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M emorandum

From: Bob Grace and Ryan Wiser

To: Rhode Island Greenhouse Gas Stakeholders Group

Date: March 14, 2003

Re: Comparison of House Bill 5533 to the GHG Working Group Recommended RPS Design

On February 6, 2003 Representatives Moura, Long, Ajello, Palumbo, and Naughton introduced
legidation to the Rhode Island House of Representatives to establish a Renewable Energy Portfolio
Standard (RPS) and source disclosure requirements. The purpose of this memo is to compare the
characteristics of the RI Greenhouse Gas Stakeholder Group’'s recommended RPS design
(“Recommendation”) with the RPS reflected in this bill, HB 5533. The memo is organized in parallel to
the “Recommendations for Design of Rhode Island Renewable Portfolio Standard” memorandum from
the Rhode Island Renewable Portfolio Standard Working Group to the Rhode Island Greenhouse Gas
Stakeholder Group, dated February 12, 2003. It identified key differences in HB 5533, as well as
gualitative and directional implications of differences. It does not address the source disclosure standards
raised in HB 5533.

Summary:

While there are numerous similarities, HB 5533 differs from the Stakeholder Group RPS Design
Recommendation in a number of substantive dimensions. The most important implications include:

. Structure: Tiers & Vintage, Percentage Targets: Unlike the 2-tier structure of the
Recommendation, which identifies a new/incremental vintage requirement and limits existing renewables
to no more than 2% of the total standard, HB5533 has no distinction between new and existing
renewables. As aresult, the HB5533 results are far less certain than under the Recommendation. While
HB5533 provides no explicit minimum protection for existing renewables, neither is there an upper limit
to eligible exigting resources. Existing eligible biomass or hydro could comprise all, or a substantia
fraction of, the total standard, even though compliance costs might still be dictated by new resources.

In addition, HB 5533’ s total percentage target is somewhat more aggressive over time, but it never stops
growing at 15% or 20% as does the Recommendation. The amount of new renewables that would result
from HB5533 largely depends on whether other states implement or fix RPS standards for existing
renewables. At one extreme, Rl would not be able to quickly absorb eligible existing renewables, so
existing renewables would dominate compliance. If substantial mandates for existing renewables are
implemented elsewhere in the region, however, then HB5533 might prove to be far more aggressive than
the Recommendation in terms of total new renewables required in the long run. As a result, HB5533
could either have much higher cost and impact, or much lower cost and impact than Recommendation. It
is unclear if or when any new renewable would result, and therefore HB 5533 leaves great uncertainty as
to the extent of verifiable GHG reductions, and provides a less stable and predictable market (where
predictability and stability are necessary to support investment in new renewabl es).



. Duration, Termination, and Changes to the RPS Standard: The HB5533 target percentages
never stop increasing. The implication is that, without legidative intervention, the targets would become
the highest in the nation (an unrealistic prospect). While HB5533's rate cap is intended to provide for a
safety-valve on cost and quantity of required renewables, and the structure is unlikely to ever be triggered.

. Geographic Scope/Accounting & Verification: HB5533 limits eligibility to generation with
NEPOOL GIS certificates, omitting the additional basis for verification, TRCs from éligible plants in
New York (without requiring the costly energy import required under GIS rules), provided for under the
Recommendation. Omission of NY TRCs under HB5533 restricts access to a wider pool of lower-cost
new renewable resources, implying higher cost, all else equal.

. Hydro Eligibility, Biomass Eligibility: HB5533 narrows the eligibility of hydro resources (by
restricting to those receiving Low Impact Hydro Institute certification), biomass resources (by introducing
an emissions cap), and landfill gas resources (by introducing both an emission cap and requirement that
methane would otherwise be vented).

. Cost Caps and Penalties: In contrast to the alternative compliance mechanism (5¢/kwh payment
to the renewabl e fund) provided for in the Recommendation, HB5533 has a rate impact cap (rather than a
cost cap) that is defined in a manner that we believe it would never come into play. So under HB533
there appears to be no effective cap other than that provided by a financial non-compliance penalty.
HB5533's penalty — 200% of the PUC-estimated cost of certificates — results in a magnitude that is
unspecified, a moving target, and administratively burdensome and difficult for PUC to determine.

. Contracting standar ds: Because HB5533' s rate cap (which would trigger some requirements on
the utility provider) is never expected to come into play, there are no provisions for establishing long-term
contracting standards for default service or standard offer supply.

. Treatment of emission credits. Under HB5533, generators could sell off emission rights and
till be eligible, undermining GHG and other emission reductions expected, causing the policy to fail to
meet objectives.

Severa other differences of moderate or minor significance were also identified. These are summarized
in Tables 1 through 5.

As a result of the differences identified between the Recommendation and HB5533, we conclude that
HB5533 provides less stahility and predictability as to the demand for new renewables, undermining the
ability to finance new plants; leaves RI dependent on what other states in the region do to create markets
for existing renewables; and as a result, introduces far less certainty than the Recommendation as to the
ultimate impact (in new renewables and GHG reductions) and costs of the RPS. If other states fail to soak
up existing renewables, the quantity of new renewables (through 2020) may be far less under HB5533,
with correspondingly lower GHG impacts and possibly lower costs. If other states do create markets for a
substantia fraction of existing NE renewables, however, HB5533's tighter eligibility standards (hydro,
biomass, geographic digibility, etc.) and higher percentage targets (through 2020, and continuing
indefinitely beyond) would result in far higher costs and greater GHG reductions than under the
Recommendation.

Detailed Analysis:

The specific distinctions between the two proposals are summarized in the attached Tables 1 through 5 by
major categories of design features: the RPS standard and structure, dligibility, administrative issues, and
interaction with other policies. Specific issues are identified as major, moderate or minor in importance.
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