 39 Demand Management programs listed in the various tables.


� The 20/20 program, first established for the summer months of PY 2001, was potentially re-activated for the summer months of PY 2002 by Executive Order D-56-02 of Governor Davis, May 23, 2002. This year, the 20/20 program, per E.O. D-56-02, is to be “implemented” by DWR, with the following direction to the CPUC: “IT IS FURTHER ORDERED that the Public Utilities Commission is requested to direct electric corporations to submit programs to carry out this Executive Order and promote consistency in its implementation.” 


� Of special concern, from a regulatory perspective, are demand management programs such as those promoted most heavily by the CAISO in which participants will be paid for reductions in their loads, but it will prove difficult to verify that reported “curtailments” actually occurred.


� “Ex post verification” for energy efficiency programs has occurred in the Annual Earnings Assessment Proceeding (AEAP). On May 1st of this year, the investor-owned included reports of the PY2001 “load management” programs in as part of their Applications in the 2002 AEAP.


� There appear to be 35 Energy Efficiency programs listed in the various tables


� This latter element includes bonds administered, since the mid 1980’s) by the General Services Department, for energy efficiency investments in public buildings, and some portion of the $5 billion bonds available through the CPA. 


� Some of these concerns arise from the recent update to an ORA report: “The Public Purpose Energy Efficiency Surcharge: Trends and Patterns in the Costs and Benefits of Utility-Administered Energy Efficiency Programs,” June, 2002. 


� EESPs, sometimes also referred to as Energy Service Companies (ESCOs), are the entities that typically (a) identify customers who have not yet installed high efficiency products in their buildings; (b) conduct detailed assessments of the costs and benefits of a whole range of energy efficiency measures; (c) enter into a contractual arrangement with the customers whereby the EESP arranges for the installation of the measures and shares in the benefits (reduced bills) with the customer.   


� For almost a decade, energy efficiency programs administered by the investor-owned UDCs and regulated by the CPUC have been subjected to annual review in the Annual Earnings Assessment Proceeding (AEAP); ORA hopes that this convention continues for as long as ratepayer funds are used to provide assistance to consumers to assess remaining energy efficiency choices.  


� There appear to be 18 Distributed Generation programs listed in the various tables distributed for reference at this Joint Public Meeting.


� “Distributed generation can be installed on the end-user side of the meter, or on the grid side. If distributed generation is installed on the end-user side, it can be used in one of several ways: (1) as an alternative to taking electric service from the UDC; (2) to provide end-users with primary power, with the UDC supplying backup power; (3) for emergency backup power only, with the UDC providing most or all of the end-user’s electrical needs; or (4) to provide the end user with primary power and to sell the excess.” [R.99-10-025 p. 1] “Distributed generation can be used to supply energy and capacity, or to provide ancillary support services to the distribution system. Many also contend that grid side installations could be cost-effective alternatives to upgrades to the distribution system.” [R.99-10-025 p. 6] 


“Self-generation” refers to distributed generation technologies (microturbines, small gas turbines, wind turbines, photovoltaics, fuel cells and internal combustion engines) installed on the customer’s side of the utility meter that provide electricity for a portion or all of that customer’s electric load. [D.01-03-073, p. 4]





Issues associated with distributed generation projects on the utility-side-of-the-meter are being addressed in proceedings such as the CPUC’s procurement proceeding. 


� Section 2.9 of the Self-Generation Incentive Program Handbook limits financial assistance to projects that use “commercially available factory new equipment. Generating systems that utilize new technologies that are critical to its operation must have at least one year of documented historical commercial operation to be eligible.”  ORA believes that this program design requirement (which was not directed by the CPUC decision which authorized the SGIP), is not necessary given the 3-5 year warranty requirements (which were included in the decision adopted by the CPUC.  


� Such fees can be used by the UDCs to inhibit/limit self-generation.  Where such fees may be necessary (e.g., for Department of Water Resources power contracts), it is vitally important that they be assessed fairly and not become yet another hurdle impeding the implementation of the State’s distributed generation and self-generation policy.
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