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Fossil Fuel Energy Efficiency and Alternate Energy Funding Program
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 programs to promote increased market penetration of energy-efficiency equipment and practices and renewable energy resources will reduce RI 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.  Rhode Island has statewide electric energy efficiency and renewable energy programs.  However, programs to support gas and oil energy efficiency and alternative energy in R.I. are minimal and much smaller than the electricity programs. 

The framework to promote electric energy efficiency is in place.  By statute Narragansett Electric Co. collects electric system benefit charges (SBCs) for each kWh of electricity sold at retail.  Revenue from a charge of $0.002/kWh supports demand-side efficiency programs currently administered by NECo on behalf of electric ratepayers.  The positive effects of these efficiency programs have been documented through evaluation studies which show that they result in electricity bill savings substantially greater that the cost of the SBC, as well as reducing air pollution and GHG emissions.

Revenue from an SBC of $0.0003/kWh supports renewable energy projects administered by the State Energy Office (SEO).  In addition, the legislature in 2004 passed the Renewable Energy Standard law, which was supported by the GHG Stakeholders, and which requires the fraction of electricity provided from renewable energy sources to increase to 16% in 2019 and thereafter.  By increasing the demand for renewable energy in the state, these two policies are reducing air pollution and GHG emissions caused by burning fossil fuel to generate electricity.

In contrast to R.I.’s comprehensive suite of electric efficiency programs and its renewable electric energy programs, existing programs to promote fossil fuel efficiency or alternative energy are more limited in scope and scale.  The state’s Weatherization Assistance Program (WAP), operated largely with federal funding, is providing some $3.5 million during the current fiscal year, which is used by community action agencies to provide insulation and other weatherization services, and in some cases heating system replacements, in the homes of lower income residents.
  A revolving loan fund, initialized years ago, supports efficiency projects including fossil fuel savings in public buildings.  Additionally, during the previous phases of the RI GHG process, the SEO introduced new pilot fossil fuel efficiency programs, including incentives for Energy Star oil/propane appliances, a small commercial/industrial program, and an energy service company (ESCo) based performance contracting program.  Most recently, Peoples Power & Light received a biodiesel demonstration program grant through the SEO.

All the various fossil fuel related programs just listed, old and new, add to some $5 million in the current year for initiatives aimed at better use of both gas and oil.  This amount is less than one-third the amount available for electricity-related programs -- NECo’s year 2005 budget for electric energy efficiency is over $15 million, and about $2.5 million additional is available to support renewable electric generation.

Inadequate funding means lost opportunities to help RI households, businesses, government, and institutions to increase cost-effective fossil fuel efficiency in parallel with increasing electric energy efficiency.  Moreover saving fossil fuels is one of the most cost effective ways to reduce greenhouse gases.  At their January 2004 meeting, GHG process Stakeholders supported exploring a new statewide program to exploit the untapped potential for greater efficiency in fossil fuel use in RI buildings and facilities and for renewable fuels to displace fossil fuels.  The foundation of this new program is a dedicated source of funding in the form of surcharges on fossil fuel energy consumption.  Such fossil fuel systems benefit charges (FBCs) would generate revenue to substantially increase fossil fuel efficiency and alternative fuel initiatives.

Benefits of Natural Gas Energy Efficiency


Natural gas energy efficiency programs exist in 20 US states including Massachusetts.  They deliver energy savings to household and business consumers as well as reducing air pollutants that harm human health and reducing GHG emissions that contribute to global warming.  A gas energy efficiency fund and program in Rhode Island that made available the same kinds of programs currently operated in Massachusetts would deliver savings whose economic value is over three times the cost of the program.  It would also help moderate overall gas demand and mitigate pressure on gas prices.


A good example of the type of gas energy efficiency programs that could be mounted is provided by the ten Gas Networks programs that are currently offered by several New England gas utilities --including New England Gas Company (NEG Co.) in its Fall River and North Attleborough service areas.
  According to the NEG Co.’s five-year demand-side management (DSM) plan filed with the Massachusetts Department of Telecommunication and Energy (DTE) in 2004, the ten Gas Network programs, along with the percent of total program gas savings that each provides, are:

NEG Co. Gas Energy Efficiency Programs -- Fall River Gas -- 2004

	Type of Market and Program
	% of Gas Savings

	Residential Market

	High Efficiency Space Heating Equipment
	33.2

	High Efficiency Water Heating Equipment
	4.0

	Energy Star Homes Program (efficient new construction)
	19.4

	Energy Star Thermostat Program
	6.9

	Energy Star Windows Program
	3.1

	Commercial-Institutional-Industrial Market

	High Efficiency Space Heating Equipment
	12.5

	High Efficiency Water Heating Equipment
	0.4

	Energy Star Thermostat Program
	1.7

	High Efficiency Cooking Equipment
	7.2

	Infrared Heating Program
	11.7


Beyond these Gas Network programs, some additional utility-specific energy efficiency programs are also offered by gas utilities in Massachusetts.  Additionally, a gas efficiency program could add some resources to the Rhode Island low-income WAP.  Gas efficiency options are often appropriate for those who use propane.  Offering a variety of gas energy efficiency programs would bring economic benefits to Rhode Island and would be helpful in assisting the state to meet its goals for GHG reductions.  

Benefits of Heating Oil Energy Efficiency


Fuel oil energy efficiency programs have been limited in scope in Rhode Island and elsewhere, so there is an accumulated backlog of untapped energy efficiency opportunities.  For example, oil heat dealers report that numerous old systems that were originally converted from coal are still operating -- at a very inefficient level.  And, new opportunities exist now that advanced oil heat technologies are coming to market, which can reduce oil furnace or boiler use significantly even compared to standard new equipment.  A heating oil program which included both energy efficiency and promotion of oil heat blends using renewable biofuel would save consumers money, while reducing air pollutants and GHG emissions.

The kinds of efficiency programs and measures that are relevant to the oil heat market are broadly similar to those for the natural gas market.  There are new “condensing” furnace technologies similar to those used in high-efficiency gas equipment.  There are efficient combination space and water heating system for the residential/small commercial market.  There are highly efficient commercial and industrial boilers.  Boiler controls on existing equipment can help to conserve energy.  Biofuel heating oil blends can improve heating equipment performance while reducing air pollutants and GHGs.  Additionally, an oil heat efficiency program could be used to add resources to the Rhode Island WAP.  As with natural gas, oil heat efficiency and alternative energy programs would bring economic benefits and help R.I. to meet its goals for GHG reductions.  

Alternative Funding Levels


This proposal presents three funding levels for discussion by the Buildings and Facilities Working Group.  Each is a percent of gross receipts for heating oil, natural gas, and propane: two percent, one percent, and one-half of one percent, respectively,

· Two percent is approximately the level of the current R.I. electric SBCs as a percent of total electricity sales.

· One percent is approximately the level of gas utility energy-efficiency funding in Massachusetts, as a percent of total natural gas sales there.

· One-half of one percent is the level of the Vermont tax on gross receipts from the retail sale of various fuels.
  

The following tables provide a snapshot of the costs and savings from funding programs at these three levels.

Annual Sales Data for R.I. Fossil Fuels in 

	Fuel Type
	Annual Sales

	Natural Gas
	348,925,000 therms

	Heating Oil
	176,064,000 gallons

	Propane
	12,012,000 gallons


Funding Plans and Benefits from One Year of the R.I. Fossil Fuel Efficiency and Alternative Energy Program

1% surcharge

	Fuel Type
	Annual Program Funding
	Lifetime Cost Savings
	Net Benefits
	Annual Fuel Savings
	Lifetime GHG Savings

(metric tons)

	Natural Gas
	$4,360,000
	$13,080,000
	$8,720,000
	1,920,000 therms
	56,808

	Heating Oil
	$2,820,000
	$8,450,000
	$5,630,000
	1,240,000 gallons
	67,904

	Propane
	$270,000
	$810,000
	$540,000
	120,000 gallons
	3,502

	Total
	$7,450,000
	$22,350,000
	$14,900,000
	
	128,214


2% surcharge

	Fuel Type
	Annual Program Funding
	Lifetime Cost Savings
	Net Benefits
	Annual Fuel Savings
	Lifetime GHG Savings (MT)

	Natural Gas
	$8,720,000
	$26,170,000
	$17,450,000
	3,840,000 therms
	113,616

	Heating Oil
	$5,630,000
	$16,900,000
	$11,270,000
	2,480,000 gallons
	135,809

	Propane
	$540,000
	$1,620,000
	$1,080,000
	240,000 gallons
	7,004

	Total
	$14,890,000
	$44,700,000
	$29,800,000
	
	256,429


0.5% surcharge

	Fuel Type
	Annual Program Funding
	Lifetime Cost Savings
	Net Benefits
	Annual Fuel Savings
	Lifetime GHG Savings (MT)

	Natural Gas
	$2,181,000
	$6,542000
	$4,362,000
	959,000 therms
	28,404

	Heating Oil
	$1,409,000
	$4,226,000
	$2,817,000
	620,000 gallons
	33,952

	Propane
	$135,000
	$405,000
	$270,000
	59,500 gallons
	1,751

	Total
	$3,725,000
	$1,173,000
	$7,449,000
	
	64,107


Legislation and Policy Changes
Just as the electric energy efficiency and renewable energy surcharges are grounded in statute, there will also likely be a need to enact legislation to establish the objectives of the FBC, its funding level, and its administrative structure.  Such legislation would need to address such questions as:

· What is the level of the surcharge and on what fuel sales is it levied?

· What entity should administer the programs funded by the surcharges?

· What types of programs should be eligible for funding?

· Should stakeholder input to the program administration process be provided for, and how?

The Buildings and Facilities Working Group and ultimately the GHG Stakeholders would need to answer such questions.  In order to motivate discussion, it is suggested that the legislation might likely include the following.

· Findings about the untapped potential for fossil fuel energy efficiency, and the opportunity for new efficiency programs to reduce energy operating costs, reduce environmental impacts including GHG emissions, and contribute to the economic development of the State.

· Objectives for FBC programs, which would include the following.

· Developing programs accessible by all types of fossil fuel consumers.

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

· Enhancing business opportunities for energy efficiency and alternative energy businesses in the State.

· Ruling out load building programs, as these are already in the interest of the energy companies, and need not be supported with public funds.

· Authorizing RISEO to institute FBC programs, and to retain consultants and contractors to carry out the programs.  The gas utility directly or through Gas Networks would likely be eligible to deliver gas programs, and other fossil fuel industry representatives might be potentially eligible to deliver program services.

· Provision for an advisory committee of interested parties.

· A commencement date, a sunset date (perhaps in ten years), and a process for legislative assessment of FBC experience to determine whether a “second generation” of FBC programs is warranted after the sunset date of the first.

The SEO is suggested as the administrative entity because the office already administers both the WAP and a number of specific energy conservation programs.  The director of the SEO is also authorized by law to hire a contractor to administer the renewable energy programs funded through the $0.0003/kWh electric renewable energy surcharge.
  However, this is simply a suggestion to motivate Working Group discussions.  Other entities might be considered for the role of overall administrative responsibility. 

The advisory committee is an important component of a new funding and program structure.  It would bring together relevant state officials, gas utility and fuel oil business interests, environmental and consumer interests, vendors of energy efficiency and alternate energy, and academic experts, in order to bring a variety if perspectives and experience to bear in shaping the most effective and successful programs.  

The preceding suggestions are incorporated in preliminary legislative language for discussion, which follows.  This could be developed into a stand-alone bill or into a part of broader energy legislation. 

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 fuel 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 through the state energy office 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. Fossil fuel....

e. Fossil fuel vendor....

f. Gas utility

g. Etc....

3. Fossil fuel energy conservation and alternate energy surcharges.

a. A conservation and alternate energy surcharge is imposed on natural gas distributed at retail by gas utilities, at the rate of ___ percent of gross receipts from gas delivered.

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

i. The level of the surcharge shall be ___ percent of gross receipts from propane sold.

ii. The level of the surcharge shall be ___ percent of gross receipts from of heating fuel oil sold.

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

d. This provision does not apply to fossil fuel products used to generate electricity.

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

4. Development and administration of new 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. Through competitive bid, the department may retain one or more contractors to administer FBC programs.

e. Through competitive bid, the department may retain contractors to carry out the programs.

f. New England Gas Company is eligible to contract with the department to administer or carry out FBC programs relating to the use of natural gas either directly or through Gas Networks.

g. A not-for-profit organization with experience in the oil heating industry is eligible to contract with the department to administer or carry out FBC programs relating to the use of heating oil.

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

i. 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 review and provide advice to the state energy office on the following topics.

i. The suite of program proposals including budget allocation.

ii. Draft requests for proposals, program development plans, and budget proposals.

iii. Program activity reports and evaluations.

iv. 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.
�About 60% of WAP projects save natural gas, about 32% save heating oil, and the balance save other forms of energy. 


�In Phase III of the GHG process NEG Co. agreed informally to offer Gas Networks programs in R.I. as a pilot program.  However, the contemplated program funding would be an order of magnitude less than the funding program options outlined below and has not yet been implemented in any case.


 


�The Vermont tax is used to add funding to the low-income weatherization program.  The fuels covered are heating oil, natural gas, propane, electricity, heating kerosene, and coal.





�Annual gas sales are from NEG Co. for 2003 and for the other fuels from the US Energy Information Administration for 2001; actual current sales may be somewhat higher.


Annual fuel savings for gas are based on the analysis for Fall River Gas Co. that was included in NEG Co.’s DSM plan filed with the Massachusetts DTE.  That analysis was in turn based on a study performed for several Massachusetts gas utilities by GDS Associates.  The annual therm savings shown here are based on the NEG results for the 10 “Gas Network” programs in the Fall River Gas area.  The ratio of therm savings per gas program dollar spent from the Fall River analysis was applied to R.I.


The lifetime cost savings from one year of gas program funding are three times the program costs, again based on the NEG filing, which found a 2.5 to 1 cost savings ratio before deducting the customers’ private costs to participate in the programs.  Since NEG rebates cover only a fraction of most measures included in its program, 3:1 is a conservative estimate of the ratio of lifetime avoided cost benefits per annual program dollar spent.  The other assumption made here is that NEG’s Massachusetts avoided gas supply and distribution cost benefits are a good proxy for those benefits in R.I.


The lifetime GHG benefits from the gas programs are based on one year therm savings times 20 years times emission reduction factors.


The annual fuel savings and lifetime cost savings for heating oil and propane are assumed to have the same relationship to annual program funding as holds for gas, though they may differ somewhat due to differences in energy content and avoided costs among the three fuels. The lifetime GHG benefits from the heating oil and propane programs are based on one year fuel savings times 20 years times emission reduction factors.


Propane has slightly higher relative savings than natural gas or heating oil due to the higher price per unit for propane.  Thus, the 1% surcharge case yields about 1% savings fuel savings per year for propane, 0.6% for natural gas and 0.7% for heating oil.  The higher price of propane leads to relatively more funding available for these programs.


�Title 39 § 39-2-1.2. 
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