Memorandum

From:
Rhode Island Renewable Portfolio Standard Working Group
 

To:
Rhode Island Greenhouse Gas Stakeholder Group 
Date:
February 12, 2003

Re:
Recommendations for Design of Rhode Island Renewable Portfolio Standard
Introduction:  As part of Phase I of developing strategies for implementing Rhode Island’s Greenhouse Gas Action Plan, the concept of a Renewables Portfolio Standard (RPS) was identified as one of the more promising tools for achieving GHG emission reductions from the energy sector.  This memorandum summarizes the recommendations of the Renewables Portfolio Standard Working Group (RPS Working Group) to the Rhode Island Greenhouse Gas Stakeholder Group (Stakeholder Group) on the design details of an RPS requirement for Rhode Island. This proposed policy is aimed at increasing the proportion of renewables in the Rhode Island supply mix and achieving GHG reductions identified in Phase I. It also addresses compliance and implementation details, including recommendations for the drafting of RPS legislation and subsequent regulation.

Process:  The RPS Working Group held three meetings, facilitated by Dr. Jonathan Raab, over the course of four months. Participation included representatives of RI Department of Environmental Management, RIPIRG, People’s Power & Light, Narragansett Electric, Division of Public Utilities and Carriers, RI State Energy Office, and Environmental Science Services, Inc., and the Conservation Law Foundation. The RPS Working Group engaged Sustainable Energy Advantage, LLC to develop detailed recommendations and design alternatives on each key feature of an RPS requirement for the RPS Working Group.  The recommendations were based on successive drafts of a report titled “Crafting a Renewables Portfolio Standard for Rhode Island: Design Choices, Best Practices, and Recommendations” (the RPS Design Report), authored by Dr. Ryan Wiser and Mr. Robert Grace.  The report is available on the RPS section of the RIGHG website.

The RPS Design Report defined RPS objectives, identified benchmarks and best practices for RPS design in other jurisdictions, and examined the RPS practices in neighboring Massachusetts and Connecticut with an eye toward regional consistency.  At each meeting, Bob Grace of Sustainable Energy Advantage stepped the working group through a presentation and facilitated discussion of important design features.  The RPS Working Group debated the options or recommendations for each design feature, and then either selected an option, accepted or modified a recommendation, or identified additional research required to aid development of consensus.  In nearly all instances, consensus was reached among the stakeholders.

In parallel to the RPS design effort, Tellus Institute performed a modeling analysis of the costs and impacts of a Rhode Island RPS. Tellus adapted NEMS (the National Energy Modeling System computer model developed by the Department of Energy) model dataset to represent the incremental cost and emissions impact of implementing a Rhode Island RPS reflecting the evolving design proposal.  Tellus performed sensitivity analyses to guide RPS Working Group participants in making key design decisions including the target percentages as well as some eligibility decisions.  A summary of the results of the modeling effort, including the estimated cost and emission impacts of the recommended RPS design, is also available on the RPS section of the RIGHG website.

Overview: This memorandum summarizes the recommendations of the RPS Working Group on the design of the Rhode Island RPS.  This proposal represents a consensus among the stakeholders participating in the RPS Working Group on nearly all design features; where there was dissent, it is so noted in this memorandum. It also deserves note that Narragansett Electric has asserted its opposition to an RPS in Rhode Island. Narragansett, however, actively participated in the discussion of RPS design features, and their views constitute part of the consensus reached on the following design features, with exceptions noted below. In addition, while recognizing that RPS can be a valuable tool in reducing greenhouse gasses, the Division of PUC’s is concerned about any potential rate increases. 

The memo summarizes the proposed aspects of RPS design and implementation, organized as follows:

· RPS Standard and Structure;

· Eligibility Issues;

· Administrative Issues; and

· Interaction with Other Policies.

The memo concludes by discussing the transition from these recommendations to developing enabling legislation and implementing regulations.  Greater detail on any design issue, and especially the rationale for RPS Working Group design proposals, may be found in the RPS Design Report.    

Recommended RPS Design:  The following features of the RPS design proposal represent the consensus opinion of the RPS Working Group, unless otherwise noted:  
RPS Standard and Structure:

1. Obligated Entities:
a. All suppliers of electricity to retail customers – including competitive electricity suppliers, Pascoag Utility District, and Block Island Power Company, as well as Standard Offer and Last Resort Service providers – should derive a minimum percentage of their retail sales from eligible renewable energy resources. (Narragansett dissented, arguing that the RPS should not apply to the Standard  Offer and Last Resort Service suppliers).  
b. Initially, the RPS should not apply to self-generators.  The RPS administrator should, however, be empowered to extend the RPS to include self-generators in the event that substantial self-generation undermines the policies, objectives, or fair distribution of the cost of supporting the policy. Such a policy change should only be made after a hearing and with proper advance notice.
2. Percentage Targets and Tiers: 

a. The RPS should be structured as a 2-tier standard, composed of: (1) a maintenance tier designed to prevent backsliding of the historical contribution of eligible “existing” renewable to the Rhode Island supply mix; and (2) a growth tier designed to increase the contribution of “new” renewable energy to the Rhode Island supply mix.

b. Starting in calendar year 2005
, obligated entities should derive at least three percent (3%) of their retail electricity sales to Rhode Island customers from eligible renewable resources, escalating to 20%
 by 2020, as scheduled in Table 1. No more than two percent (2%) of this total may be met from existing renewable resource (the maintenance tier).  Accordingly, existing renewable resources are eligible for the maintenance tier, but are subject to competition from new renewable resources that are eligible for meeting the entire standard.  

	Year
	Total Target

(option 1)
	Not-to-exceed percentage of “existing” generation

	2005
	3%
	2.0%

	2006
	4%
	2.0%

	2007
	5%
	2.0%

	2008
	6%
	2.0%

	2009
	7%
	2.0%

	2010
	8%
	2.0%

	2011
	9%
	2.0%

	2012
	10%
	2.0%

	2013
	11%
	2.0%

	2014
	12%
	2.0%

	2015
	13%
	2.0%

	2016
	14%
	2.0%

	2017
	15.5%
	2.0%

	2018
	17%
	2.0%

	2019
	18.5%
	2.0%

	2020
	20%
	2.0%


c. The RPS policy should require an obligated entity to meet the minimum percentage RPS requirement for each product that it sells, ensuring that voluntary green power demand will help build renewable energy markets beyond that which is required under the RPS.
d. The RPS should not contain other tiers or mechanisms to further support resource diversity within renewable energy supplies, allowing Rhode Island’s system-benefits charge administrator (the State Energy Office) to pursue these goals.
3. Duration, Termination, and Changes to the RPS Standard:
a. Once reached in 2020, the final percentage renewable energy purchase obligation should be maintained indefinitely, provided that the RPS administrator may propose to eventually eliminate the standard only after (i) sufficient time has passed to allow amortization of generation investments, and (ii) a subsequent clear and obvious demonstration of market transformation that makes the RPS unnecessary. 
b. After 2010, the RPS administrator should have the latitude to either accelerate or slow the scheduled percentage increases towards meeting the ultimate target. Such changes should only be made in the event of certain well-defined trigger circumstances (discussed in the RPS Design Report), and with substantial advance notice and a hearing. In no event should the RPS administrator be allowed to lower the absolute target below any level reached to that point. 
Eligibility Issues:

1. Geographic Scope:  Obligated entities may comply through either:
a. Procurement of a NEPOOL Generation Information System (GIS) certificate from any renewable plant certified as eligible for the Rhode Island RPS. Under current GIS rules, this criterion supports New England Generation, as well as energy and attributes transmitted in a bundled fashion into NEPOOL consistent with the GIS Operating Rules. 

b. Procurement of generation attributes from a certified eligible plant located in upwind New York State, without requiring an associated energy import to New England, as long as such an attribute is documented by a renewable energy credit (REC) or similar instrument, and only if supported by an acceptable verification regime in New York.  Today, New York’s environmental disclosure accounting regime does not support verification of this type of unbundling of attributes from energy transactions to form renewable energy credits, but this is expected to change in the future.
2. Resource Type:  The following resource types should be considered eligible for the Rhode Island RPS: 
a. Solar electric, wind, ocean, and geothermal should be eligible, as well as fuel cells using renewable fuels.
b. Hydroelectric: 
i. plants may not exceed 30 MW installed capacity, and 
ii. the growth tier is limited to incremental hydroelectric generation as long as it does not require any new impoundment
  
c. Biomass:
i. eligible biomass facilities must utilize fuel sources consistent with the Massachusetts RPS definition of eligible fuels
.
ii. no air pollutant emissions requirement are required other than having, and being in compliance with, a valid air permit
iii. co-firing of biomass with fossil fuels is allowed, and counted on a pro-rata basis to fuel input, as supported by the NEPOOL GIS system 
iv. municipal solid waste is excluded
3. Vintage:
a. Incremental renewable generation should be eligible to meet the entire Rhode Island RPS standard, and is defined as:
i. New Generators: All production from eligible renewable generators first going into commercial operation after December 31, 1997.

ii. Incremental Production from Vintage Generators: At a vintage generation plant (not meeting the definition of a new generator), production in a calendar year above an historical baseline generation calculated as the average annual production during the 1995-1997 calendar years (or any prorated portion thereof for generators first coming on-line after 1994) shall be eligible as incremental renewable generation.

iii. Any renewable plant on a site with renewable generation between 1995 and 1997 should be treated as a vintage generator. 

b. Existing renewable generation, defined as all production from eligible resources that do not meet the definition of incremental generation, should be eligible to meet only the maintenance tier. 
4. Multi-Fuel Resources:

a. The renewable energy fraction of production from multi-fuel facilities shall be considered RPS eligible, if they receive renewable NEPOOL GIS certificates.  

b. The incidental use of fossil fuels in biomass facilities for start-up purposes is allowed without penalty, as per the NEPOOL GIS. 

5.
Off-Grid and Behind-the-Meter Generators: 

a. Production from “off-grid” and “customer-sited” renewable energy facilities otherwise meeting eligibility requirements should be eligible, as long as the facilities are physically located in Rhode Island and are supported by the New England GIS. 

b. The owner of such a generation facility is presumed to have initial title to the generation attributes, subject to subsequent contractual transfer.

Administrative Issues:
1. Oversight and Administration:  

a. The Rhode Island PUC should serve as the primary oversight and administrative body for the RPS. 

b. The PUC should be given appropriate staffing and authority to execute its duties. 

2. Accounting and Verification:  
a. The RPS should rely on the NEPOOL GIS for generation located in New England or electricity imported into New England. 
b. For generation located in New York and not associated with a source-specific energy import (and therefore not accounted for by the NEPOOL GIS), verification should be made through a REC registry or generation information system deemed compatible with NEPOOL GIS.
c. For Block Island Power Company, because of its isolation from the NEPOOL grid, compliance may be demonstrated by way of (a) purchasing GIS certificates and transferring them to a specially designated reserve certificate account, per GIS Operating Rules, or (b) purchase and retirement of RECs from New York.
3. Certification of Generator Eligibility:  The Rhode Island PUC should qualify eligible renewable generators through advance filings, similar to Massachusetts’ protocol, as follows. 
a. The PUC should issue a statement of qualification within 90 days of application.

b. Qualification should be subject to spot checks, audit powers, rights to withdraw certification, and/or advisory rulings. 
c. Where eligibility is the same, the PUC should allow utilization of Massachusetts’ qualification results as suitable evidence for obtaining Rhode Island qualification. 
4. Cost Caps and Penalties:
a. Consistent with the approach used in Massachusetts, an Alternative Compliance Mechanism (ACM) should serve as a de facto cost cap for the Rhode Island RPS.  In lieu of providing the required evidence of GIS certificate or New York REC purchases from eligible resources, obligated entities may comply with the Rhode Island RPS by making an ACM payment of 5 ¢ per kWh escalating with inflation, to be consistent with MA.  Funds collected through the ACM should be provided to the Rhode Island Renewable Energy Fund administrator (the State Energy Office) and dedicated to purchasing GIS certificates to maximize the amount of new renewable energy added to the grid.

b. For those obligated entities that fail to comply with even the ACM payments, the PUC should: 

i. develop sanctions designed to ensure compliance, including potential retail electricity license suspension or revocation; and  

ii. require compliance plans in the future.

5. Flexibility Mechanisms should be included to ease compliance burdens and recognize the challenges to bringing new renewables on-line, but should be designed to avoid conflicts with other regional requirements (e.g. disclosure) and green marketing claims:
a. Compliance should be demonstrated over an annual settlement period (e.g. certificates required during a calendar year equal target percentage times annual sales, with no requirement for matching the percentage precisely over any shorter time period).
b. Obligated entities should be allowed to bank excess compliance for two subsequent compliance periods, capped at 30% of the current year’s obligation (for new renewables only).   
c. Generation during the calendar year prior to the start of the requirement (e.g. 2004) from new renewables may be banked as early compliance, usable towards meeting an obligated entity’s 2005 requirement.
6. Compliance Filings:  Annual compliance filings should be made within one month of NEPOOL GIS reports being available for the fourth quarter of each calendar year, and should include:
a. MWh sales to Rhode Island end-use customers (total, by product) in the compliance year;

b. Current-year renewable energy attributes allocated to said sales;

c. GIS reports confirming ownership;

d. For transactions not included in the NEPOOL GIS, documentation including independent verification consistent with a specified protocol;

e. Identification of (i) attributes allocated from early compliance, (ii) banked compliance, (iii) alternative compliance credits, and (iv) attributes banked for future compliance.
7. Contracting Standards for Standard Offer (SO) and Last Resort Service (LRS) Providers:

a. The RPS administrator should develop contracting standards for SO and LRS supply to support financing of new renewable projects
.  Such contracting standards should balance the desires to (i) assure that new renewable generation can receive low-cost financing, (ii) assure that ratepayers bear the minimum cost of compliance, and (iii) minimize interference with emerging competitive market opportunities in the state.  They should address contract duration(s) and quantities associated with SO and LRS service, either independently or in aggregate, appropriate in the prevailing market conditions.  If the PUC concludes that contracting only through the end of the SO is insufficient to attract financing, they should consider the collective obligation under SO and LRS in determining an appropriate quantity and term commitment (taking into account the expected penetration of each as well as the RPS percentage).  Such standards should only be maintained until there is a showing that they are not necessary support financing. 
  

b. The provider of SO and LRS service should be required to submit an annual compliance/procurement plan to the PUC.  The PUC should allow cost recovery for certificate purchases by the SO/LRS supplier if fully consistent with compliance plan and contracting standards.

8. Implementing Future Administrative Changes to RPS Rules: 
a. If the RPS policy is adequately defined in legislation and initial administrative rulemaking, few changes to the basic design of the RPS should be required over time. Nonetheless, several possible policy changes, to be overseen by the RPS administrator, are contemplated here: (1) possible future application of the RPS to self-generators, (2) possible elimination of the Rhode Island RPS maintenance tier under a federal RPS, (3) latitude to accelerate or slow the target RPS percentage increases over time, (4) duration of the RPS policy, and (5) expansions or changes to resource eligibility. Other changes to the policy should only be made though legislative action.
b. All material changes to the policy that will significantly influence renewable project financing and contracting should be made with significant advance notice of at least 2 to 3 years. An appropriate hearings process should also precede policy changes. In the case of some policy changes, certain triggering events should be demonstrated before a change is made. 

Interaction with Other Policies:
1. Interaction with Rhode Island’s System-Benefits Charge for Renewable Energy: 
a. Rhode Island currently has a system-benefits charge (SBC) dedicated to supporting renewable energy, administered by the State Energy Office; other states have similar policies. 

b. The RPS Working Group believes that coordination between the RPS and the SBC deserves attention, especially by the SBC administrator. In particular, Rhode Island’s SBC administrator should target its funds towards renewable energy projects and endeavors that are not expected to thrive under the state’s RPS, such as supporting emerging and higher-cost renewable resources. The same recommendation is provided to other state SBC funds.

c. The Rhode Island RPS administrator should also be given the authority to make new renewable facilities receiving certain kinds of SBC support ineligible for the Rhode Island RPS. This authority should only be used prospectively and with substantial advance notice, and should only be invoked if the RPS administrator, in consultation with the SBC administrator, believes that substantial double dipping or inefficiencies are involved. 

2. Interactions with Possible Future Federal RPS: 

a. The RI RPS administrator should monitor federal policy efforts on RPS, and be ready to assess interaction issues as they arise, including coordination of accounting and verification mechanisms.

b. In the event a Federal RPS is adopted which has different eligibility provisions and/or targets, and in the event that the Rhode Island standard is effectively higher, the administrator would make the necessary adjustments to meet the objectives of Rhode Island RPS. The administrator may consider, among other things, eliminating the maintenance tier of the RI RPS if a Federal RPS that has a similar effect is adopted.

3. Treatment of Emissions Credits: 
a. Enabling legislation should clearly state that the objectives of the RPS include reduction in greenhouse gas and air pollutant emissions, and require that production from generators upon whom tradable emission rights have been conferred will not be eligible for RPS compliance to the extent that such rights have been sold to third parties.  Documentation and attestations to this effect are necessary to the extent that such treatment is not tracked in the NEPOOL GIS.

Conclusion - Transition to Legislation and Regulations: One of the key decisions to be made in crafting Rhode Island’s RPS is to determine what design features of the RPS deserve to be defined in legislation, and which to leave to regulatory implementation processes. Regardless of the approach taken, the RPS Working Group observes that perhaps the most important lesson to learn from other states is to beware of the RPS design details. Inadvertent or seemingly unimportant legislative language can substantially undermine RPS effectiveness. 

Assuming that the legislative process is open to placing a good level of attention on the details, the RPS Working Group believes that all of the RPS design elements discussed above would, ideally, be addressed in some way in legislation, if only at a high level. In some cases, however, legislative treatment could be minimal, offering a clear signal of intent, with details to be addressed in the subsequent administrative process. This is especially true for compliance and registration details, including: (1) detailed definition of new, incremental generation, (2) certification/determination of eligible generators, (3) compliance filings, (4) certain aspects of flexibility mechanisms, and (5) contracting standards for SO/DS providers. In these cases, clear legislative guidance is desirable, but the details could then be worked out in an administrative process as necessary.






� See Appendix 1 for names and organizations who participated in this Working Group


� The RPS Working Group acknowledged that that is the earliest possible start date; if the implementation schedule is delayed, a 2006 start may be appropriate with 2005 early compliance.


� All of the Working Group members but one felt that a target of at least 15% was justified and would meet the RPS GHG reduction goal established in Phase I at least cost. Two members (ESS, Division of Public Utilities and Carriers) felt that 15% should be the final target for those reasons. However, 5 Members (RI PIRG, RI-DEM, PP&L, CLF, State Energy Office) felt that 20% was appropriate because the incremental carbon savings are significant relative to the incremental costs, and the PUC administrator would have discretion to adjust the annual rate of increase (as discussed in Section …). One member, Naragansett, abstained from this recommendation due to its opposition to the RPS.


� PP&L would prefer to have more detailed standards or definitions for eligibility, such as Low Impact Hydro Institute’s criteria. 


� including brush, stumps, lumber ends and trimmings, wood pallets, bark, wood chips, shavings, slash and other clean wood that are not mixed with other solid wastes; agricultural waste, food material and vegetative material as those terms are defined, or may subsequently be defined, by the Massachusetts Department of Environmental Protection at 310 CMR 16.02; energy crops; biogas; organic refuse-derived fuel that is collected and managed separately from municipal solid waste; or neat biodiesel and other neat liquid fuels that are derived from such fuel sources. (225 CMR 14.00)


� This proposed requirement addresses a potential market failure of lack of credit-worthy parties available to contract with new renewable generators sufficient for them to attract financing.  Such a failure might be present so long as competitive suppliers represent a minute share of the market, and until a liquid renewables market is established.  


� Narragansett expressed dissent regarding the need and appropriateness of any such standards.  However, if an RPS was adopted that applied to Standard Offer and Last Resort Service, Narragansett asserts that such contracting standards should:


i. Be considered a transitional tactic to be applied to Standard Offer only, and (a) only if and to the extent necessary; (b) as little quantity and as short term as possible, not to exceed to term of the Standard Offer obligation; (c) subject to assured distribution rate recovery if term commitments for RPS compliance turn out to be above market; (d) transition away from term purchase commitments as quickly as possible. 


ii.	Not be applied to LRS obligations.  They would want the maximum flexibility possible at the end of the SO term, and opposed  any contracting standards for LRS.  They anticipated the potential for shifting of the LRS obligation to retail rather than wholesale suppliers, which would make such a standard moot.


iii. Efforts should be made to encourage market participants, rather than utilities, to engage in longer term contracts.  Long term contracts by utilities are inconsistent with the policy that utilities exit the supply business, may make contracts and market development by unregulated suppliers more difficult, and could lead to additional stranded costs that the utilities would recover from Rhode Island customers.  To avoid these results, long term contracts by utilities with renewable suppliers should not be required and should be avoided, if possible.  Longer term contracts by retail suppliers of renewable energy in the competitive market avoid all of these issues and the statute should encourage the development of the retail competitive market for renewable energy supplies.
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