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Background and Proposal

The Rhode Island Statewide Greenhouse Gas (GHG) Stakeholder Process has been exploring ways to increase energy efficiency in the State’s buildings sector. Phase I GHG process research showed that new and continued programs to increase the market penetration of energy-efficiency equipment and renewable energy practices will reduce emissions of the chief contributor to global warming -- carbon dioxide-- while reducing the energy bills of the State’s households and firms and enhancing business opportunities in the energy efficiency and renewable energy sectors. 

A framework to promote electric energy efficiency is in place, and can be continued in the future to reap the benefits of additional efficiency in the use of that form of energy. By statute Rhode Island collects electric system benefit charges for each kWh of electricity sold at retail. Revenue from a charge of $0.0003/kWh supports renewable energy projects of the R.I. Renewable Energy Fund administered by the State Energy Office. Revenue from a charge of $0.002/kWh supports demand-side efficiency programs currently administered by Narragansett Electric Co. on behalf of the electric ratepayers. The positive effects of these electric efficiency programs in the market have been documented through evaluation studies, which have also demonstrated that the resulting electricity bill savings substantially exceed the cost of the system benefits charge.

Similar benefits could be achieved if new programs were developed to reduce the rate of growth in consumption of conventional fossil fuels. With respect to energy efficiency, in contrast to the comprehensive suite of electric efficiency programs targeting all significant end-uses of power and encompassing a full range of efficiency technologies, existing programs to promote efficiency in the use of fossil fuel have been limited in scope and scale.

In Phases II and III of the GHG process, the Stakeholders have been able to mount a new program to promote energy-efficiency in existing buildings that use fuel oil, thanks to State Energy Office initiatives. Also, at the last meeting of the Buildings & Facilities Working Group, New England Gas indicated that it would be willing (following PUC approval) to redirect its $300,000 annual DSM budget to offering Rhode Island customers the same energy efficiency programs that are already operated by its Massachusetts affiliate. The total budget for all programs to promote oil and gas energy efficiency, including new initiatives, is quite modest compared to the funding for electric energy conservation. Approximate program funding levels are shown in the following table.

	Subsector
	Annual Funds
	Administration

	Electric energy efficiency
	$15.4 million
	Narragansett Electric

	Renewable energy
	$2.3 million
	Rhode Island State Energy Office

	Fossil energy efficiency (gas & oil)
	$0.3 million
	

	Gas energy efficiency (to be arranged)
	$0.3 million
	New England Gas



The table shows that a significantly lower level of resources is devoted to energy efficiency in the fossil fuel subsectors than in the electricity subsector. Inadequate funding means lost opportunities to promote alternative fossil fuels and to help RI households, businesses, government, and institutions to increase fossil fuel efficiency.

At their January 22, 2004, meeting, the GHG Stakeholders supported a new statewide program to more systematically exploit the potential for greater efficiency in fossil fuel use in RI buildings and facilities. Following that, a concept paper for a dedicated source of funding in the form of a small surcharge on fossil fuel energy consumption was put to the Buildings & Facilities Working Group and discussed at its March 4 meeting. the resulting programs would support alternatives to use of conventional fossil energy --such as biodiesel fuel, and solar hot water heating-- as well as greater efficiency in the onsite use of oil and gas.

At the March 4 meeting, representatives from the New England Fuel Institute and the Oilheat Institute of RI pointed out that the National Oilheat Research Alliance conducts research, technology, education, and public relations work for the oilheat industry. Consequently, we have been working on approaching the National Oilheat Research Alliance (NORA) for funding a demonstration program to disseminate advanced oilheat technologies in RI, in particular condensing furnaces and combination water/space heating systems. It is not yet clear whether OHIRI can support a proposal to NORA for such a program, or whether NORA could provide significant funding resources. Meanwhile, we have continued to work on the broader funding concept that arose in the January 22 Stakeholders’ meeting.

Three Approaches

There are three basic approaches to generating more sustained funding for fossil fuel alternative energy and energy efficiency programs. Two of the approaches could generate revenue relating to the use of both natural gas and fuel oil. One is a state sales tax. Another is a surcharge on electricity ratepayers. Either will require legislation. Attached to this memorandum is a draft of legislation to establish the needed revenue source under either of these two broad approaches. This draft is intended to inform GHG process discussions. It is incomplete and does not specify which of the two funding approaches would be used.

The options for administering programs funded through either a surcharge or a sales tax are essentially the same. The State Energy Office could administer programs relating to gas and oil use on an integrated basis. This approach is included in the draft legislation attached. There are other administration options, of course. The State Energy Office could administer programs to promote measures related to the use of fuel oil, while the gas utility could administer programs related to the use of natural gas. There also may be some way for the oilheat industry to participate in the administration of programs relating to fuel oil. 

The third basic approach is gas demand-side management. Under this approach gas utility ratepayers would support programs aimed at increasing efficiency in the use of gas. This third approach would generate little if any revenue to promote efficiency in the use of fuel oil.

1.  Sales Tax Approach

A sales tax could be levied on the retail sale of gas and oil not used in transportation. The proceeds of such a tax could be dedicated exclusively to programs to reduce use of conventional fossil fuel through alternative energy or through energy efficiency. If a sales tax approach is used, it would be levied on the retail delivery of gas, heating oil, and propane.

 
An example of this approach is used in Vermont. A sales tax of 0.5% is levied on sales of all fuel forms --gas, oil, electricity-- and used to provide supplementary resources for that state’s low-income weatherization program. The approach in RI would differ, of course. Programs supported by a sales tax here would be aimed at all residential, institutional, and business customers, not just lower-income households. Also, there is no need to tax electricity given the existing SBC mechanisms. The Vermont approach is given simply as an example of how the sales tax can be used as a source of dedicated funding for energy programs.

2.  Electric Ratepayer Surcharge Approach

At the current time Rhode Island uses a surcharge approach to fund electric energy efficiency programs and renewable energy programs. The surcharges are levied on electricity ratepayers. A charge of 2 mills/kWh sold funds electric energy efficiency, and a charge of 0.3 mills/kWh funds renewable resources for electricity generation. (RI Laws Chapter 39-2, section 1.2).

A new surcharge on electricity customers could be used to develop resources for fossil alternative energy and energy efficiency programs. The rationale for this approach is twofold.

· All customers are electricity customers, no matter what other fuels they consume.

· Fossil fuels are inputs in electricity generation, and conserving these resources may benefit future electricity supply.

3.  Gas Demand-Side Management

The third approach is to institute gas DSM aimed at energy efficiency in Rhode island. The value of gas DSM is recognized by utilities, regulators, and customers in several jurisdictions. Substantial gas DSM is underway in Massachusetts, Vermont, New Jersey, Oregon, Washington, Wisconsin, Ontario, California, and elsewhere.
Gas DSM is based on a decision of the utility commission. Utilities or others present assessments of potential DSM in rate cases or other proceedings. Generally, regulatory commissions support DSM that is projected to be cost-effective compared with supply and delivery of natural gas. Approved DSM is then carried out. Third-party program evaluations are done periodically to verify the impact that DSM programs have in the market. Cost-effectiveness analyses assess the results of gas DSM. 

For the utility to be a more effective vehicle for DSM in Rhode Island, an appropriate regulatory framework needs to be established. One approach is legislation. The General Assembly could direct that cost-effective energy conservation be pursued by gas utilities, and the Public Utilities Commission could then implement that mandate.

Legislation may not be needed in RI, however, since New England Gas other stakeholders could make a case for establishing gas DSM before the Public Utility Commission. One opportunity to do this may be the annual Distribution Adjustment Clause proceeding.

Fossil Benefits Charge -- Possible Level

We have given some consideration to a level of funding that would permit launching cost-effective gas energy efficiency initiatives, while also substantially expanding cost-effective fuel oil efficiency initiatives. It would also provide funds for bio-diesel heating demonstration projects, and potentially other alternate energy options to displace conventional fossil fuels used in buildings and facilities, such as solar water heating. 

For the sales tax approach, we will begin with the level of $.009/therm for gas.
 This is a simple average of the gas energy efficiency surcharges to residential and commercial customers of the New England Gas affiliate in Fall River, Massachusetts.
  We apply this level to various fossil fuels based on their typical Btu content. This would equate to the following charges by fuel.

Natural gas -- $0.009/therm

Propane -- $0.0077/gallon

Fuel oil-distillate (heating oil) -- $0.0125/gallon

Fuel oil-residual -- $0.0135/gallon

For residential natural gas customers, the rate impact would be about 0.8 percent. For residential oil heating customers, the price impact would also be about 0.8 percent.
 Thus, the sales tax to fund fossil programs might be set at 0.8 percent.

The FBC described here would generate an annual fund of about $2.0 million for fuel oil and propane efficiency. There is some uncertainty as to the annual fund for natural gas energy efficiency. If the same sales were subject to the surcharge as are presently subject to New England Gas’ distribution adjustment clause, about $3.1 million would be generated annually for natural gas efficiency. To generate the same total revenue through a new electricity surcharge, a charge of about 0.7 mills/kWh would be required. 

AN ACT Relating To Conservation Of Fossil Fuels

1. Legislative findings and declarations.

a. The General Assembly finds that it is the policy of this State to:

i. Reduce the burden of increasing bills for fossil fuel used by the State’s residential, business, and institutional energy consumers.

ii. Promote increasing efficiency in the use of natural gas, fuel oil, and other fossil fuels in the State’s homes, buildings, and industrial facilities.

iii. Reduce adverse impacts on environmental quality in this State resulting from growing consumption of fossil fuels, including emissions of carbon dioxide which contributes to global warming.

iv. Ensure that energy-efficiency and alternate energy technologies and practices are an important part of this State’s long-term strategies for meeting long-term energy needs of Rhode Island consumers.

b. The General Assembly further finds and declares that:

i. The State has successfully pursued cost-effective and environmentally beneficial electric energy conservation and renewable electric energy generation.

ii. Increased use of conservation and alternate energy can help the State’s fossil fuel consumers to reduce their costs for energy services, while reducing adverse environmental impacts from fossil fuel combustion.

iii. It is in the public interest to provide for a surcharge on the retail sale of fossil fuel, whose proceeds would be exclusively dedicated to State programs to promote conservation and alternate energy related to fossil fuel consumption.

iv. It is in the public interest to authorize the department of administration to develop and implement fossil fuel-oriented conservation and alternate energy programs.

2. Definitions.

a. Alternate energy....

b. Conservation and alternate energy surcharge....

c. Energy office....

d. Fiscal agent....

e. Fossil fuel....

f. Fossil fuel vendor....

g. Gas utility

h. Etc....

3. Fossil fuel energy conservation and alternate energy surcharge.

a. A conservation and alternate energy surcharge is imposed on natural gas distributed at retail by gas utilities, at the rate of $0.009 per therm of gas delivered.

b. A conservation and alternate energy surcharge is imposed upon other fossil fuel sales at retail in this State. 

i. The level of the surcharge shall be $0.0077 per gallon of propane sold.

ii. The level of the surcharge shall be $0.0125 per gallon of heating fuel oil sold.

iii. The level of the surcharge shall be $0.0135 per gallon of residual oil sold

c. This provision does not apply to fossil fuel products used to power motor vehicles.

d. Fossil fuel vendors and gas utilities shall forward revenue from the surcharge to the fiscal agent for the FBC.

e. Revenue from the surcharge may be applied only to energy programs as defined below.

4. Development and administration of energy programs.

a. The department of administration, through the state energy office, shall develop and administer new fossil fuel programs.

b. The department shall articulate objectives for the programs, which must at a minimum include the following.

i. Developing programs that can be accessed by all types of fossil fuel consumers.

ii. Maximizing the energy savings per dollar of program funding expended.

iii. Encouraging the development of energy efficiency and alternative energy businesses in the State.

c. The department’s program administration responsibilities shall be funded from the proceeds of the fossil fuel conservation and alternate energy surcharge.

d. The department may retain a fiscal agent to hold and disburse program funds.

e. The department may retain a contractor to administer FBC programs.

f. The department may retain contractors to carry out the programs.

g. The costs of agents and contractors retained by the department to assist in implementation of the FBC and its programs shall be billed to the FBC.

h. Programs supported by the fossil fuel energy conservation and renewable energy surcharge may not have the objective or the result of increasing the usage of fossil fuel in the State.
5. Fossil fuel efficiency advisory committee

a. The department of administration shall constitute a fossil fuel efficiency advisory committee comprised of stakeholders and resource persons from business groups, consumer groups, institutions of higher learning, architect and engineering firms, environmental groups, state agencies, utilities, and energy service providers.

b. The fossil fuel efficiency advisory committee will perform several functions.

i. Review the suite of program proposals including budget allocation.

ii. Review draft requests for proposals, program development plans, and budget proposals.

iii. Review program activity reports and evaluations.

iv. Serve as a source of advice on implementation and policy issues that arise from time to time.

6. Duration of this act.

a. This provisions of this act shall become effective on January 1 of the year following the date of its enactment.
b. The fossil fuel energy conservation and renewable energy surcharge and the State programs it funds shall continue for a period of ten years.

c. Not later than one year before the expiration of this Act, the department of administration shall submit an evaluation of the Act and its results to the General Assembly. The assessment will include the department’s recommendations concerning whether the fossil fuel energy program funding surcharges should be continued after the expiration of this Act.
�At the present time, this State has an overall sales tax of 7%, which is not applied to residential use of electricity, gas, or heating oil (energy sales to business customers are subject to the tax).


 


� New England Gas currently collects $300,000 for demand-side marketing initiatives. However, these funds are used mainly to build gas load for utilizing excess off-peak capacity. A re-orientation of most of these funds toward measures which save on gas consumption would produce economic savings and GHG benefits. In addition, this could be a venue for discussing the appropriate level of on-going gas DSM funding.�



�For comparison, an FBC at a level derived from Rhode Island’s current electric efficiency and renewables charges would be about $0.27/million Btu. The $0.27/million Btu estimate is derived by taking the present $0.0023/KWh electric SBC and adjusting for the Btu content of delivered KWh and for an assumed 40 percent conversion efficiency of fossil fuel based generating units. Thus, it would involve charges and revenues three times as great as the level suggested here, which equates to $0.09/million Btu.


�Our earlier preliminary calculations to establishing the level of a proposed “fossil benefits charge” considered the statewide programs for demand-side efficiency in the use of natural gas that are carried on in Massachusetts. These programs comprehensively target the significant end-uses of gas, encompass a range of efficiency technologies, and produce benefits in reduced costs of energy services that far exceed their level of program funding. 





�Bill impacts based on home heating oil at $1.50/gallon and natural gas at $1.10/therm (a blend of gas heating and non-heating rates). 
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