Rhode Island Greenhouse Gas Stakeholder Process

Update on Two “Buildings & Facilities” Options:

· Energy Efficiency Tax Credit

· Industrial Monitoring & Targeting

Background
During Phase I of the RI GHG process, stakeholders identified three “Buildings & Facilities” options on which further program development work should occur in Phase II. These are a performance contracting program to promote efficiency in fossil fuel use in buildings, a state sales tax credit to promote energy efficiency, and promotion of industrial energy efficiency through a monitoring and targeting initiative. Pursuant to the Phase II stakeholder meeting of May 30, 2003, this memorandum provides a brief update regarding the latter two options.

Energy Efficiency Tax Credit

Of the several types of state-level tax credit that could be considered as options to promote energy efficiency, Phase II stakeholders felt it was best to focus on a sales tax credit. Such a credit would exempt certain categories of purchase from Rhode Island’s sales and use tax of 7% on tangible personal property.

One simple approach to designating tax-exempt equipment is to require an Energy Star rating for eligible equipment. Energy Star is a joint US EPA/DOE program that has worked with manufacturers and distributors to develop standards and labeling for a wide range of residential energy-efficient products and a few non-residential products.

The Buildings & Facilities Working Group requested an estimate of the possible impact of a state sales tax credit applied to Energy Star equipment. We developed an initial estimate by assuming a state sales tax credit for several items:

· Room and central air conditioners

· Clothes washers

· Dish washers

· Refrigerators

· Gas furnaces

· Oil furnaces and boilers

· Other smaller technologies such as ceiling fans and compact fluorescent lamps.

This equipment is used in residential applications and in some small commercial applications. For purposes of estimating revenue impacts, we assumed a sales tax credit that increases RI sales of Energy Star rated equipment in these categories by 50 percent. Such a credit would cost a bit over $1 million per year in lost sales tax revenue. The five-year total (such programs often sunset after five years) would be about $5.3 million.

Last year, Working Group members felt that tax credit legislation would best be pursued after the state’s fiscal situation has improved or in the context of broader tax legislation. At this point we would ask the Stakeholders whether preliminary drafting of legislative language may be useful so that the tax credit can be pursued promptly when conditions permit, or whether additional analysis of sales tax credit scenarios would be useful.

Industrial Monitoring & Targeting

Phase I of the Rhode Island GHG process identified voluntary industrial efficiency targeting as a priority option to further develop in the Phase II. At the Buildings & Facilities Working Group meeting in November 2002, this option was refined to a specific focus on Monitoring and Targeting.

Monitoring and Targeting (M&T) is a management approach that enables companies to manage energy as a controllable resource. Actual consumption of natural gas, fuel oil, electricity, steam, or compressed air is compared with the standard or expected consumption and this information is used by managers responsible for use of those resources. The emphasis in M&T differs from the Performance Contracting Program and the tax credit option, which tend to emphasize equipment choices; M&T focuses on efficient operation.
M&T works as follows. Resource consumption is standardized by relating consumption to other factors, such as production output, temperature, area, etc. Then, targets are set to achieve performance that is better than standard. The procedures of M&T are integrated into overall management and are supported by M&T software.

M&T was pioneered in the UK and Europe, has been pursued as a DSM option by a large Canadian utility, and is now being marketed in the US. A meeting was held with Narragansett Electric and National Grid staff in March, 2003, to explore the possibilities of including M&T as a DSM option.

During the March meeting Kevin Rennick of Narragansett stated that his industrial customers are asking what they can do to move beyond the equipment changes many have now done into process improvements, which is what M&T addresses. However, the utility representatives stated that they could not pursue the approach used by the Canadian utility, which has partnered with the leading M&T vendor, because Ngrid does not partner with individual firms but must always have at least three vendors to whom they can refer a customer interested in installing efficiency measures.

Because M&T is a cutting-edge approach just being introduced to the US, there are few vendors. However, since the meeting I have identified two other potential vendors marketing in the US, for a total of three. I also asked the DSM Collaborative to place M&T on the agenda for a future meeting (the next is in September) so that the discussion of its merits as a DSM option can be taken another step.
--David Nichols, June 2003

� Participating were David Nichols, Don Gilligan (representing the leading M&T vendor), and from the utility Dave Jacobson, Kevin Keena, and Kevin Rennick. 
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