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1. Summary of Recommendations

Based on the discussion detailed in this paper, we recommend a Rhode Island RPS that shares many characteristics with RPS requirements adopted in neighboring states, where such requirements align with Rhode Island’s objectives and constitute acceptable best practices.  In summary, the recommended RPS design is comprised of both a “growth” tier (for incremental renewable generation) and a “maintenance” tiers.  We propose a total RPS target percentage requirement starting at 3% of retail sales volume of each product sold by all suppliers of retail load in 2005, escalating annually thereafter.  Of the total, the maintenance percentage is defined such that no more than 2.2% of the total may be met by eligible existing resources.  We propose broad resource eligibility necessary to meet such aggressive targets, with co-firing supported and only a few restrictions on eligible biomass fuel resources.  We propose limiting support for hydro to existing facilities up to 30 MW in capacity and to new hydro provided that no new impoundments are required.  We do not recommend inclusion of municipal solid waste combustion.

For compliance and verification, we recommend relying heavily on the NEPOOL Generation Information System recently established to support RPS and other attribute requirements in the region.  To keep costs low while minimizing administrative complexity, we recommend allowing some degree of compliance flexibility, and propose adopting an alternative compliance mechanism to serve the dual function of providing flexibility and capping the cost to customers.  
In a number of areas, we propose some alternatives for consideration.  Most important are two proposed schedules of target percentages (escalating to either 15% or 20% by 2020) and geographic eligibility (encompassing New England, plus renewable energy imported into New England; and a variation allowing additional upwind generation fro New York without requiring associated imports).  Some additional design alternatives are presented in the table and text below.  Ultimate selection from among the alternatives should be influenced, in part, by results of the modeling exercise projecting the cost implications of these choices.  
These recommendations are summarized in a structured and more detailed form in the table below.   Readers are encouraged to review the summary, and drill down to the discussion of the particular issue if interested in the background, benchmarks and best practice, and the rationale for the recommended design feature.
	RPS Design Issue
	Recommendation or Options for Consideration
	Legislation or Regulation


	Basis – Energy vs. Capacity
	Energy-based purchase obligation applied as a percentage of a retail suppliers’ end-use load
	L

	RPS Structure and Incrementality
	2-Tier RPS: 

· first tier to maintain pre-existing contribution of renewable energy to Rhode Island’s energy mix (existing and new renewable generation eligible)

· second tier to increase the contribution (only new renewable generation eligible)

Legislation should give regulators authority to consider eliminating the “existing” tier if a Federal RPS of similar effect is implemented
	L

	Start Date
	Early compliance period begins in 2004, with first RPS compliance period in 2005 to provide adequate development lead-time
	L

	Percentage Targets
	· Maintenance Tier: 2.2% based on historic contribution

· Overall Initial Target: 3% in 2005, with not more than 2.2% from existing resources

· Ultimate Target:  15% or 20% by 2020; choice to be determined by RI Working Group

· Rates of Increase: 0.5%-1.5% per year depending on ultimate target and year

· Choice between clearly specifying all targets in advance in legislation, or providing RPS administrator some discretion to slow the rate of increase in the targets after 2010
	L

	Duration/End Game
	Two options for consideration:

· no specified end-date for the policy – indefinite policy

· leave standard at 15% or 20% from 2020 until 2030, at which point the RPS ends
	L

	Addressing Resource Diversity
	· No specific encouragement under RPS

· Allow SBC fund to support resource diversity goals.
	n/a

	Application of the RPS to Electricity Suppliers
	· Apply RPS to competitive electricity suppliers and standard offer and default service providers

· Discuss with RI Working Group whether standard should apply to publicly owned utilities 

· Exempt self-generators from RPS initially, with possible reconsideration at standard increases over time
	L

	Product or Company Basis
	Product-based RPS to support credible green markets to combat consumer fraud.
	L

	Federal RPS Interactions
	· RI RPS administrator to monitor federal policy efforts on RPS, and be ready to assess interaction issues as they arise, including coordination of accounting and verification mechanisms

· Two options for consideration: (1) compliance with state RPS would offset federal RPS requirements, but excess credits cannot be sold elsewhere, or (2) compliance with state RPS would not offset or reduce federal RPS obligations

· Consider eliminating maintenance tier of RI RPS if a Federal RPS that has a similar effect is adopted
	L

	Geographic Eligibility
	· Recommended Approach: Be consistent with approach taken by NEPOOL GIS

· Alternative Recommendation: Also allow generation sources from New York to qualify, under certain more lenient circumstances
	L

	Resource Type
	· Hydro: not to exceed 30 MW eligible for maintenance tier; growth tier limited to incremental hydro generation so long as it does not require any new impoundment
· Biomass: meeting the MA definition of eligible fuels; no emission requirement; co-firing allowed; MSW excluded.
· Solar
· Wind
· Ocean 
· Geothermal
· Fuel cells  using renewable fuels
	L

	Multi-Fuel Facilities
	· Allow as eligible the renewable energy portion of multi-fuel facilities

· As per NEPOOL GIS, allow incidental use of fossil fuels in biomass start-up without penalty

· Question for RI Working Group on whether to apply emissions requirements on overall facility, as Massachusetts has done
	L

	Definition of New, Incremental Generation
	Mirror the Massachusetts treatment:
· Generation with Commercial Operation after 12/31/1997
· Vintage generation at eligible plants above historical baseline generation (1995-1997 average)
· Treat as vintage generator any plant on a site with renewable generation between 1995 and 1997
	L (high level) and R (details)

	Off-Grid and Customer-Sited Renewable Energy
	Allow as eligible off-grid and customer-sited renewable energy facilities that are located in Rhode Island, as long as supported by the NE-GIS
	L

	Exposure to Market Forces
	Place no requirements on eligible generators on this basis (alternative for discussion purposes would be to apply an “exposure to market forces” standard on existing facilities)
	L

	Oversight and Administration
	Rhode Island PUC recommended to be primary oversight and administrative body for the RPS
	L

	Accounting and Verifying Compliance
	Use the NEPOOL GIS system to maintain regional consistency.   For alternative recommendation (adding NY generation), rely on a compatible REC registry or GIS.
	L

	Certification/Determination of Eligible Generators
	Apply the Massachusetts RPS process to qualify eligible generators through advance filings; Allow utilization of Massachusetts qualification results
	L or R

	Compliance Filings
	Follow Massachusetts approach and process for annual compliance filings of REPs, due July 1 following each compliance year
	L or R

	Penalties for Noncompliance and Cost Caps
	· Mimic Massachusetts approach and establish “alternative compliance mechanism” of 5 cents/kWh

· Funds collected through alternative compliance to be provided to the RI SBC administrator – the State Energy Office – to support maximum quantity of eligible renewable facilities

· Require compliance plans for those that fail to comply

· Consider requiring compliance plans for standard offer and default service providers as a matter of policy, regardless of past compliance practices
	L

	Flexibility Mechanisms
	· Annual settlement period

· Early compliance allowance for 2004 for “new” tier, to meet 2005 requirement

· Banked compliance for two subsequent compliance periods, capped at 30% as done in Massachusetts
	L or R

	Future Changes
	[to be addressed in next draft]
	

	Contracting Standards for SO/DS Providers
	· Require long-term contracting for at least a portion of SO and DS supply
· Require annual compliance plan filings by the DISCO
	L, and R

	System-Benefits Charge Interaction
	· Rhode Island RPS should remain largely silent on this issue

· Rhode Island SBC administrator, and other SBC administrators in region, should consider establishing standards and guidance for interaction

· Rhode Island RPS administrator should be given discretion to address interaction directly if major inefficiencies arise in the future
	L

	Treatment of Emissions Credits in Cap and Trade Environment
	[to be addressed in next draft]
	


2. Introduction

A Renewables Portfolio Standard (RPS) is simply a requirement for retail suppliers of electricity to support, or source from, a defined percentage of their retail sales from eligible renewable energy sources.  Its primary advantage as a policy tool is its market-based nature: it sets targets and then encourages competition to meet those targets at lowest cost. 

The Rhode Island Greenhouse Gas Action Plan working group has identified an RPS as a policy tool for further development.  The purpose of this 1st Draft report on Crafting a Renewables Portfolio Standard for Rhode Island: Design Choices, Best Practices, and Recommendations is to provide the RPS Working Group a series of recommended design choices for implementing an RPS in Rhode Island as part of the State’s greenhouse gas action plan implementation, and to describe the rationale for those recommendations.  While An Act Relating to Renewable Energy Content, introduced in the Rhode Island House earlier this year, lays out an initial structure for an RPS, discussions at the first working group meeting concluded that a better approach would be to design a proposed RPS from the bottom-up rather than as a modification to the earlier Act.

Other State RPS Experience

So far, 13 states have adopted an RPS or similar renewable energy purchase mandate, including:

· 7 retail choice states: Arizona, Connecticut, Maine, Massachusetts, Nevada, New Jersey, and Texas.

· 3 regulated states: Iowa, Minnesota, and Wisconsin.

· California, a state in which retail competition was adopted and later substantially repealed, is the latest to adopt a RPS.

· Two other states, New Mexico and Pennsylvania, have established mandates on the provider of last resort.

Several other states are considering RPS mandates, and a national version has been included in a number of pieces of Federal energy legislation that have yet to pass.

Many of these mandates, such as that in neighboring Massachusetts, have yet to take effect, while others have brief histories.  With the exception of the mandates in the still-regulated states of Iowa and Minnesota, none of the RPS policies has been in place for more than 3 years, with a majority having less than 1-2 years of experience.  Nonetheless, the distinguishing features of successful mandates are becoming apparent, and these stand out as best practices.  [discuss with Ryan including an Appendix with some summary info tables on these requirements – could update my mega-table, which I would like to do. but, this would take a bit of time and can’t be done by Friday. Perhaps in the second round if budget allows?]

Roadmap

This report steps through a discussion, and makes recommendations, for several categories of RPS design features, organized as follows:

· Section 3 introduces design objectives and principles to guide the evaluation of recommended RPS design characteristics.

· Section 4 addresses the structure, size and application of the RPS obligation.

· Section 5 addresses eligibility requirements for renewable generation.

· Section 6 includes recommendations on administrative details necessary to implement a RPS. And

· Section 7 discusses interactions between RPS and other policies. 

For each design issue, we have organized the discussion by first summarizing background information on that design feature, including context, relevance, implications, and importance.  Next, we identify relevant benchmarks and best practices from other state policies.  Finally, we make recommendations, or where reasonable alternatives exist, we offer design options for consideration.  We also note where our recommendations have been influenced by consensus decisions reached or majority direction given at the first working group meeting of October 15, 2002.

In Section 8, we conclude by identifying the requirements for transforming these recommendations efficiently and effectively into enabling legislation and governing regulations. [We propose to leave this section until the next draft]

3. Policy Objectives and Principles

The objectives of an RPS policy dictate many of its design features and metrics, such as scale (percentage target), eligibility, and geography.  A lack of clearly stated societal objectives and precise direction has been the cause of undue wasted time and effort in Massachusetts and elsewhere, and could keep Rhode Island from reaching closure in this design process.  Objectives will often come into conflict, and therefore a prioritization of objectives is also important.  

Proposed Rhode Island RPS Objectives

Phase I activities resulted in the identification of substantial greenhouse gas reductions as the primary objective. At the same time, local and regional air emission co-benefits were also identified in Phase I discussions as an important objective.   Finally, An Act Relating to Renewable Energy Content, introduced in the House earlier this year, highlighted the economic goals of providing, through supply diversity, a hedge against volatility, and enhancing energy security.  These objectives were agreed by the working group at its first meeting, in priority order.

Another objective that has been identified includes fish and water quality benefits.  However, to the extent that such an objective may come into conflict with the primary objective of greenhouse gas reduction, it is considered a secondary objective here that will bow if in conflict with the primary objectives, but otherwise be considered to the degree feasible.

Other objectives that have been identified include local economic development and stimulating renewable energy markets.  In both cases, we feel that these objectives are better left to Rhode Island’s Renewable Energy Fund to support.  Any substantial slant towards requiring that generation be located in Rhode Island is likely unrealistic due to land-use constraints, and may also conflict with the Interstate Commerce Clause.  The Rhode Island electricity market is also too small to transform overall renewables markets in any practical sense through an RPS.  Therefore, these objectives will not play more than a minor role in influencing our recommendations.

Of course, in the end, these objectives must be balanced against the politically preeminent objective of limiting cost impacts to Rhode Island customers.

Proposed RPS Design Principles

Complementing the general policy objectives noted above, it is also useful to identify more specific RPS design principles to drive policy design decisions.  Our suggested design principles for RPS best practices, adapted from similar exercises in Massachusetts and elsewhere, include:

· Leads to desired environmental benefits

· Complementary with competitive market structure

· Cost-effective and efficient at meeting objectives

· Credible

· Enforceable

· Applied fairly, consistently and proportionately to all market participants and customers

· Predictable (market stability, reduced perception of regulatory risk)

· Consistent with other regulations

Of course, a balance will often need to be achieved between competing principles.

Benefits of Regional Consistency

A Rhode Island RPS will need to draw incremental generation on-line to meet its primary objectives.  Rhode Island’s larger immediate neighbors, Massachusetts and Connecticut, have adopted RPS mandates that differ from one another in important ways. Maine’s RPS also differs in structure from those established in Massachusetts and Connecticut.

· In Massachusetts, the distinguishing structural characteristic is vintage.  A new renewables RPS will become effective as of January 1, 2003, with eligibility limited to certain generators brought on-line after 1997 and incremental generation at a handful of historically underutilized plants.  While no requirement is in place today for “existing” renewables, the legislature has directed the responsible state agency to study and consider implementing an additional requirement to maintain the historical contribution of renewables to the Massachusetts mix (as was strongly suggested in enabling legislation, but with sufficient ambiguity that such a standard was not initially implemented).  

· In contrast, Connecticut has already established a two-tier standard in which different types of renewables are eligible for different tiers.  While implemented, the policy has so far exempted the utility standard offer and default service providers, and as about 1% of retail load is served by competitive suppliers, it is so far ineffective.  

· Maine also has a RPS, covering both existing and new resources in a single tier, although the policy does not currently drive any demand for incremental renewables.  

NEPOOL has established a Generation Information System (GIS) to create tradable certificates that will serve as both currency and verification for compliance with RPS and other mandates in the region.  While it does not solve every market barrier, the GIS brings many benefits to markets for renewable energy attributes, including:

· significantly lowering transaction costs by introducing transactional ease and flexibility;

· facilitating creation of a spot attribute market;

· enhancing liquidity, and introducing the potential for price visibility;

· establishing simple, low cost transaction and title verification capabilities with high credibility and low potential for intentional or inadvertent fraud or double counting;

· creating the potential for a visible attribute forward market price curve to support hedging and financing; and 

· allowing buyers to procure just what they need, rather then the output of an entire renewable plant or fraction thereof.

We observe that successful implementation of an RPS in Rhode Island will benefit greatly from consistency with at least one, if not both, of its neighboring states’ policies, as well as the GIS system.  The reduced stratification and balkanization of the renewables market will result in greater market depth and liquidity, which in turn will lead to enhanced market efficiency and price transparency, reduced costs, the development of forward markets that will enhance prospects for project financing, and a host of other benefits. Importantly, applying similar requirements as a neighboring state may also reduce the administrative challenges and costs associated with a Rhode Island RPS.  Therefore, throughout this document we will lean towards replicating practices in neighboring states wherever justifiable, and taking advantage of the existing GIS wherever possible.

4. Structure, Size, and Application of the RPS

The initial step in RPS design should be to establish the basic structure, size, and application of the policy. Accordingly, in this section we cover the following policy design issues:

· Basis – Energy vs. Capacity

· RPS Structure and Incrementality

· Start Sate

· Percentage Targets 

· Duration/End Game

· Addressing Resource Diversity

· Application of the RPS to Electricity Suppliers

· Product or Company Basis

· Federal RPS Interaction

Basis – Energy vs. Capacity

Background: An initial decision that must be made is whether the renewable energy requirement under an RPS is to be based on “capacity” or “energy.” Under an energy-based approach, electricity suppliers are required to purchase a certain amount of renewable electricity generation on (typically) a yearly basis. As a practical matter, the energy-based requirement is typically applied as a percentage of retail electricity sales in the current year, though some states have established an earlier, historic test year for retail sales on which to apply the percentage requirement. This later approach reduces the uncertainty for the retail supplier in estimating their renewable energy purchase obligation in advance. Under the capacity-based approach, electricity suppliers might be required to install or support a certain amount of installed renewable capacity. The requirement could also be applied on a percentage basis.

Benchmarks & Best Practices: Nearly every state that has developed an RPS has used an energy basis, and has applied it as a percentage obligation based on retail current electricity sales.  The two states that have used a capacity basis have been ones in which electric utilities remain regulated and are or have been subject to renewable requirements: Iowa and Minnesota. Texas’ RPS legislation specifies a renewable capacity goal, but the Texas PUC translated the capacity-based goal into energy-based purchase obligations. Every other state uses energy-based, percentage purchase obligations. 

The rationale for an energy-based purchase obligation is strong. First, most of the benefits of renewable energy occur when electricity is generated, not by the mere installation of capacity. For example, most environmental benefits sought are proportional to energy generation, not capacity. An energy-based RPS is therefore far more consistent with the public benefits provided by renewables than an installed capacity-based obligation.  Second, in rewarding production an energy-based requirement provide proper incentives to renewable project developers and owners to keep their facilities operating at maximum productivity. Third, an energy-based requirement treats all forms of renewable generation fairly, while a capacity-based requirement would disproportionately advantage projects that cost little to install, but that do not operate regularly. Fourth, a capacity-based requirement provides incentives for gaming (e.g., installing a wind turbine with a maximum output of 700 kW but installing a 1 MW generator in the nacelle and calling the turbine a 1 MW machine) because there is every incentive to show a plant with a higher level of installed capacity; an energy-based requirement does not offer such incentives and energy production is easy to measure and verify on an ongoing basis. 

Recommendation: We strongly recommend an energy-based purchase obligation applied as a percentage of a retail electricity suppliers’ end-use load. 

RPS Structure and Incrementality

Background:  The structure of the RPS should be driven by its objectives, and should also be closely related to other design choices on eligibility and resource diversity.  A key question is whether the primary objective is (a) to add renewable generators that lead to verifiable incremental emission reductions resulting from particular actions, or (b) to increase the total quantity of renewable generation net of any shutdowns of existing renewables, and to thereby actually achieve net emission reductions.  The answer helps dictate treatment of existing resources and generator vintage.  The primary objectives described in Section 3.1 are most consistent with (b), so all else being equal, a Rhode Island RPS should look to build upon the historical contribution of renewable resources by supporting both new renewable resources and existing resources that are at risk of shutting down.

In competitive markets with significant existing renewables, existing renewable resources have often been included in the RPS structure to prevent “backsliding” and build upon a base, rather than risk adding higher cost new renewables while shutting down lower-cost existing renewable resources that cannot compete on commodity revenues alone.  In considering the treatment of existing renewables, the historical contribution (which we will refer to as the “baseline”) dictates both the structure and percentage targets.

Benchmarks & Best Practices:  Assuming that the prevention of backsliding on existing renewable resources is a goal, options include a two-tier or single tier standard.  Typically, the two-tier approaches use “growth” & “maintenance” tiers.  States implementing two-tier standards to address incrementality have used one of two alternative approaches.  Both approaches have growth tiers with percentage targets that increase rapidly over time, and a maintenance tier with roughly stable or slowly increasing percentage targets:

· Technology banding to create de facto vintage tiers: Connecticut and New Jersey have established a “Class 1” growth tier whose eligibility includes environmentally preferable technologies with low historical penetration, such as landfill gas, wind, solar, and new, sustainably managed biomass.  Their “Class 2” maintenance tier eligibility includes all renewables (e.g. most hydro, biomass, MSW) not eligible for Class 1, which comprise the vast majority of the existing stock of renewable generators.

· Vintage banding to create baseline and incremental tiers:  Massachusetts has established a growth tier for “new” (post-restructuring) generation, which also includes incremental generation from “vintage” plants (a cleaner subset of underutilized existing biomass plants) above historical baseline production.  Massachusetts may in the future also establish a “baseline” maintenance requirement for existing renewables, with broader eligibility, but has not yet done so.
  The growth tier excludes MSW and hydroelectric generation that is otherwise defined as renewable, and would be eligible for a maintenance tier if established. Wisconsin takes a similar approach: an overall renewable energy purchase requirement is set, with only 0.6% of that requirement allowed to come from existing renewable generators.

A single tier approach does not differentiate according to growth and maintenance, but rather has a single percentage target for which all eligible resources can compete.  There are several examples, although few of them are pure single tier approaches.

· Maine has a stable maintenance tier only.  While new renewables are eligible as well as existing, it is set at a level below the available supply, and as a result drives no new renewables development.

· Nevada has a single tier standard increasing from 5% to 15% over time, covering both existing and new renewable resources (5% of the standard does have to be met with solar, however, creating a 2-tier standard for diversity’s sake). 

· The Texas RPS has a target that combines features of the single- and double-tier approaches. In particular, a single target increases over time.  Existing renewable resources in a supplier’s portfolio can count toward the supplier’s RPS, but cannot be traded.  Texas has an isolated market, with very limited existing renewables and little surplus existing renewables that could be shifted to obligated entities to displace new renewables purchases.  This approach would not make sense in a regional, competitive environment with a lot of existing resources.

· California takes a somewhat similar approach. Each utility is required to increase its share of renewables above its current proportions by at least 1% each year until it reaches 20% (by 2018, at the latest), and any attrition from existing resources shutting down would have to be matched with increased quantities of new renewable purchases.  This type of approach works for regulated markets with stable portfolios, but it is not suited to competitive markets in which a large fraction of existing renewables are not in the portfolios of obligated entities.  If implemented in Rhode Island, all available existing renewables would migrate to Rhode Island and no new renewables would result. 

Recommendation:  A single tier RPS that covers both existing and new resources would likely fail in Rhode Island.  Without universal RPS requirements throughout the region, eligible existing renewables would flow from elsewhere in the region to the Rhode Island RPS, and no incremental renewables would be likely to result.  Another problem with a single tier is that, if new renewables set the market-clearing price, many existing renewables would reap windfall profits, leading to much higher compliance costs.

Therefore, we recommend that Rhode Island use a two-tier approach, if the working group believes that Rhode Island should contribute to the maintenance of the existing renewable resources base in New England (if the working group instead only wishes to focus on new renewable resources, perhaps out of a belief that Rhode Island’s maintenance tier will not be sufficient to significantly benefit existing resources, a single tier RPS that only allows new resources to be eligible would suffice).  Based on discussions with the working group, we also recommend curtailing eligibility somewhat for the maintenance tier so that plants least likely to need supplemental revenue from certificates sales are not eligible (see Section 5 below).

The objective of maintaining some degree of regional consistency suggests that Rhode Island should adopt an approach similar to that in either Connecticut or Massachusetts.  We recommend mimicking the Massachusetts new/existing approach.  In many respects, the Massachusetts policy is more well-defined than Connecticut’s.  Massachusetts’ RPS also appears less likely to be subject to substantial additional tinkering or possible repeal, and the Massachusetts approach absolutely assures that incremental renewable generation will be needed to meet the requirement in the near term.  

To simplify both the drafting of enabling legislation and implementing regulations, we recommend defining the target percentages as a tier within an overall target, as follows: An increasing overall percentage target, of which no more than X% may be met from resources not meeting the incremental definition described further in Section 5.4.  This approach is politically easier to explain without complexity, and makes explicit that new renewables can compete to displace existing head to head for the maintenance tier. This approach is somewhat similar to that taken in Wisconsin.

Finally, we suggest that the legislation give regulators the authority to consider elimination of the existing tier (and commensurate lowering of the total percentage targets) if a Federal RPS of similar effect is implemented.

Start Date

Background: The timing of the initial compliance period, relative to both when legislation is passed and regulations are implemented, is critical to the success of an RPS requirement.  Early compliance – credit for complying ahead of schedule – can encourage investment in a manner that gets more development into the pipeline sooner, and reduces the risk of immediate shortage.  This is discussed further in Section 6.6. 

It is critical to provide sufficient lead time between establishing the specific eligibility and compliance rules, and the initial compliance year, so as to provide sufficient lead time for permitting, developing, and constructing new renewables.  

Benchmarks & Best Practices:  Perhaps the best benchmark is Massachusetts, which is instructive in what to avoid.  Massachusetts delayed promulgating their RPS rules, leaving major eligibility issues unresolved, while the legislative compliance timetable was already set.  The resulting insufficient lead time led to a perception that supply would be in shortage at the outset, and prices in the initial trading period (and forward markets) were initially higher than would otherwise be expected.  As a result, many stakeholders immediately appealed for legislative or regulatory changes, undermining the critical regulatory certainty necessary for investment in new renewables.
  

Recommendation: We recommend that in order to provide sufficient lead-time for project development, the standard should become effective for a percentage of load in calendar year 2005.  This assumes legislation is passed in mid-2003, and rules finalized before the end of 2003.  While a 1-1.5 year lead time is probably insufficient if Rhode Island was the only state in the region with an RPS, given the presence of standards in neighboring states and Rhode Island’s comparatively small size, sufficient renewables should already be in the development pipeline to make this short a lead time sufficient in these circumstances.  Any further delay beyond these dates should be accompanied by a commensurate delay of the start date.  This period is the minimum necessary, recognizing that siting and permitting in New England have been particularly difficult, and that Rhode Island will be competing with Massachusetts and Connecticut Class 1 RPS requirements for resources.  

Percentage Targets

Background:  In deciding the level to set the percentage targets, we need to consider the structure (two-tier), the objectives (e.g. balancing GHG and other emission reductions with cost impacts), and eligibility (e.g. broader eligibility = higher targets).  Other important considerations include feasibility of meeting the standard, ensuring competition at the outset, and ensuring certainty in the amount of current supply.  Parameters to consider include the ultimate target, the initial target, and the annual rate of increase. We assume successive one-year compliance periods, as recommended in a later section of this paper.

· Initial target – growth tier: Options include being aggressive out of the gate, or starting slowly.   The initial requirement for incremental renewables should be binding but not overly so.  It should require that some new renewables be obtained off the bat – not so little that certificate price will crash, but not so much that compliance in the first year cannot be achieved.  Ideally, the certificate price should reflect a reasonable balance of supply and demand and clear at a level that demonstrates that there are premiums available in the market sufficient to attract investment.  It is also important to start off at a level that avoids creating a boom/bust cycle.

· Rate of Increase – growth tier: The choice of rate of increase should, like the choice of initial percentage, be feasible to meet, and also take into consideration the absolute scale of the increase relative to the scale of likely eligible renewable resource additions.  A moderate and steady rate of increase will help to ensure orderly development and market evolution.

· Target – maintenance tier:  The maintenance tier target should be set at a level that protects all or a portion of the historical contribution of eligible renewables to the state’s mix. 

· The target setting process:  The targets themselves are typically determined in a political setting, informed by cost and benefit estimates, but driven primarily by political viability. Targets are usually set at a level that is insufficiently high to create overly aggressive opposition to the RPS, but is high enough to ensure strong support among environmental and renewable energy stakeholders. Where the RPS includes existing renewable generation, the percentage target often begins at or near an estimate of current existing renewable generation in or serving the state. When only new generation is eligible, the target will typically begin at a very low level to ensure a reasonable development time before new renewable projects are needed to meet RPS targets. The percentage targets typically increase gradually to ensure incremental renewables development over time.  Also impacting the target level are decisions about technology eligibility, and the costs of those technologies that are eligible. In Arizona, for the example, the RPS is primarily intended to drive solar development. Because solar is one of the most expensive forms of renewable energy, the RPS targets are low in percentage terms to ensure that rate impacts are not pronounced.  

Benchmarks & Best Practices:  The table below summarizes the percentage targets for a sample of state RPS requirements:

	State
	Purchase Requirement

	AZ
	0.2% in 2001, rising by 0.2%/yr to 1% in 2005, and to 1.05% in 2006, then to 1.1% from 2007 to 2012.  Competitive retail suppliers are exempt until 2004.  (Heavily targeted at solar).

	CA
	At least 1% annual increase over existing level (~10% in aggregate, but applied to each utility individually) so that each utility and competitive electricity supplier reaches 20% by December 31, 2017 at the latest.

	CT
	Class I or II Technologies:  5.5% in 2000, 6% in 2005, 7% in 2009 and thereafter.  Class I Technologies: 0.5% in 2000 + 0.25%/yr to 1% in 2002, increasing by ½% per year to 6% in 2009 and thereafter.  Individual suppliers allowed to petition PUC for delay of RPS targets of up to 2 years.  PUC has established that RPS shall not apply to standard offer service.

	IA
	105 average MW (~2% of 1999 sales) applied to IOUs

	ME
	30% of retail sales in 2000 and thereafter as condition of licensing.  PUC will revisit RPS within 5 years after retail competition. 

	MA
	1% of sales to end-use customers from new renewables in 2003, +0.5%/yr to 4% in 2009, and +1%/yr increase thereafter until date determined by Division of Energy Resources (DOER).  Final RPS rules do not propose standard for existing renewables – DOER plans to monitor market and adopt standard if there is significant attrition. At the legislature’s request, the DOER has committed to study the viability and impact of a minimum requirement for existing renewables by October 1, 2003.  A 2000 study indicates a historical (1997) baseline of between 5.7-13.3% of sales, depending on eligibility issues not decided at the time.

	NV
	5% in 2003 and rises by 2% every two years until reaching 15% in 2013 and thereafter.  At least 5% of the standard must come from solar (PV, thermal electric, or thermal).

	NJ
	Class I or II Technologies:  2.5% with no sunset.  Class I Technologies: step up slowly at first: 0.5% in 2001 and 2002, 0.75% in 2003 through 2005; then ramp up more aggressively from 1% in 2006, +0.5%/yr to 4% in 2012.

	NM
	Restructuring and original RPS delayed until 2007; new RPS currently under consideration:  2% by 9/03, 5% by 9/05, 10% by 9/07 and thereafter.

	MN
	425 MW wind and 125 MW of biomass by 2002 applied to Xcel Energy; 400 MW more wind by 2012 (~4.8% of 2012 sales)

	PA
	For PECO, West Penn, and PP&L, 20% of residential consumers served by competitive default provider: 2% in 2001, rising 0.5%/year.  For GPU, 0.2% in 2001 for 20% of customers, 40% of customers in 2002, 60% in 2003, 80% in 2004 and thereafter.

	TX
	Legislation establishes renewable energy capacity targets:  1280 MW by 2003 increasing to 2880 MW by 2009 (880 MW of which is existing generation).  RPS rule translates capacity targets into percentage  energy purchase requirements. These targets will increase new renewable supply to  ~2.5% by 2009, and the standard will remain in place until 2019.

	WI
	0.5% by 2001, increasing to 2.2% by 2011 (0.6% can come from facilities installed before 1998).


Some additional observations:

· Growth tiers:  For growth tiers, initial targets range from as low as 0.2% to as high as 2%, with Massachusetts starting at 1% of sales and Connecticut at 0.5% of sales.  In most cases, subsequent rates of annual increase range from 0.25% per year to 1% per year, often starting with small increments and then, after several years of market development, the incremental percentage is accelerated at a greater rate.  This is the case in both MA (initially 0.5%/yr steps, then 1%/yr after 2009) and CT (initially in 0.25% increments, then 0.5% increments after 2002).  California’s standard increases more rapidly, by at least 1%/yr over its starting point, but has plenty of renewables in the development pipeline due to earlier subsidy auctions by the California Energy Commission.  It is important to observe that both TX and WI experienced drastic over-compliance due to a combination of low cost renewables, low targets, possible expiration of the federal production tax credit, and the “blockiness” of resources.  This appears likely to create something of a boom and bust cycle, as most obligated entities will not need to go back into the market for several years.

· Maintenance tiers:  In general, all maintenance tiers allow competition between new renewables and existing renewables.  Maine’s percentage target is far below the existing eligible supply in the region, and hence is not binding and as a result is under attack as ineffective.  This is a result of over-broad eligibility, and setting the standard well below the historical contribution.  Connecticut’s maintenance tier is the only one that increases (slightly) over time, and was set at approximately the historical level of existing renewables.  While the Massachusetts “baseline” requirement is not yet established, the study performed to evaluate the establishment of a baseline assessed the contribution of renewables owned by or under contract to Massachusetts utilities in 1997, immediately prior to utility divestiture and the introduction of competition.  

· Assessments of resource availability:  One of the critical failings of several RPS policies has been that policymakers have not adequately considered rules for geographic eligibility or impacts of regional renewables in determining their RPS targets. As described above, the RPS targets in those states in which existing generation is eligible often begin at an estimate of existing in-state renewables supply, or alternatively an estimate of the amount of existing renewables supply serving the state from in- and out-of-state resources. A primary problem with this approach is that it does not consider the fact that existing renewable resources in nearby states that were not previously serving the RPS state could do so in the future. Take the case of Maine, whose RPS counts hydropower and natural gas cogeneration systems from throughout New England and eastern Canada as eligible; similar problems have arisen in New Jersey and Pennsylvania, and to a lesser extent in Connecticut.  The primary lesson here is that accurate assessments of the availability of renewable generation must consider not only that amount of existing renewable energy serving the specified state, but also resource availability in nearby states and an assessment of the likelihood that those resources could be sold into the RPS state (considering transmission issues, rules for geographic eligibility, and the existence of other RPS requirements in the region that could keep such renewables “at home”).   

Recommendations: Our recommendations are based on the recommended structure discussed in Section 4.2, and eligibility decisions discussed further in Section 5.  In addition, the ultimate target is driven by specific CO2-equivalent emissions reductions targets (translated to energy terms based on displaced emissions, which led to identification of a 20% RPS target in GHG Phase I activities).  These proposed targets must ultimately be weighed against cost impacts (this feedback will be provided by modeling being undertaken by Tellus) in evaluating the political feasibility of the RPS design proposal.

· Maintenance tier:  Using the same methodology and database used to determine the Massachusetts baseline percentage, we calculated the historical renewable energy contribution to Rhode Island’s mix prior to divestiture and restructuring, using 1997 as a base year and eliminating hydroelectric generators greater than 30 MW and all MSW, as decided by the RPS Working Group at the October 15 meeting.  The result is approximately 2.2% of sales, as shown in the table below.  Based on this result, we recommend establishing 2.2% as the maintenance tier target. [Maybe just round it up to 2.5%, or down to 2%]
	Rhode Island Estimate: 1997 (no MSW; no Hydro>30 MW)
	
	
	

	 Company 
	 Renewable generation (MWh) 
	 Wholesale consumption (MWh) 
	

	 Narragansett Electric 
	         132,877 
	          4,702,604 
	
	
	

	 Blackstone Valley & Newport Electric 
	             9,406 
	          1,830,671 
	
	
	

	Total
	         142,283 
	          6,533,275 
	
	
	

	
	
	2.18%
	
	
	

	
	
	
	
	
	

	If include HQ:
	
	
	
	
	

	 Narragansett Electric 
	         133,597 
	          4,702,604 
	
	
	

	 Blackstone Valley & Newport Electric 
	             9,677 
	          1,830,671 
	
	
	

	Total
	         143,274 
	          6,533,275 
	
	
	

	
	
	2.19%
	
	
	

	
	
	
	
	
	

	note: RCG 110602 estimate of HQ resources meeting proposed RI eligibility = 
	0.40%


· Overall initial target: We recommend starting in 2005 with a renewable energy purchase requirement of 3%, with not more than 2.2% [or round up to 2.5% or down to 2%] to be met by existing resources.  

· Ultimate target:  At the October 15 meeting, the working group agreed to consider ultimate targets of 15% and 20%, with final decisions to take into account modeling results.
· Rates of increase:  We recommend a rate of increases that, in the 20% target case, increases at 1%/yr through 2016 and at 1.5%/yr thereafter.  In the 15% case, we recommend increasing at 0.5%/yr through 2009, at 0.75%/yr through 2015, and at 1%/yr thereafter.

· Compliance period: percentage of annual sales over a calendar year

These recommended options are summarized in the table below. Attachment 1 shows the associated renewable energy production associated with each of these targets, as well as the implied renewable energy capacity.
	Year
	Total Target (option 1)
	Total Target (Option 2)
	Not-to-exceed percentage of “existing” generation

	2005
	3%
	3%
	2.2%

	2006
	4%
	3.5%
	2.2%

	2007
	5%
	4%
	2.2%

	2008
	6%
	4.75%
	2.2%

	2009
	7%
	5.5%
	2.2%

	2010
	8%
	6.25%
	2.2%

	2011
	9%
	7%
	2.2%

	2012
	10%
	7.75%
	2.2%

	2013
	11%
	8.5%
	2.2%

	2014
	12%
	9.25%
	2.2%

	2015
	13%
	10%
	2.2%

	2016
	14%
	11%
	2.2%

	2017
	15.5%
	12%
	2.2%

	2018
	17%
	13%
	2.2%

	2019
	18.5%
	14%
	2.2%

	2020
	20%
	15%
	2.2%


Most states have firmly fixed their renewable energy purchase requirements in legislation, with no opportunity to change those purchase standards except by additional legislation. The exception is Massachusetts, where the RPS administrator can choose to halt or slow the 1% annual purchase increase after 2009. The value of providing the regulator this discretion is that if RPS obligations become difficult and costly to meet, legislation is not needed to amend the policy. The risk is added regulatory uncertainty. Here we recommend two alternative options to the Rhode Island working group. 
· Option 1 is to clearly specify the targets, as highlighted above, with no regulatory discretion to change those targets. 
· Option 2 would give the regulator the ability to slow the rate of increase in the RPS targets (in no case should the regulator be able to reduce the overall target), upon significant advance notice to market participants. Such authority would only begin in 2010, allowing the RPS several years of operation before the possibility of policy changes, and the administrator should be directed to make changes infrequently. Issues associated with such policy changes are discussed in Section 6.7.  

Duration/End Game

Background: Another fundamental issue with regard to the RPS is whether and how to phase out the RPS purchase requirement over time. This is important because short-duration policies can create immediate markets for renewables, but as evidenced by the experience with renewable development in the 1980s, this development path can be destabilizing, making the renewables industries vulnerable to ongoing political forces. Policy duration and stability are especially important for an RPS, where new facilities will be brought on-line under the expectation of continued support over time through the sale of renewable energy output and credits.  Many RPS policies being developed are vague as to how exactly the policy will phase out and when and how changes might be made to the policy over time. In our view, these uncertainties shift substantial risk to renewables developers. Without some certainty in the length and stability of the policy, new renewable generators will need to amortize their capital costs over a shortened time period, dramatically increasing the near-term cost and reducing the efficacy of the RPS policy. Therefore, as a general rule, any decision made on the duration of the RPS needs to consider the importance of regulatory certainty in allowing renewable projects to obtain the necessary financing.   

Benchmarks and Best Practices: States have taken a variety of approaches to phasing out or ending the RPS over time. 

· In Texas, the renewable energy targets stop increasing in 2009, but the purchase obligation itself lasts until 2019 to ensure that projects built in 2008 and 2009 have at least 10 years of the RPS in which to recover their costs. This is considered a best practice, as it allows projects a minimum of 10 years to receive cost recovery and encourages longer-term contracting for renewable projects, even those built in the latter years of the standard ramp-up. Consider the alternative. If suppliers are not required to meet any RPS purchase obligations after the RPS hits its ultimate cap, the cost of RPS compliance would likely increase dramatically in the years directly preceding the cap (as renewable generators shorten the amortization period of their above-market costs). In such a situation, retail suppliers may opt to pay the penalty for noncompliance rather than meet their purchase obligations, resulting in a potential for missing the RPS targets. Thus, the two most compelling arguments in support of a phase-out rather than an abrupt end to the RPS are the desire to minimize costs to ratepayers and fairness to renewables brought on-line to meet the RPS obligation, particularly in later years.  These resource owners should be given sufficient time to amortize the above-market cost of the newest renewable facilities in the context of the RPS.  This suggests that, like Texas, the RPS purchase obligation should remain fixed for at least ten years after it is capped.
· Massachusetts offers an alternative best practice. As described earlier, the Massachusetts RPS administrator has the discretion to stop or slow the yearly rate of increase in the RPS standard after 2009. To encourage stability in the market, the administrator has no discretion to reduce the overall standard from one year to the next. Related, the administrator is required to establish the year 2010 to 2014 standards by December 31, 2007 at the latest. This again ensures regulatory certainty. Finally, unlike Texas, the RPS legislation and regulation contains no end-date for the program as a whole, but instead envisions a program that continues indefinitely, unless eliminated by legislation.  

· Maine’s RPS, on the other hand, is to be revisited in 5 years after it has begun, and therefore does not offer market stability necessary to encourage investment in new renewables. This open-ended provision should not be emulated in Rhode Island, as it would have a negative impact on new renewables development under the policy. 
· Other states, such as Connecticut, Nevada, and Wisconsin, leave the duration of the RPS unspecified, focusing on the rate of increase in the RPS but leaving unclear legislatively what happens to the policy after the ultimate target is met. This also should not be emulated in Rhode Island’s legislation.  

Recommendation: Regardless of the approach taken, it is important that the standard be phased out or eliminated in a way that provides regulatory certainty to all involved. We have already addressed administrator discretion to change the rate of increase in the RPS purchase obligations in Section 4.4; this issue is discussed again in Section 6.7. 

We believe two options for the duration of the Rhode Island RPS deserve consideration. 

· The first option is that used in Massachusetts and other states: do not establish an end date for the policy, but instead assume indefinite application of the 15% or 20% standard, unless future legislation amends the policy.  Under this situation, it may be appropriate to allow the RPS administrator to eliminate the policy at some future date (with sufficient advance warning), but only if it is clear that the renewable energy market in New England has been transformed to the point where the technologies are able to compete on cost and no longer need the RPS.  

· The second viable option is that used in Texas: leave the 15% or 20% purchase obligation constant for ten years after the last annual increase, and end the RPS purchase obligation in 2030.  We slightly prefer the latter option, as it provides a clear signal to renewable investors that the RPS is intended to remain in place for 10 years after the standard has ceased to increase, and is therefore slightly less susceptible to legislative tinkering that would lose sight of this important characteristic. 

Addressing Resource Diversity

Background: Because obligated entities are free to seek the lowest-cost method of compliance under a standard RPS, those eligible renewables that have the lowest premium over the wholesale market price of electricity will in most cases be used to meet RPS purchase obligations. Under such an RPS, resource diversity within renewable technologies will be encouraged only to the extent that some forms of renewable energy have similar cost characteristics after accounting for any available subsidies (e.g., commercial-scale wind, biomass co-firing where eligible, and landfill gas) or because resource constraints preclude a single energy source from meeting the entire RPS (e.g., landfill gas). 

More expensive “emerging” technologies such as solar power, small wind, ocean energy, advanced biomass, are unlikely to be able to compete under these circumstances. This dynamic has raised concern by some that an RPS may not “adequately” promote resource diversity among all eligible renewable technologies, and has led to proposals in some jurisdictions for specific design options to encourage greater resource diversity.

Benchmarks & Best Practices: Most states have chosen to not directly address resource diversity among renewable technologies within their RPS policies. Based on experience in some other jurisdictions, however, the following basic policy options have been used or proposed for further supporting resource diversity within the RPS:

· Resource Bands or Tiers: One approach to support diversity within the RPS is to include explicit resource bands or tiers. Under this system, utilities and retail suppliers would be required not only to purchase a certain quantity of eligible renewable energy, but would be further required to purchase certain percentages of renewable energy from specific technologies or technology tiers. In this way, the renewables purchase requirement under the RPS is actually a series of smaller requirements for the purchase of individual renewable resources or tiers of resources.  In Arizona, for example, 50% of the RPS must be met with solar energy, while in Nevada this percentage is 5%. Minnesota had different renewable energy purchase requirements for wind and biomass. 

· Maximum or Minimum Contribution Limits: Similar to resource bands or tiers, contribution limits impose additional purchase requirements on the basic RPS, but in a slightly more flexible manner than explicit bands or tiers. Under this approach, for example, lower-cost technologies could be given purchase ceilings (e.g., small hydro and biomass must together contribute not more than 80% of a retail suppliers purchase requirement, or no single resource can contribute more than 50% of the overall RPS). Such an approach has been proposed in New Mexico.

· Credit Multipliers: Credit multipliers would provide certain higher-cost renewable resources multiple “compliance credits” per kWh, relative to other renewable resources. For example, each MWh of solar output might be “worth” 5 MWh of RPS credit, while each MWh from a lower cost technology would only receive one MWh of RPS credit.  This approach has been proposed in federal RPS debates, and credit multipliers of various types are in use in the Arizona RPS.

The principal substantive advantage of the additional mechanisms listed above is that they would encourage an added measure of diversity within the renewable resources developed under an RPS policy. Yet, there are also several disadvantages to pursuing these explicit approaches to resource diversification:

· Costs: The creation of resource bands, credit multipliers, or minimum or maximum contribution limits will increase the cost of RPS compliance. Any subdivision of the market into finer resolution in this fashion reduces the depth and liquidity of the market for any particular resource type, and reduces economies of scale; this will also tend to have an upward effect on price.

· Complexity: The development of these mechanisms will increase the complexity of RPS administration, reporting, contracting, procurement, and compliance demonstration procedures. The creation of bands or multipliers may require significant readjustment over time to ensure that continued diversification is achieved as some technologies come down their cost curves at a faster rate than others, adding to the administrative complexity and regulatory uncertainty of the RPS.  There is also the political difficulty of establishing specific bands and tiers; once one technology obtains a band, other technologies will soon follow with their own requests.

· Policy Goals: By trying to encourage a wide range of renewable technologies, the RPS may not provide sufficient support to any one technology to significantly drive its costs down over time. Moreover, if the underlying objective of an RPS is principally to meet global climate change objectives, then it may not matter that a standard RPS provides differential support to the lower cost renewable resources.

In weighing these arguments, several states have sought to achieve the benefits of a simple and direct RPS, while at the same time encouraging resource diversity through the use of system-benefits charge (SBC) funds. In the Northeast, Massachusetts, Connecticut, and New Jersey fall into this category (elsewhere in the U.S., states such as Wisconsin and California also take this approach). Each has a simple RPS, without multiple resource diversity tiers (beyond the 2-tier system used in CT and NJ, and potentially in Massachusetts). Each also has an SBC fund that is used, in part, to support higher cost renewable technologies that are unlikely to compete effectively under an RPS without additional support. 

Recommendation: Based on these considerations, we recommend that the RPS not contain specific mechanisms to encourage resource diversity beyond the 2-tier RPS proposed earlier to both support, more generally, existing and new renewable generation. While there is certainly value to resource diversity, we recommend that these benefits be sought through Rhode Island’s SBC program, which can provide more targeted assistance than can an RPS.  

Application of the RPS to Electricity Suppliers

Background: State RPS obligations have to date been applied to entities directly serving retail load (as opposed to generators, for example). The major reason that state RPS requirements have not been applied to generators is based on jurisdiction: states have jurisdiction over most retail electric sales within their borders, while generation is generally subject to Federal jurisdiction.  But even recent Federal RPS proposals have applied to those entities serving retail load, at least in part driven by functional specialization (it is a far longer leap for a nuclear plant – whose functions include operations, maintenance and sales, to buy renewable energy, than it is for a reseller that must buy electricity in wholesale markets to purchase a from a specific type of generating resource).

Even with application on retail electricity supplier, questions that sometime arise include: (1) Should standard offer or default service providers be exempted from the requirements? (2) Should publicly owned utilities be exempted from the requirements? (3) Should self-generators be exempt from the requirement? These questions are addressed in this section. 

Benchmarks & Best Practices: Applicability of the RPS in other states can be summarized as follows:

· In Massachusetts, California, Nevada, New Jersey, Texas, and Maine, the RPS is applied to all entities serving retail electricity load except public power entities, which are exempted from the states’ electricity reform measures.  (In Texas and Massachusetts, if a municipal light plant or cooperative opens their market to competition, then they must also meet the RPS.)

· In Arizona, the RPS applies directly only to investor-owned utilities (IOUs) until 2004, while competitive electricity suppliers are exempt until 2004. Cooperatives are initially exempt from the RPS, but are collecting the Environmental Portfolio Charge and must submit RPS plans to the ACC or ask for continuing exemptions (in Arizona, the coops are subject to ACC regulation). Munis and the Salt River Project are outside of the ACC's jurisdiction, and are therefore exempt.

· In Connecticut, the legislative language was written sufficiently loosely that Standard Offer and Default Service supply was exempted (this was not the apparent attempt, and bills are now being debated to close this loophole).  Municipals and cooperatives are also exempt.

· In Iowa a state without retail competition, the RPS applies only to investor-owned utilities.  
· In Wisconsin, the RPS applies to all IOUs and munis and coops, with limited exceptions.
· In Minnesota, the purchase mandate results from a settlement and applies only to Northern States Power (Xcel Energy).
· In New Mexico, the original RPS was only to apply to standard offer service providers. However, a new RPS proposal by the PRC would apply the RPS to all IOUs and also to Retail Electricity Providers (REPs), once retail competition is introduced. 
· In Pennsylvania, the renewable purchase obligation only applies to certain competitive default suppliers.

As shown, public power entities are almost always exempt from RPS requirements, which are frequently established in an electricity reform process focused on the IOUs and implemented by PUCs that have little or no jurisdiction over publicly owned utilities. The only exceptions to this are Wisconsin, where the RPS does apply to public power, and Arizona, in which rural electric cooperatives (but not munis) may apply for exemptions but are not automatically exempt. In some states, the RPS has been designed in way such that if and when a publicly owned utility opens its market to competition, then the RPS would apply to those utilities (examples include Texas and Massachusetts). In other cases, if a publicly owned utility pursues customers outside of their service territory, they would become subject to the RPS within their service territory (e.g. in Massachusetts). In no case have self-generators been required to meet RPS obligations. Only in Connecticut have standard offer and default service providers been made exempt from the requirement.

The relative impact of various approaches to the application of the RPS can be severe. Connecticut provides the best example, where an exemption of standard offer and default service has made the RPS moot: only competitive retailers have been required to meet the RPS, negatively impacting the competitive market (by creating asymmetric cost responsibilities) and ensuring that the policy has little impact on renewable energy development. Exempting standard offer and default service supply also results in a very unstable market for new renewable generation, as the amount of load on which the RPS applies could change (decrease) dramatically from one year to the next. 

The conclusion from this experience is clear: RPS requirements should apply as broadly as possible, to both competitive marketers and to standard offer and default service providers. Distribution companies that have already committed to wholesale contracts for SO/DS supply may argue that it is too late to apply an RPS to those contracts. This issue is moot, however, under a tradable renewable certificate (TRC) system such as the GIS system in place in New England.  The only remaining issue is whether the distribution utilities or their wholesale electricity suppliers should be required to purchase those TRCs. This issue, along with issues of cost recovery and contracting standards for SO/DS supply, are addressed in Section 7.1.   

Experience shows that public utility exemptions do not gut the effectiveness of an RPS policy. Of course, applying the RPS to all load-serving entities (LSEs) would be the "fairest" approach, and would ensure that all who benefit from the renewables development in the state also pay for that development. Applying the RPS to all LSEs would also ensure that renewables development is maximized, as a greater portion of state load would be subject to the percentage renewables purchase requirement.  Finally, with public power entities typically carved out of RPS requirements and markets, there may be lost opportunities to apply advantageous public finance mechanisms to reducing the cost of renewables.
Recommendation: Experience in other states shows that competitive electricity providers as well as standard offer and default service providers must be required to meet RPS obligations. While exempting publicly-owned utilities from the RPS may not prove terribly damaging to the policy as a whole, basic fairness dictates that publicly owned utilities be required to meet RPS requirements as well. Basic fairness also dictates that self-generators (e.g., customers that supply their own power with natural gas turbines, for example) be required to meet RPS obligations through the purchase of TRCs; otherwise, a subset of end-use customers can enjoy the benefits and avoid the costs of the RPS. The level of self-generation in Rhode Island is small, however, and for practical reasons we believe that it makes sense to exempt self-generation from the requirement at least in its initial years; this is the approach taken (so far) in every other state RPS.  If and when the Rhode Island RPS target percentage becomes large, we do recognize a concern that the RPS could provide an impetus for economic bypass; in such a case, this recommendation might be reconsidered, and the RPS administrator should be given the authority to make this determination and establish an appropriate RPS target for self-generators at that time.
 

We therefore recommend that the Rhode Island RPS apply to: (1) competitive electricity suppliers, and (2) standard offer and default service providers. In principal we believe that publicly owned utilities in Rhode Island should also be required to meet the RPS, but invite comment on this point from others especially since very little retail load in the state is served the state’s single publicly owned utility. [also need to discuss Block Island] Political and practical issues have often interceded to make publicly owned utilities exempt from RPS requirements in other states. Finally, we believe that the RPS should not apply to self-generators for practical, administrative reasons: the administrative hassle is not worth the benefits.  

Product or Company Basis

Background: An RPS can be applied to retail electricity suppliers in one of two ways: (1) a product-based approach requires each electricity product (defined as having a distinct mix of generation resources, as opposed to different pricing) sold in the state by a retail electricity supplier to contain an equal share of the seller’s renewable energy obligation; (2) a company-based, or aggregate, approach requires a retail supplier to meet their RPS obligation as a percentage of its total retail sales in the state. 

The company-based approach would allow a retail supplier to load all of the renewable energy required under the RPS into just one of their products; such a product might be a 100% renewable energy offering. If that same supplier could sell the 100% renewable energy product as “green” to customers at a premium, then the cost of compliance for their RPS would be shifted to a small subset of their customers. 

A product-based RPS, on the other hand, would require all of the suppliers’ electricity products to contain the same percentage of renewable energy for the purposes of RPS compliance.

Benchmarks & Best Practices: A number of states have thus far applied their RPS on a company-basis. However, there is an emerging consensus that RPS’ should be applied on a product-basis. Maine’s RPS, for example, includes a rule that effectively makes it a product-based requirement. The Massachusetts and Texas RPS policies contain a similar requirement.  

The Maine RPS law, for example, specifies that “If a competitive electricity provider represents to a customer that the provider is selling to the customer a portfolio of supply sources that includes more than 30% eligible resources, the resources necessary to supply more than 30% of that customer’s load may not be applied to meet the aggregate 30% portfolio requirement.” 

The Massachusetts RPS regulations, meanwhile, state “The total annual sales of each Retail Electricity Product sold to Massachusetts End-Use Customer by a Retail Electricity Supplier shall include a minimum percentage of electrical energy sales with New Generation Attributes, as follows…”. In addition, the NEPOOL GIS was established with significant input from regional utility and air regulators, and includes product sub-accounts.  

There are several persuasive reasons for a state to pursue the product-based approach:

· Consumer Protection: A product-based RPS protects “green power” consumers from confusion and fraud.  A consensus has been reached in the green power community that voluntary green power demand by customers should go above and beyond any state RPS requirement. If a customers’ green power purchase is having no effect on renewable energy supply, but is only serving to meet a retail suppliers legal obligation to purchase renewable energy, then the green power market will be little more than a shell game; consumer confusion may ensue, and consumer motivation to purchase green power may diminish. This is possible under a company-based approach, but is not under a product-based requirement. 

· Promotes Credible Product Differentiation. A product-based RPS encourages retailers to differentiate their products by offering a credible green power product, but unlike the company–based approach, discourages disingenuous green product offerings.

· Increased Support for Renewable Energy. Because a product-based approach ensures that green power demand increases support for renewable energy beyond the RPS, it also ensures a greater level of overall support for renewable energy than does a company-based application of the RPS.  A company-based RPS could operate as an effective cap on renewable energy supply, while a product-based RPS approach operates as an effective floor, which customers may exceed if so inclined.

· Equitable Cost Allocation: The product-based RPS helps to ensure that the costs of the RPS are apportioned equally across all customers, and therefore that the benefits and costs of the policy flow to all. 

Recommendation: We strongly recommend that Rhode Island apply the RPS on a product-basis. There are persuasive reasons to use this approach, and there are no logical reasons to apply the RPS on a company-wide-basis. We also note that the NE-GIS was explicitly established with the functional capability to verify attributes on a product-basis; as such, there are no troubling administrative challenges to face in applying the product-based approach.

Federal RPS Interaction

Background: The U.S. Congress has considered the development of a national RPS on several occasions during the last 6 years. While it remains unclear as to whether and when a national RPS might be imposed, the possibility of a national RPS raises the issue of how a Rhode Island RPS might coordinate and interact with such a policy. 

Benchmarks & Best Practices: Without knowing what form or shape such a national RPS might take, these state/federal interactions and the possibility of coordination cannot be fully addressed and resolved. Federal-state RPS interplay issues have only been acknowledged and partially addressed in one other state so far. Nonetheless, because of the significant impacts of interaction and coordination decisions, we believe it prudent to anticipate and address potential national-state RPS interaction issues in state RPS legislation.  

None of the RPS proposals that have been considered in the U.S. Congress provide detailed guidance on how the national RPS might interact with state RPS requirements. However, most proposals have included a “savings clause” that specifies that the federal RPS would be a floor upon which states may build, not a ceiling on renewables development. Even without these provisions, however, it seems evident that with a federal RPS, states will continue to have the authority to build upon that RPS through technology-specific standards, higher purchase requirements, or other such policies. Accordingly, development of a national RPS is unlikely to restrict a state’s authority to develop its own RPS. 

It is clear, however, that how a state and federal RPS interact will have a significant influence on how much total renewable energy generation is required to meet the combined policies. At least two options are possible: 
1. Shared Eligibility:  Renewables being used to meet the national RPS could also be used for meeting the state RPS (and vise versa – renewables being used to meet a Rhode Island RPS could be used to meet suppliers’ national RPS obligations), if those renewables met both sets of RPS eligibility guidelines. In this instance, a retail supplier may be able to fully meet or partially meet its state RPS renewables purchase requirement by simply meeting the national RPS.  If the Rhode Island RPS exceeds a future federal requirement, three options exist for the application of the “excess” renewables beyond the federal RPS requirement: Option 1a: the retail supplier could use the excess attributes or credits to meet its national RPS obligations in other states (if the retail supplier also operates outside of Rhode Island, then its total national RPS requirements will be greater than the supplier’s RI-based national RPS requirements); Option 1b: the retail supplier could sell the “excess” attributes or credits to another supplier for use by that supplier in meeting its national RPS requirement; or Option 1c: Rhode Island could prohibit the use of “excess” attributes or credits to meet national RPS requirements in other states. Concern for “double counting” of renewable energy exists under option (1b), and perhaps even under option (1a).  Wisconsin, the only state acknowledging the potential for a Federal RPS in its legislation, allows renewables used to meet the Wisconsin standard to be used for meeting a Federal requirement as well.
2. Exclusive Eligibility: Renewables being used to meet a national RPS could be defined as ineligible for meeting the Rhode Island RPS, and vice versa. In this case, a retail supplier would have to meet dual and separate RPS requirements.  
Under the first alternative (shared eligibility), it might be argued that the incremental effect of the state RPS on renewables deployment and the resulting social benefits provided (environmental, fuel diversity, economic, etc,) are lessened. If the Rhode Island RPS is lower than the federal RPS, then a supplier may meet the state RPS by meeting the federal requirement, assuming that the resources used to comply with the federal RPS also qualify for the Rhode Island RPS (although this is unlikely to be the least-cost road to compliance). If the Rhode Island RPS exceeds the federal RPS, then the effect of the state RPS may be to reduce the impact of a national RPS elsewhere in country. That is, a more stringent state requirement could generate surplus federal compliance credits in Rhode Island that could be used for compliance with the national RPS in other states. (This would be the case under either Option 1a or Option 1b, listed above, for the treatment of such “excess” renewables). In this case, out-of-state citizens may be helping to pay for the Rhode Island RPS through their suppliers’ purchase of TRCs from Rhode Island retail suppliers.  In this case, the primary effect of the Rhode Island RPS will be to influence the location and type of renewable generation that is developed under the federal RPS. Specifically, the impact of the Rhode Island RPS will be to assure that a defined portion of renewable resources are developed in the region, thereby assuring that the benefits of renewable development accrue locally. 

Under the second alternative (exclusive eligibility), renewable energy output would not be able to serve both state and federal RPS requirement simultaneously, thereby ensuring that the Rhode Island RPS is truly additional to any federal requirement and bringing greater renewable energy development and associated social benefits nationwide. It would also eliminate or reduce concerns over double counting of renewable energy attributes. At the same time, the overall cost of compliance for retailers and ultimately customers would increase due to the dual renewables purchase requirements imposed. 

Recommendation: We recommend that Rhode Island’s RPS administrator monitor federal renewables policy efforts, and be ready to address interaction issues as they arise. In the event that a national RPS is implemented, Rhode Island’s RPS administrator should seek to coordinate, to the extent possible, federal and state RPS administrative, tracking and accounting mechanisms.  

In terms of direct interaction with a Federal RPS, we believe two options should be considered in Rhode Island.

· Option 1c. Under Option 1c.,  the Rhode Island RPS legislation would specify that compliance with the State’s RPS would offset federal RPS requirements, assuming that accounting and eligibility conflicts do not arise, but that “excess” credits should not be used elsewhere (Option 1c, above). 

· Option 2. Option 2 provides the greatest assurance of incrementality in the State’s RPS. Though political and practical issues may suggest Option 1c. as the best alternative, Option 2 is most consistent with Rhode Island’s goals to incrementally support global climate change mitigation. 

We reject Option 1b because it entails a double counting of renewable energy attributes. Option 1a is rejected because it violates the application of an RPS on all retail electricity products, and might also be considered double counting. 

Finally, if a national RPS is adopted that provides support to existing renewable generators, we believe that Rhode Island should consider eliminating or phasing-out any Rhode Island-specific RPS for existing resources that might exist. Many federal RPS proposals start with a purchase requirement that approximates the existing supply of renewable generation in the U.S., therefore providing support for the continued operating of existing renewable energy generators. Additional support for such generation provided by a state RPS may therefore be unnecessary, implying that Rhode Island may be able to eliminate any existing RPS that applies at that time. 

5. Eligibility

Once the basic design of the standard is established, the next step is to determine which resources are to be eligible under the RPS. Accordingly, in this section we cover the following design issues:

· Geographic Eligibility
· Resource Type

· Multi-Fuel Facilities

· Incremental versus Existing

· Off-Grid and Customer Sited Renewable Energy

· Exposure to Market Forces
Geographic Eligibility

Background:  In determining the eligibility of specific generators in meeting the Rhode Island RPS based on their location, several considerations must be weighed.  On one hand, there are a number of economic and environmental benefits to a broadly defined geographic scope of eligibility.  Most renewable generators must locate where the resource is available, and the least-cost options may not be local.  When greenhouse gas reductions are the sole objective, an emission reduction anywhere on the planet is equally effective, so the least cost source of reductions is most effective environmentally, regardless of the location of the generator.  On the other hand, renewable plants located in markets distant from Rhode Island do not bring the same level of local air quality or economic development benefits as plants located nearby.

The basic approaches to defining eligibility for an RPS as a function of plant location can be broken down into the following alternatives (Grace and Wiser 2002):  
· Under Geographic eligibility, attributes from generators located within the eligible region are recognized, all internal borders are ignored, and all generation outside the eligibility region is not eligible (e.g. no imports allowed).  There are several variations. Under unconstrained geographic eligibility, generation could be eligible anywhere in the nation, the continent or even the world.  Under super-market geographic eligibility, generation is considered eligible if the generator is located anywhere within a defined region spanning two or more contiguous market areas, selected based on environmental benefits or transmission feasibility.  Under market area geographic eligibility, eligibility is limited to any resource within the load’s market area.  Sub-market area geographic eligibility would limit eligibility to an even smaller footprint than a market area, for example, to generation within Rhode Island. 

· Benefits-driven eligibility is dictated by a case-by-case demonstration of benefits to the load, regardless of generator location or to whom the generator sells its power.  Recognizing that neither electricity flow nor environmental benefits are entirely dependent on the location of the eligible generator or to whom the electricity is sold, under this system generator eligibility is more likely to be defined by dispatch protocols and pollutant air-sheds than geopolitical boundaries.   

· Delivered energy eligibility expands upon market-area geographic eligibility by recognizing generation both within the eligible market area, as well as attributes from out-of-market generation but only if an associated energy flow was also scheduled across the market boundary. Variations are distinguished by whether retail or wholesale matching is required, and whether strict or relaxed energy delivery is used.  Retail matching requires that a retail electricity provider seeking to utilize imported attributes within a given settlement period also import energy from the corresponding source market. The limitation to this approach is that a Retail Electric Provider (REP) may only purchase attributes from out-of-market generators if it has associated electricity imports in its settlement account.  Wholesale matching, on the other hand, expands upon retail matching by also allowing a wholesale market participant to purchase generation attributes and associated electricity from out-of-market generators. The wholesale participant is then allowed to directly sell the attributes from the out-of-market generators to REPs, regardless of whether the REP has electricity imports in its settlement account.  Under strict energy delivery, attributes may only be imported via an energy import from a specific generator, with energy and attributes scheduled across the border into the sink region via a unit-contingent contract. The energy import must match the generator’s production profile in real time, necessitating an hourly settlement.  Under relaxed energy delivery, on the other hand, the attributes delivered across a market area boundary must simply match in quantity a scheduled energy flow over a broader monthly, quarterly, or even annual settlement period.  For example, wind attributes could be transferred to the sink area along with a corresponding energy flow, but that energy flow need not (contractually) be the real-time electric output of the wind generator

The specific policy objectives, the presence of practical constraints such as the presence of several policies relating to generation attributes within the same market area, and the availability of resources locally drive the choice among these alternative approaches.  For an RPS driven solely by local environmental objectives, the most appropriate approaches are those that result in displacement of generation within the market area in which the RPS standard is implemented: either Strict Energy Delivery (with Wholesale or Retail matching) or Relaxed Energy Delivery with Retail Matching.  If the sole objective for the RPS is to meet regional air quality objectives, then either Relaxed Energy Delivery with Wholesale or Retail Matching, or Super-Market Geographic Eligibility would suffice.  If the sole objective was global (e.g. greenhouse gas reduction), then Unconstrained Geographic Eligibility could be the best choice  (see Grace and Wiser 2002 for details). 

Benchmarks and Best Practices:  

States have taken very different approaches to defining the geographic scope of eligibility under their RPS policies. Rather than describe the details of every state, however, here we focus on the approaches taken in New England. 

Within New England, the NEPOOL GIS has been developed as a best practice, and this system is also frequently highlighted as a model for other regions of the country.  It is also consistent with the outlines of an attribute tracking and verification system recommended by NARUC to be incorporated in all electric markets.  The presence of multiple policies within New England, including several source and emission disclosure requirements, drives a need for coordination with these other requirements.  Under the NEPOOL GIS, all generation within NEPOOL automatically receives a GIS certificate.  In addition, current operating rules pertaining to imports
 operate in a way that is consistent with the Strict Delivered Energy Eligibility approach with Wholesale Matching, requiring a bilateral bundled energy-attributes transaction to be transmitted and delivered into the NEPOOL market as generated, i.e. matching the generation hourly and assuring displacement of generation within NEPOOL.  

The Massachusetts RPS relies on the creation of NEPOOL GIS certificates as the basis of eligibility.  

Connecticut also relies on the GIS, but may allow for additional approaches.  For example, the Connecticut RPS rules predated the GIS, and were not very precise in spelling out geographic eligibility.  Transactions using Relaxed Delivered Energy Eligibility may ultimately be allowed as well, at least on a grandfathered basis.  In addition, the Connecticut legislature has been considering, but has not yet implemented, changes that would allow either NEPOOL GIS certificates or renewable energy credits from upwind power markets such as the New York and PJM power pools.

Recommendations:  First, for Rhode Island, the appropriate “market area” to serve as a basis for discussing geographic eligibility is the New England Power Pool.  NEPOOL is a tight power pool operated as a single market, in which the cumulative load and supply for the New England region are instantaneously balanced.  Reliance on the NEPOOL GIS is our recommended approach for the Rhode Island RPS, due to a number of factors:

· the presence of multiple objectives for the Rhode Island RPS, including global, regional and local environmental objectives,

· the need to coordinate with multiple attribute requirements within the market area (RPS, disclosure and EPS requirements in several states), and

· consistency with the RPS requirements of neighboring Massachusetts and Connecticut.

Should NEPOOL amend the rules from a strict to a relaxed delivered energy eligibility basis, this would not alter our recommendation.

Concerns that there might not be sufficient eligible generation within New England, and that the costs of transmitting generation to NEPOOL may be unacceptably high, lead to consideration of a second alternative.  The alternative approach would allow use of NEPOOL GIS certificates, and in addition would also recognize attributes from eligible renewable generation sources located in the upwind New York state market (coincident with the NYISO market) with or without associated energy imports, as long as reliable documentation and assurances are provided that the attributes are not claimed elsewhere.

Resource Type

Background:  The inclusion of specific types of renewable resources for existing renewables eligibility in a maintenance tier and for new renewables or those in a growth tier each has a different rationale.  For existing renewables (or a maintenance tier), the objective is to provide enough revenue to prevent certain resources from attrition in the face of commodity competition.  Eligibility may be limited in order to attempt to support only those generators that need additional revenues if exposed to commodity markets as their sole source of revenue.  This discrimination between those generators that need RPS revenues and those that don’t is a difficult objective achieve with precision.  To achieve this end, at least approximately, many states have attempted to limit eligibility categorically.  For example, some states  may omit large hydro, which is usually more cost-effective, or municipal solid waste (MSW)
 incineration that may be supported by other means (tipping fees), or omit generators not exposed to the commodity electricity market (discussed further in Section 5.6).  
For a growth tier RPS, objectives may be environmental and/or technology-driven.  Policymakers may wish to encourage new, environmentally preferable technologies that are commercially viable but not quite economically competitive, while not providing extra revenue to “mature” technologies that may not need it (e.g. hydro). 
In either case, eligibility decisions may also be made based on a lack of comfort with the overall environmental footprint of certain types of renewables.  Examples include MSW (concerns range from toxic air emissions to competition with more environmentally preferable recycling and composting programs), hydroelectric dams with large impoundments (concerns include water-quality and fisheries impacts of dams), and some older, direct-combustion biomass facilities (concerns regarding particulates, NOx and CO emissions). 
For RPS rules in place elsewhere, the most complex eligibility decisions revolve around biomass and hydroelectric.

Biomass:  Different objectives suggest different biomass eligibility treatment.  Local air quality objectives suggest narrow (e.g. low-emission, advanced biomass) eligibility; a focus more tilted towards greenhouse gas reduction suggests a very inclusive definition of biomass.  Concerns over unsustainable harvesting practices may suggest adopting requirements for sustainable harvesting.  The decision will impacts RPS percentage targets, compliance costs, and feasibility of meeting the RPS goals.  Other important considerations include the fact that a major, and low-cost, incremental potential biomass source is the renewable fraction of co-firing biomass at fossil fuel plants.  Also important to consider is that while very efficient and clean burning biomass conversation technologies are under development, they are not yet commercial and/or quite costly.

Hydroelectric:  In addition to the considerations noted above, the role of hydro is dictated by a balance of air versus other environmental benefits, as well as the overall structure of the RPS.   Conventional hydro (i.e. not pumped storage) plays a substantial role in region’s supply mix, providing substantial air and diversity benefits.  Yet some facilities have non-air impacts of major concern to some stakeholders.  Many large plants have low O&M costs, not exposed to closure at market prices, while many other plants cannot meet O&M costs with available revenues.  However, size is not the only determinate of cost and viability, and therefore a size cutoff for eligibility can be a crude discriminator.

Benchmarks and Best Practices:  The following table summarizes resource eligibility definitions in most RPS states.
	State
	Resource Eligibility
	Hydro Eligibility
	Existing Renewables Eligibility

	AZ
	Solar electric (at least 50% in 2001-2003 and 60% in 2004-2012), solar hot water, in-state landfill gas, wind, biomass.

R&D investments can reduce RPS target by up to 10% in 2001 and 5% in 2002-2003
	None eligible
	Eligible plants must be installed after January 1, 1997

	CT
	Class I:  solar, wind, new sustainable biomass, landfill gas, and fuel cells

Class II:  licensed hydro, MSW, other biomass
	None eligible in Class I

In Class II, must be licensed; new and existing eligible
	Eligible, except only new sustainable biomass is eligible under the Class I standard

	IA
	Solar, wind, methane recovery, biomass
	None eligible
	None eligible

	ME
	Fuel cells, tidal, solar, wind, geothermal, hydro, biomass, and MSW (under 100 MW), high efficiency cogeneration of any size
	All eligible
	Eligible

	MA
	Renewables are defined as: solar, wind, ocean thermal, wave, tidal, fuel cells using renewable fuels, landfill gas, digester gas, and low-emission advanced biomass, which is defined in detail in DOER RPS rule and includes fuel, technology, and emissions requirements; off-grid and customer-sited generation are eligible, as is co-fired biomass; waste-to-energy which is a component of conventional municipal solid waste plant technology in commercial use; naturally flowing water and hydroelectric.  However, waste-to-energy and hydro are explicitly excluded from eligibility under the “new” RPS requirement.
DOER can add technologies after hearings.
	Hydro not eligible under “new” RPS


	New renewables defined as those that begin commercial operation or represent an increase in capacity at an existing facility after December 31, 1997.

DOER to study viability and impact of existing renewables RPS by 10/1/03.

	MN
	Wind and biomass
	None eligible
	None eligible

	NV
	Wind, solar (PV, solar thermal electric, solar thermal that offsets electric use), geothermal, and biomass energy resources that are naturally regenerated.  At least 5% of each year’s standard must come from solar.
	None eligible
	Eligible

	NJ
	Class I:  solar, PV, wind, fuel cells, geothermal, wave or tidal, and methane gas from landfills or a biomass facility, provided that the biomass is cultivated and harvested in a sustainable manner (biomass is further and more specifically defined in the BPU’s interim rule)

Class II:  hydro (<30 MW in interim rule) and resource recovery facilities in areas with retail competition
	None eligible in Class I

In Class II, interim rule says hydro must be 30 MW or less, unless or until NJDEP issues more specific environmental criteria

Hydro must be located in areas that allow retail competition 
	Eligible

	NM
	Solar, wind, geothermal, hydro, wave, biomass (agricultural or animal waste, small diameter timber, salt cedar, etc.), landfill gas, anaerobic digestion, renewably-fuelled fuel cells
	All eligible, whether existing or new
	Eligible

	PA
	Solar, wind, sustainable biomass (including LFG), ocean; PECO, West Penn and PP&L allow geothermal; GPU allows some waste coal and one MSW plant
	None eligible
	Eligible

	TX
	Solar, wind, geothermal, hydro, wave, tidal, biomass, biomass-based waste products, landfill gas 
	All eligible; only new eligible for REC trading; existing hydro can offset RPS requirements of suppliers that hold title to the hydro generation
	Plants commissioned after 09/01/99 or < 2 MW (regardless of commissioning date) are eligible, and can trade RECs.

Purchases from plants > 2MW and commissioned before 09/01/99 are eligible to satisfy the purchaser’s requirement, but RECs cannot be traded

	WI
	Wind, solar, biomass, geothermal, tidal, fuel cells that use renewable fuel, hydro under 60 MW; eligibility may be expanded by PUC
	Only hydro under 60 MW eligible; but, only 0.6% of sales can be met with facilities installed before 1998
	Eligible, but only 0.6%  of sales RPS can be met with facilities installed before 1998


For RPS rules in place elsewhere, the most difficult and controversial eligibility decisions revolve around biomass, MSW and hydroelectric.  We discuss each in turn, as well as their respective treatment in the RPS eligibility for each of Rhode Island’s neighbors.
Biomass and MSW:  The eligibility treatment of biomass within New England covers a wide range:
· In CT and NJ, “sustainably managed” biomass is eligible for the Class 1(along with landfill methane), while all other biomass eligible as Class 2 (including MSW).  Sustainably-managed biomass is a concept that has proven difficult to define, in part because of the wide variety of harvested, recycled, and byproduct, and refuse-derived fuel streams.  Connecticut has not implemented a detailed definition, while NJ dedicated five pages of its regulations just to this single definition (and in our opinion, despite the valiant effort, didn’t get it quite right).
· In MA, biomass eligibility is very narrowly defined due to legislative language with both emission and technology limitations (“low-emission advanced conversion technologies”).  This language has proven very difficult to interpret, and even more complex to apply: the MA DOER has ended up with a combination of eligible biomass fuel, technology (no pile burn, stoker or similar technology) and emission permit requirements, as well as a case-by-case eligibility determination for many categories.  MSW is included in the definition of renewable but excluded from the “new” standard eligibility so as not to encourage additional MSW generation.
· Maine’s biomass requirement is all-inclusive (including MSW, co-firing, and no exclusions).
· Co-firing of biomass with fossil fuels is another area where eligibility rules differ.  MA has allowed co-firing, but as entire plant must meet “low-emission” requirement, effectively foreclosed co-firing at coal plants which has the biggest environmental benefit.  Co-firing is addressed in detail in the following Section.
As can be seen, there are many choices to make, and there is precedent for different eligibility between “growth” & “maintenance” RPS tiers.  

Hydroelectric:  Hydro eligibility can be broad, narrow, or excluded entirely.  MA excluded hydro from its new requirement, but included “naturally flowing water and hydroelectric” in the broader definition of renewables to which maintenance requirement would apply.  CT allows all licensed hydro in Class 2, while NJ: (on an interim basis) allows all hydro under 30 MW to be eligible for its Class 2 standard.  Maine limits hydro eligibility to those plants under 100 MW capacity.  The RI draft bill (that was not adopted) excluded hydro entirely.  Most Federal RPS proposals have excluded hydro, or given it some form of partial credit.
Recommendations:  Our recommendations for Rhode Island RPS resource eligibility are shaped by both the objectives raised in Section 3, as well as concerns voiced by the majority of the working group.  The recommendations, and the rationale, are as follows:
· Hydro:  For the maintenance tier, we recommend that hydro be included to help maintain the historical contribution of hydro, but that eligibility be limited to plants below 30 MW to avoid windfalls to those plants not requiring additional revenue to continue operation.  (We have excluded the historical contribution of these larger plants in calculating the maintenance percentage).  For the growth tier, we recommend that incremental hydro generation may be eligible so long as it does not require any new impoundment.  This limitation is included to address concerns about the many environmental impacts of impoundments.  It will therefore allow low-head, in-stream technologies being developed, upgrades at existing facilities with operating hydro works, and redevelopment of dams that do not currently have operating generation facilities.  Rules must take care to avoid gaming that would allow temporary shutdown of a plant to qualify it for the growth tier, for instance by basing eligibility on whether there was production at a site during a historic baseline period predating the RPS requirement.
· Biomass:  
· Eligible Fuels:  DEM and other stakeholders expressed concerns about the emissions associated with burning construction debris.  For sake of regional consistency, we recommend that mirroring the combined Massachusetts standards for Eligible Biomass Fuel and Eligible New Renewable Fuel: 
· Eligible Biomass Fuel: Fuel sources 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; 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.

· Eligible new renewable fuel: An Eligible Biomass Fuel, landfill or anaerobic digester methane gas, hydrogen derived from such fuels or hydrogen derived using the electrical output of a Renewable Generation Unit, but not hydrogen derived from ineligible fuels.

· We do not recommend attempting to apply a sustainable biomass criteria at this time, as there is no consensus in the industry on a workable definition.  

· As RI’s objectives are not as narrow as those of MA, and RI is not hamstrung by difficult legislative language, we recommend that RI not adopt any specific emissions requirement other than the requirement that a plant have an emission permit in its own jurisdiction (DEM is not comfortable superimposing its own standards in other jurisdictions), and that RI support co-firing at fossil plants, as discussed further in the following section.

· The RPS Working Group unanimously supported omitting MSW from eligibility due to concerns noted above.  We have excluded the historical contribution of MSW in calculating the maintenance percentage.

· We also make the following recommendations for less controversial resource types, that are generally included as eligible for all RPS requirements:  solar, wind, ocean (meant to include at least ocean thermal, wave and tidal; but preferred to keep general so as not to exclude variations); Geothermal; and fuel cells  only to the extent that they use renewable fuels as defined above.
Multi-Fuel Facilities

Background: Some renewable energy fuels may be used in a duel- or mixed-fuel electricity generation facility. Some of the most common or near-term applications in the New England region include: biomass co-firing in a fossil plant, landfill gas co-firing in a fossil plant, the limited use of a fossil fuel in start-up mode of a biomass facility (and possibly for flame stabilization), and biomass co-firing in a waste-to-energy facility. There are clearly a wide variety of possible technological options for mixed and duel-fuel facilities that rely, in part, on a renewable energy resource. The question is whether these sources should be eligible for the Rhode Island RPS, and if so, how this eligibility should be designed.

Benchmarks & Best Practices: If generation from dual- or mixed-fuel facilities is to be counted towards RPS compliance, a key question is what portion of the output of such facilities should be counted as eligible towards meeting the RPS. Three options are possible:

1. All generation is considered renewable, as long as some generation is qualifying renewable.

2. All generation is considered renewable, as long as some generation is qualifying renewable and as long as the non-renewable fuel is:

· (a) de minimis (i.e. trivial amount of gas or oil used for starting biomass plant)

· (b) below some threshold; for example, PURPA allowed 25% of the fuel input in a renewable generation source to be fossil.  

3. Only the portion of generation that can be directly attributable to an eligible renewable fuel source can be used for RPS compliance, as determined by the BTU content of the eligible renewable fuel, the renewable fuel supply, and heat rate of the generation facility.

Many states allow duel- and multi-fuel facilities to qualify for their RPS. Of the options above, however, no state RPS has applied Option 1 (for good reason!). Several states apply Option 3.  Nevada uses Option 3 in most cases, but also allows Option 2a for plants that use de minimis quantities (<2%) of non-renewable fuels.  Massachusetts takes the same basic approach, allowing just the renewables-fraction of multi-fuel facilities to qualify (as long as emissions requirements are met for the entire facility) except for the incidental use of ineligible fuel during facility start-up.  
Recommendation: We see no reason to dismiss multi-fuel facilities out of hand. The renewables fraction of these facilities can provide important environmental and fuel diversity benefits to the region, and these resources may be reasonably low-cost in New England.  The use of a renewable fuel in a fossil unit provides direct environmental benefits by offsetting fossil generation; if co-fired in an existing fossil plant, a renewable fuel can provide superior environmental benefits to stand alone renewable applications, particularly at the highest-emission plants. The NE-GIS also tracks multi-fuel units and allows for a separation of their renewable energy attributes. Therefore, no administrative challenges are presented by making the renewables fraction of these plants eligible for the Rhode Island RPS. 

We therefore recommend that Rhode Island adopt the Massachusetts treatment: the renewables portion of multi-fuel facilities (as determined by relative heat content inputs) should be eligible for the RPS. The plant itself need not be “new” for the renewables fraction to be considered new; however, the use of renewable fuels in the facility must be “new.” Moreover, the incidental use of ineligible fuels for plant start-up purchases should be allowed without penalty to avoid tricky verification issues.  

When biomass fuels are used in a multi-fuel facility, Massachusetts requires the entire facility to meet certain emissions thresholds. An important issue for Rhode Island stakeholders to consider is whether to apply this very limiting requirement, or whether to be more lenient. A key advantage of further leniency is that biomass co-firing provides the largest incremental environmental benefit when applied in the most polluting fossil units. This leads us to recommend that no specific emissions limitations be placed on multi-fuel renewable facilities.

Defining New/Incremental Generation
Background:  The recommendation to differentiate between new, or incremental, versus existing resources in defining growth versus maintenance tiers is discussed at length in Section 4.2.  This section focuses on the specifics of defining generation eligible for meeting the growth tier defined as we have recommended.  Arguably incremental generation might come about in a number of ways, by virtue of:

· construction of new renewable facilities;

· new fuel uses at existing facilities (e.g. biomass co-firing at plants formerly used exclusively for burning fossil fuels);

· incremental generation above the historical level of generation at existing renewable facilities;

· retrofits to existing plants;

· capacity expansions at existing plants; and
· repowering facilities formerly used for burning fossil fuels for burning renewable fuels.
In addition, under some circumstances, facilities that have been relocated could be considered incremental generation.  Clearly, there are a number of challenges inherent in defining rules for incremental generation.  Beyond the obvious, there are a great variety of situations which might (a) be argued by their proponents to qualify as new renewable generation, or (b) inadvertently qualify as new if RPS rules are not well written.  In each potential situations, the RPS administrator may need to clarify whether a particular generator, and what portion of that generator’s output, should qualify as “new” under the RPS.
Benchmarks and Best Practices:
Definitions for new renewables are summarized in the table in Section 5.2.  What would be considered a best practice depends heavily on the structure of the RPS, the objectives and the context.  Massachusetts has implemented perhaps the most detailed attempt to define new generation as incremental generation after the passage of the law, addressing many of the instances identified above.
Recommendations:  Because the recommended structure for the Rhode Island RPS uses a “new” definition for the growth tier, similar to Massachusetts, and because of the desire for some regional consistency, we recommend that Rhode Island mimic as closely as possible the approach adopted by Massachusetts in defining new generation.  The key provisions of the Massachusetts rule include:
· defining new renewable generation as with Commercial Operation Date after December 31, 1997, unless the Generation Unit receives a Vintage Waiver;

· designating as a Vintage Generator a generator not having a Commercial Operation Date after December 31, 1997 but otherwise eligible, and allowing generation in excess of the unit’s historical generation averaged over a baseline period 1995 – 1997 to be counted as new (once the generator has received a Vintage Waiver); and

· designating as Vintage Generation requiring a Vintage Waiver any generating unit located on or in a parcel of land, landfill or structure that was the site of Vintage Generation between the years 1995 through 1997 (thus dealing with capacity and energy expansions, relocation of equipment, repowering, etc. with this feature collectively).
Off-Grid and Customer-Sited Renewable Energy 

Background: In some instances, renewable generation may be located on the premises of an end-use electric customer in distributed generation (DG) applications.  This includes both off-grid renewable generation and on-grid, behind-the-meter renewable generation.  In both cases, it is the electricity demand of the retail customer that the renewable generation is offsetting. Although presently this phenomenon is not widespread, it could grow in significance as consumers decide that they want renewable generation on-site for reliability, increased independence, or improved environmental image. Clearly, behind-the-meter and off-grid generation using eligible renewables will provide environmental benefits, but should it be eligible to help retail marketers meet their RPS responsibilities and, if so, how?

Benchmarks & Best Practices: State experience with RPS policies shows that renewable DG can be made eligible under an RPS, with a number of variations in how this might be implemented.  These variations include:

· whether renewable DG is eligible.

· what kinds of renewable DG are eligible,

· what fraction of their generation output is eligible to meet RPS requirements, 

· what kinds of metering or estimation are required to verify system output, and

· who gets credit for the output.

A summary of how the various states treat renewable DG is provided below. 

	State
	Treatment of Renewables DG

	AZ
	Customer-sited grid-connected and off-grid solar electric systems are eligible. Meters that are read at least annually are required.  Credit for net-metered or utility-leased solar systems are provided to the LSE in whose service territory the system is located.  Credit is also provided to the LSE for grid connected or off grid systems in which the LSE has contributed 10% of the total installed cost or has financed at least 80% of the total installed cost of the system.  Solar hot water and solar air conditioning are also eligible, and credit is given to the LSE if the LSE contributed to the installation of the system. 

	CT
	The Connecticut RPS legislation and regulations do not include provisions on renewable DG units. Customer-sited renewable plants that are used for self-generation purposes are presumably not eligible under the Connecticut RPS.  However, to the extent that the NEPOOL GIS creates certificates for such generation, it appears that these certificates would be recognized as eligible for RPS compliance. --- a Massachusetts behind-the-meter BTW facility has received a Connecticut certification number.

	IA
	Iowa’s renewable purchase requirement did not allow customer-sited renewable DG used for on-site power needs to be eligible.

	ME
	Under the regulations, customer-sited renewable DG used for on-site power needs are not eligible.  However, under the NEPOOL GIS, customer-sited renewables would receive certificates.  The Maine PUC is currently holding a proceeding to evaluate the role of the GIS system in documenting compliance, and it is possible this treatment could change as a result.

	MA
	Off-grid renewable generation qualifies under the RPS if located in Massachusetts. Similarly, customer-sited generation that is used for on-site power needs also qualifies for the RPS if located in Massachusetts. In either case, unlike Arizona, the system owner receives the “credit” for the LSE in which the system is located. 

	MN
	Minnesota’s renewable purchase requirement is unclear on this point, but customer-sited renewable DG used for on-site power needs are presumably not eligible.

	NV
	The excess kWh generated by a net-metered renewable system and fed back to the LSE may be used to meet that LSE’s compliance obligations under the RPS. Any equivalent kWh attributable to the LSE from solar thermal systems may also be used to meet compliance obligations, as long as the solar thermal system is SRCC certified and is used in conjunction with an electric water heater.  For the LSE to claim this equivalent generation, however, it must have subsidized the solar thermal system in some way. Metering is required for systems greater than 10kW in size.  

	NJ
	Aggregate generation from small renewable energy systems, 100 kW or less, may be used to meet the RPS, provided that the generators or customer-generators can document the level of generation by appropriate metering. This includes generation used on site under net metering, though the generator must be located in New Jersey. Credit for these systems under the RPS goes to the system owners, unless otherwise allocated, and may be sold to obligated entities.

	NM
	Not addressed in proposed RPS.

	PA
	Pennsylvania’s renewable purchase requirements are unclear on this point, but customer-sited renewable DG used for on-site power needs are presumably not eligible.

	TX
	Renewable energy sources that offset (but do not produce) electricity (e.g., solar hot water, geothermal heat pumps), and off-grid and customer-sited projects (e.g., solar) are eligible under the RPS rule. Credit for these systems is to be provided to the system owner. The PUC and ERCOT ISO have not yet developed a mechanism for these systems to obtain and sell credits, however.  

	WI
	Wisconsin’s RPS legislation and regulations are unclear on this point, but customer-sited renewable DG used for on-site power needs are presumably not eligible.


We find that 5 of the 12 states noted above allow certain forms of customer-sited renewable DG to qualify under their RPS requirements. In three of these cases, MA, TX, NJ, the credit for these systems goes to the system owner. In the case of Nevada, the LSE receives limited credit for these systems in the event that it subsidized the installation. In Arizona, credit for customer-sited systems is almost always offered to the LSE in whose service territory the system is located.  

None of the states that explicitly allowed credit for DG facilities do so for installations beyond the state’s border.  This is reasonable, as DG has significant benefits to the local customer, and it is difficult to support a public policy that would apply payments by end-users in one state to directly benefit end-users in another.
Although off-grid generation does not directly displace on-grid generation when added to the system, in most cases it can be argued that it (a) displaced a usage that may have been grid connected (and thus indirectly had the same effect), or (b) displaced more polluting (i.e. diesel) generators.  In other cases, off-grid renewable DG is a wholly incremental use that would not have otherwise consumed electricity.
Best practice evidence and basic fairness would seem to dictate that initial title to the renewable energy attributes (TRCs) from renewable DG be given to the generation owner.  The only argument we can find for allowing the LSE to capture the benefit is that particularly in a solar-only RPS (like AZ), the administrative details of providing credit to individual customers would be daunting.  

Recommendations: We believe there is strong policy merit to including renewables DG that is both off-grid and grid-interconnected; in both cases, renewables generation is typically offsetting other, more traditional sources of electricity. We also find that other states have integrated renewables DG into their RPS policies. 

Given the challenges of measuring or estimating the output of these systems and tracking their TRCs, however, we believe that Rhode Island should not develop its own independent system. Instead, we recommend that Rhode Island treat this generation in the same way as Massachusetts: allow off-grid generation and customer-sited generation to qualify for the Rhode Island RPS, but only if located in Rhode Island.  As with Massachusetts, the owner of the renewable DG unit should have the initial title to the TRCs. To reduce administrative metering and verification challenges for the RI PUC, Rhode Island should allow this generation to qualify only if supported by the New England GIS.   The GIS is currently set up to provide certificates to behind-the-meter generators.  So long as they are certified as eligible by the specific state (see Section 6.3), these certificates would be eligible for use for compliance with that state’s RPS.  As the GIS issues certificates in increments of whole MWh, for generators producing less than 1 MWh in a month, they may effectively bank their generation until they generate enough to earn a certificate.  Off-grid generation is treated by the GIS in a similar manner.
  Such generators can manually enter their data into the GIS system and receive certificates.  As with behind-the-meter generators, such generators would still need to receive state certification to get certificate that indicated  eligibility for that state’s RPS.  If Rhode Island allows these generators to be eligible, they must establish metering and verification requirements in order to certify specific plants as eligible.
Exposure to Market Forces

Background: In this section we explore whether there are categories of resources that should be excluded from RPS eligibility, because they are otherwise supported, and therefore may neither require nor merit policy support funded by retail electric customers in Rhode Island. In particular, we explore whether renewable resources that are not vulnerable to market forces (and that therefore might not cease operation as a result of RPS ineligibility) should be excluded from eligibility. Whether renewable resources that are funded by state system-benefits funds should be eligible under the Rhode Island RPS is discussed in a later section of this paper.   Similarly, interactions with a possible future RPS has been discussed earlier.

There are three kinds of renewable resources that may not be exposed to market forces in the region:

· Resources in regulated rate base.  An example might be resources in the portfolios of regulated, vertically integrated, investor-owned utilities (IOUs) that have not been opened to retail choice (e.g., utilities in Vermont).  

· Those held by Municipal Light Plants or other public power entities with captive customer bases.  Examples include municipal utilities throughout New England and nearby Canadian provincial utilities where retail choice has not been (or will not soon be) implemented (Quebec or New Brunswick, for example).

· Generators whose above-market revenues mitigate stranded costs of customers outside of the Rhode Island. For example, any over-market revenues from the sale of energy from the renewable QFs under contract to Maine’s utilities may be passed along to Maine ratepayers as stranded cost mitigation.

There are justifications for excluding the types of resources identified above from RPS eligibility.  Foremost is that their eligibility could result in transfer payments from Rhode Island customers to others (utilities or their customers). Another concern is the perception of double-counting, if the customers of the monopoly utilities are not aware of the sale of attributes to others.  On the other hand, there are serious concerns associated with such exclusions.  First, an unstable supply-demand balance may result.  Consider that, as a region or state shifts from a monopoly regime to one with retail choice, the renewable stock of that region or state may instantaneously become eligible, causing a sharp discontinuity on the supply and demand balance (and hence market price) of eligible renewables. Second, it is important to note that public power entities are extensions of democracies governed, directly or indirectly, by their constituents, and acting in the interests of their constituents.  Such entities may decide, with ratepayer consent, to procure or develop renewable resources in excess of their needs specifically for wholesale sale to others.  In such a situation, it would seem that Rhode Island policymakers have no business interfering with the sovereignty of such decisions. Such resources are arguably on equal footing with merchant plants and should be deemed eligible.  Finally, legal, practical, and substantive complications (discussed further below) suggest not excluding resources of this basis.

Benchmarks & Best Practices: As described in an earlier section, state RPS policies treat geographic eligibility decisions differently.  There are relatively few states, however, that have explicitly established eligibility rules that relate to the conditions identified above. Only two examples are apparent:

· In California, municipal utilities are exempt from the renewable energy requirement.  In part because of this, renewable energy facilities owned or controlled by municipal utilities are not eligible under the RPS. 

· In New Jersey, eligible hydro and resource recovery facilities are only those that are located in states that are open to retail competition.

While very few examples exist in which such exclusions are made, there are a number of states in which resource eligibility decisions are made to exclude fuel sources that are unlikely to need additional support (e.g., hydropower).  Generally, states have found that the administrative, practical and political challenges of clearly identifying resources that are not exposed to market forces, and then developing rules for their exclusion outweigh the benefits of that exclusion. Concerns over the legality of such exclusions have also been raised due to the Interstate Commerce Clause.

Recommendations: We view an exclusion of the type used in New Jersey (e.g., resources located in markets not open to retail competition are not eligible) as inappropriate.  New renewable resources whose costs are not recovered in the rate-base of an electric utility could easily be developed in still-regulated states. Existing renewable resources in still-regulated states might also be exposed to market forces, despite their location. Accordingly, we see little merit for the blanket exclusion suggested by the New Jersey RPS.  

We also view as inappropriate excluding new renewable resources that are owned or controlled by municipal utilities. New renewable resources provide environmental benefits regardless of ownership or control. Untangling motivations and whether the generator would have been developed absent the Rhode Island RPS is too complex for implementation. Similarly, existing renewable plants owned or controlled by municipal utilities might also be at risk of closure.  Excluding these resources from eligibility on a blanket basis seems inappropriate.  Finally, the potential for advantageous municipal financing options to make lower-cost renewables available to Rhode Islanders must also be considered.
Finally, we note that the NEPOOL GIS system and its reports to state regulators appear to provide sufficient protection against the perception of double counting, at least in the investor-owned arena.

A more targeted approach would be to exclude from eligibility any renewable resource that is in the rate-base of captive retail customers (regardless of the location of the plant), or for which resale results in stranded cost mitigation for distribution service customers other than those subject to the Rhode Island RPS. This approach has some benefits, especially for existing renewable resource, but the complexity that it would impose is substantial. [if stakeholders still feel strongly about this issue, for existing generation, could possibly be handled with sufficient ease in the generation registration step, perhaps with the default presumption of non-eligibility, except when the case can be made for a waiver.] We do not see the benefits outweighing the substantial difficulties of implementation. For new generation, we see no justification of such exclusions because new generation offers incremental environmental benefits regardless of ownership or cost recovery issues. 

Overall, though there is some policy basis for making exclusions of the types described above, counteracting legislative, policy, technical, and practical considerations discussed here may make such exclusions cumbersome or difficult to apply fairly and effectively.  For this reason, we recommend that Rhode Island follow the lead of nearly every other state and not impose specific eligibility restrictions based on exposure to market forces. 

Administration Issues and Noncompliance Penalties

All RPS policies must also address administrative and compliance issues; in this section we cover these issues, segmented as following:

· Oversight and Administration

· Accounting and Verifying Compliance

· Certification/Determination of Eligible Generators

· Compliance Filings

· Penalties for Non-Compliance and Cost Caps

· Flexibility Mechanisms

· Future Changes
Oversight and Administration 

Background: Though many of the details of RPS design will be established via legislation, an organization will need to be selected to implement and enforce the RPS in Rhode Island. The role of this organization will include: (1) designing the detailed rules of the RPS and adjusting the RPS over time as necessary, (2) verifying ongoing compliance with the RPS, (3) ruling on renewable facility eligibility under an RPS, and (4) enforcing compliance (as discussed elsewhere, Rhode Island’s SBC administrator would manage any funds collected). While these responsibilities could be split among two or more organizations, one agency will need to be vested with the “lead.”

Benchmarks & Best Practices: Virtually every state has delegated these responsibilities to the state public utilities commission. The sole exception to this is Massachusetts, where the Department of Energy Resources was designated as the administrator. In Massachusetts, there is little doubt that the DOER has done a commendable job in administering the RPS. The DOER has little overt regulatory authority over the State’s electricity suppliers, however, and lacks clear authority to levy financial penalties.  This ultimately led to a need for substantial coordination with the Department of Telecommunications and Energy (DTE) over developing enforcement and penalty provisions.  The DOER is also not responsible for source disclosure rules, complicating the coordination of that policy with the RPS.

Recommendation: We recommend that Rhode Island’s Public Utilities Commission be designated as the administrator of the RPS.  The PUC has the authority to regulate electricity suppliers in the state, to withdraw the right to sell at retail for competitive suppliers, and to ability to levy penalties as needed.  The PUC also has the authority to direct standard offer and default service providers to comply with the RPS under certain contracting standards (discussion in Section 7.1). If source disclosure is required in Rhode Island, presumably it will be the PUC that will have implementing authority. While the State Energy Office could conceivably administer the RPS, it would require close coordination with the PUC. Accordingly, unless there are clear benefits to exploring other administrative structures, the PUC should be the designated lead administrator; other state agencies might play supportive roles for specific administrative tasks (such as generator eligibility determinations, for example).

Accounting and Verifying Compliance

Background: AN RPS requires a protocol for accounting for title to generation attributes, and verifying that obligated entities have complied.  A variety of approaches are possible, including:

· Relying on a system of tradable certificates, possession of which (in either physical form or documented by a computerized account balance) indicates title to attributes.  In this instance, verification by the administrator requires little more than verifying the validity of ownership claims to the certificates (made easy if performed by an independent registry) and ensuring that sufficient certificates are provided to meet the retail suppliers’ RPS obligations.

· Tracking title to generation attributes through a contract path requires the administrator to review supplier-submitted materials that document title to sufficient renewable generation (or attributes) to meet RPS obligations.  The documentation could be required to pass through one of three levels of review: Submitting fully-audited data, submitting data subject to “agreed-upon procedures” for review, or self-certification consistent with the compliance documentation protocol.  

· Documentation of receipt of payment of an alternative compliance payment.

In each of these cases, electrical losses and losses from storage must be accounted for.  In the case of tracking title, this involves making specific adjustments and defining protocols for what generation type to associate with generation from storage resources such as pumped storage plants.  

Best Practices:  A comprehensive certificates accounting and verification system is in place already – the NEPOOL GIS – and this system is used by both MA and CT for accounting and verification, and is widely recognized as a best practice.  The system is operated by an independent administrator using data from NEPOOL and other independent and verifiable sources; creates a market for generation attributes tradable as certificates; establishes accounts for generators, traders, and load serving entities (LSEs); generates certificates on a monthly basis (with a lag from the time of generation sufficient for complete information to be available), which can be traded in calendar-quarter trading periods; settles all certificates by the end of each trading period such that the quantity of certificates (procured plus “residual mix” certificates) in an LSE’s account equals their load obligation; and provides reports on certificate balances by LSE, state and product for both the LSEs and regulators.
The NEPOOL GIS system addresses transmission and distribution losses and pumping losses directly: and LSE must procure certificates in a quantity to equal LSE load obligation, which is grossed up to account for losses between distribution and retail meters.  The GIS also addresses pumping losses for pumped storage units in a manner similar to wholesale losses [add more detail if needed].
Recommendations:  We recommend that Rhode Island rely upon the NEPOOL GIS for accounting and verifying compliance.    If the alternative recommendation for geographic eligibility is adopted, in which attributes from upwind regions (NY) are also eligible, Rhode Island would need to rely on a REC registry or the NY disclosure administrator
, meeting criteria for a “compatible generation information system”
, to assure the unique use (no double counting) of attributes.  

Certification/Determination of Eligible Generators

Background: Rhode Island’s RPS legislation will need to specify with some detail the renewable sources that are eligible to meet the RPS. Once legislation is established, Rhode Island’s RPS administrator will need to certify the eligibility of specific generators under these rules, in order for the NEPOOL Generation Information System to properly record on GIS certificates the RPS eligibility.  Generators that may pose specific eligibility determination challenges include (1) biomass generators, (2) imports, (3) off-grid and behind-the-meter generation, and (4) determination of “new” versus “existing” generation.

Benchmarks & Best Practices: Based on experience elsewhere, there are three basic approaches that could be used to determine renewable plant eligibility.  Two of these approaches, plant registration and plant certification, occur prior to generation, while the third relies on supplier certification at the time of the compliance filing.

· Plant Registration. Under this alternative, generating resources that wish to participate in the RPS program would need to register by documenting the RPS-relevant aspects of their production processes and vintage with RPS administrator.  Only the electricity production of registered plants would qualify for meeting the RPS obligations of retail suppliers.  Registration would consist of filling out a form, or providing such information electronically. Registration would not involve the administering agency verifying the data submittal during the registration process. 

· Plant Certification.  Certification takes registration one step further, as the entity with whom a filing is made would take action to verify the information provided in a certification request prior to the plant being deemed eligible. This entity’s scope of actions could vary, ranging from a full review of filings to a random spot-check, and from reviewing independent data to independently verifying the data provided. 
· Self-Certification. An alternative to the prior-to-generation methods is to rely on a retail supplier’s compliance filing to provide evidence of plant eligibility, consistent with a compliance documentation protocol, and subject to audit. Self-certification might consist of a requirement to document and list specific sources, and if necessary document other information necessary to ascertain eligibility. 
If plant registration or certification is used, the RPS administrator would also need to consider:

· Timing: How frequently would updates or re-registration or re-certification occur?  An updated filing is certainly necessary if there is a change in eligibility status, for example an increase in generation that helps distinguish between new and existing.
· Content: What information would be required in the certification or registration filings? 
Whichever approach is taken, similar types of data will be required to document eligibility under the Rhode Island RPS. This includes data on:  resource and technology type, vintage, historical baseline production data, etc. These details are not addressed here. 

While the methods for assessing plant eligibility are clear, no specific best practices are apparent. Each of the approaches described above can and have been used effectively in various states. Instead, what we have learned is that plant eligibility decisions should be made in a process that is regionally consistent and is driven by the accounting and verification system used and the specific design of the RPS.

Recommendations: Given the existence of the NE-GIS, we believe that either plant registration or plant certification would be most appropriate; we see no reason to use an self-certification procedure as it would add uncertainty to the market. After all, Certificates issued by the NE-GIS will form the basis of income flows to generators that must be credible enough to investors that they will financially support new renewable generation. Therefore, it should be clear up front which renewable generation plants are eligible for the Rhode Island RPS, and which are not.  This suggests that plant certification would be most appropriate. A certification function would not necessarily entail verification of all claims in advance, but at the very least would require periodic spot checks, auditing powers, and the rights to pull certification.

For the sake of regional consistency, we believe it prudent for Rhode Island to follow the lead of Massachusetts’ qualification/certification process. Under this process, new renewable generators that wish to qualify for the Massachusetts RPS must submit an application to the DOER. If the DOER finds that the unit meets the RPS eligibility requirements, the DOER will provide the plant with a statement of qualification. Specific qualification criteria are applied to (1) existing units that produce electricity above an historic baseline, (2) units that involve multi-fuel resources, (3) small generating units, and (4) imports.  The DOER is committed to acting upon a complete application within 90 days of receipt, and will provide an opportunity for public comment in certain circumstances. Any subsequent changes in plant technology, operation, fuel source or other characteristics that might affect the eligibility of the unit under the RPS must be provided to the DOER no later than 5 days after the end of the month during which the changes were implemented. The DOER may suspend or revoke a statement of qualification if the owner or operator of the unit fails to comply with the RPS is any way. Finally, a renewable plant owner or operator can request an advisory ruling from the DOER to determine whether a particular plant that is under development would qualify under the RPS.   

 There is significant overlap between Massachusetts RPS eligibility and eligibility proposed for Rhode Island.  With few exceptions (e.g. behind-the-meter and off-grid generation being eligible only within the relevant state), the proposed Rhode Island eligibility is no narrower, and sometimes broader, than Massachusetts eligibility.  If such eligibility definitions are adopted, it suggests an approach that may limit the administrative burden to the Rhode Island RPS Administrator.  Where Rhode Island’s renewable energy eligibility rules are the same as in Massachusetts, we recommend that Rhode Island be willing to accept  the statement of qualification provided by the Massachusetts DOER in lieu of its own qualification/certification process. For example, wind power plants in New England would be eligible under both the Massachusetts and Rhode Island RPS.  A wind facility that received a statement of qualification under the Massachusetts RPS should therefore be deemed qualified and eligible under the Rhode Island RPS as well. Where eligibility criteria differ between Massachusetts and Rhode Island, or when a plant chooses not to become qualified in Massachusetts, we recommend that the Rhode Island RPS administrator establish a generator qualification process that is similar in content and process to that used in Massachusetts. The Rhode Island RPS Administrator could then provide the NEPOOL GIS Administrator with a list of generation types (which could be updated from time to time), indicating those that would require Rhode Island certification for a generator to be able to check the RI RPS eligibility box in the GIS system, and those for which provision of a Massachusetts qualification statement would suffice for Rhode Island eligibility as well.

Compliance Filings

Background: Every retail electricity supplier to end-users in Rhode Island will need to make an annual compliance filing with Rhode Island’s RPS administrator.  The purpose of the filing is to enable the administrator to confirm that the supplier is in compliance with the RPS.

Benchmarks & Best Practices: States have taken different approaches to the timing and content of annual compliance filings. There is no reason to relay this detail here, and the specific methods used are determined in part by the design of the RPS and in part by the chosen accounting and verification system.   Given the presence of the NEPOOL GIS, and the reports prepared for regulators and LSEs by the GIS Administrator, we find Massachusetts’ compliance approach (described further below) to be a best practice for Rhode Island’s purposes in the case of NEPOOL GIS certificates forming the basis of Rhode Island RPS eligibility  

Recommendations: Given the existence of the NE-GIS, and the RPS in the neighboring state of Massachusetts, our recommended design of Rhode Island’s annual compliance filing is straightforward. The proposed process must specifically be consistent with the information and timing of the NE-GIS, and ideally would also be consistent with that used in Massachusetts. 

We specifically recommend that Compliance Filings be submitted annually by REPs in Rhode Island, due no later than July 1 of the subsequent compliance year. For each retail electricity product sold to Rhode Island customers, the filing should document compliance with the RPS. The filing itself should include, at a minimum, information on: 

(1) the total MWh of electricity sold to Rhode Island end-use customers in the compliance year

(2) retail electricity sales by individual electricity product sold in Rhode Island 

(3) current-year renewable energy attributes allocated to those sales in the compliance year

a. for transactions included in the NE-GIS, the filing should include documentation from the NE-GIS that confirms the REPs ownership of the attributes

b. for transactions not included in the NE-GIS, the filing should include documentation verified by an independent third party consistent with the accounting and verification protocol (as discussed in Section [ ].)

(4) attributes allocated from early compliance

(5) attributes allocated from banked compliance

(6) alternative compliance credits, along with a copy of the alternative compliance payment receipt

(7) attributes banked for future compliance

(8) specific documentation that the RPS has been met for the compliance year

REPs that anticipate claiming 2004 generation attributes for their 2005 compliance year (under the proposed early compliance provisions) should submit to the Rhode Island RPS administrator an Early Compliance Filing no later than July 1, 2005.  

Using such an approach will be both consistent with the NEPOOL-GIS and will make Rhode Island’s process virtually identical to that used in Massachusetts.   In the alternate geographic eligibility case described in Section [ ], the same compliance filing approach would suffice, with additional documentation required for RECs from outside New England that do not receive NEPOOL GIS certificates (under (3.b) above).  
Penalties for Non-Compliance and Cost Caps

Background: Without effective penalties for non-compliance, retail electricity suppliers will have little incentive to meet their RPS purchase obligations.  It is therefore incumbent upon RPS legislation both to clearly specify the ramifications for non-compliance and embed in the overseeing authority the power to implement such ramifications.  At the same time, it is useful to reiterate a potential disadvantage of an RPS: under its traditional design, the cost of an RPS cannot be predicted in advance with precision.  In some circumstances, policymakers may demand a guarantee that costs not rise above certain levels.  There are ways to cap the overall cost of the RPS that, at the same time, act as a penalty for non-compliance. We therefore discuss both issues in this section.

Benchmarks & Best Practices: Strong and effective enforcement is one of the hallmarks of a well-functioning RPS, especially in markets that are open to competition. Potential renewable energy investors will naturally hesitate to enter a market if the revenue generated by the RPS is unreliable. Such unreliability can come from persistent non-compliance with the RPS on behalf of retail electricity suppliers.

Though multiple options exist for the design of a penalty system, experience in other jurisdictions shows that several principles would ideally be met: 

· First, penalties must be sizable enough to encourage compliance with the RPS. An automatic financial penalty of several times the incremental cost of RPS compliance, for example, has been used effectively in the United States for RPS policies.  In Texas, for instance, non-compliance is met with a charge of 5 cents/kWh or 200% of the average TRC trading price, whichever is lower. 

· Second, penalties would ideally be imposed automatically and without excessive discretion to ensure that all electricity suppliers are treated equally and to assure renewable generators and their financiers that a market will exist for their output. Several states have weak, or poorly defined penalties; this does not maximize certainty for investors and can cause substantial problems.

Meeting these principles, while at the same time offering compliance flexibility (see Section 6.6), will help ensure that the RPS is met, that penalties are not imposed on retail suppliers with minor transgressions, that the administration of the system is simple, and that penalties are imposed in a fair and consistent fashion.  

A variety of potential sanctions for failing to meet an RPS can be envisioned, and have been used in different jurisdictions: (1) requirements that compliance be “made-up” in a future year, (2) license suspension or revocation, (3) loose and unspecified financial penalties, and (4) automatic financial penalties applied to any shortfall in RPS compliance of a retailer. Each of these, or combinations of them, are commonly established in other jurisdictions.  Several states also require the filing of “compliance plans” to help the RPS administrator be sure that retail suppliers have thought about and planned for their obligations.  No approach has taken the lead as the most commonly used. However, the approach used in Texas – automatic penalties of 5 cents/kWh or 200% of the average TRC trading price – is typically cited as an effective approach that deserves emulation in other jurisdictions.  [could add examples from all of the state easily, if desired]

Another approach that is gaining popularity, but so far is only in use in Massachusetts (Maine does have a loose variant), also deserves consideration. The Massachusetts approach recognizes the synergy between non-compliance sanctions and the political desire for a cap on the aggregate cost of the RPS.  In some circumstances, policymakers may simply demand a guarantee that costs not rise above certain levels.  While this has not been required in many state RPS policies, and overt cost caps in other states are rare, the benefits of a cost cap may be especially significant for an RPS, a policy for which relatively little experience exists.

The Massachusetts RPS effectively establishes an upper limit on the incremental cost of the RPS of 5 cents/kWh (adjusted by the CPI on an annual basis). It does so by offering an “alternative compliance mechanism” that allows retail electricity suppliers to meet their RPS obligations by simply paying a fee of 5 cents/kWh. The funds generated from the fee are provided to the Massachusetts Renewable Energy Trust (the administrator of the State’s renewables SBC program), and the Trust is to use the funds to “maximize the commercial development of new renewable generation units” (at the direction of the DOER).  Advantages of this approach include: 

· the added flexibility provided to retail suppliers that are unable to procure TRCs at below 5 cents/kWh, 

· a cap to the aggregate cost of the policy, 

· a cost cap level that is high enough to assure that low-cost compliance will likely entail the purchase of certificates, with the alternative compliance mechanism only being used as a supplementary tool, and

· use of funds collected by the fee to support renewable energy, as envisioned by the RPS policy, which will provide additional security to renewable energy investors. 

If, despite this alternative compliance mechanism, a retail supplier still fails to meet their obligations (by purchasing TRCs or paying the requisite fee), the Massachusetts DOER will publish the lack of compliance of the supplier, will require the supplier to submit a plan for achieving compliance for the subsequent three years, and will refer the non-compliance to the DTE for possible license suspension or revocation.

The principal advantages of some form of cost containment include: (1) potentially lower overall compliance costs; (2) lower variability in compliance costs from year to year due to fluctuations in renewable energy generation or the exercise of market power in the certificate market; and (3) reduced political risk of RPS repeal if renewable energy costs rise. The key disadvantages include: (1) the risk that policy targets for renewable energy are not met; (2) the administrative burden of collecting and spending cost cap funds; and (3) the added uncertainty for renewable generators about whether there will be demand for their output. Importantly, for a cost cap to work effectively the cap level must be set sufficiently high to preserve a true RPS mechanism. A low cap price would undermine the RPS by creating significant uncertainty in the demand for renewable electricity.
  

Recommendation: We believe that Rhode Island’s RPS should apply a mechanism that mimics that in Massachusetts. While other states have not followed this approach, its advantages are clear. We might also add that some level of regional consistency in RPS policies will add stability to the market as a whole. We therefore recommend that Rhode Island’s RPS establish an “alternative compliance mechanism” of a 5¢/kWh payment. Funds collected by the fee should go to Rhode Island’s renewables SBC administrator – the State Energy Office. The State Energy Office should, in turn, be obligated under the enabling legislation to use the funds to support the maximum quantity of eligible renewable facilities feasible through long-term certificate purchase commitments or other mechanisms. This use of funds is critical to success of the RPS policy in meeting its objectives and providing a measure of certainty to renewable energy developers and investors. It may be prudent to assign to the RPS administrator the responsibility of overseeing the use of these funds, or at least to require collaboration with the State Energy Office, to maximize their impact on the market for renewable generation.  Finally, we believe that the Rhode Island RPS should require a supplier that fails to comply with the RPS via certificates purchases or alternative compliance to file compliance plans that document the approach that will be taken to ensure future compliance with the policy. More broadly, Rhode Island stakeholders should consider requiring standard offer and default service providers to provide an RPS “compliance plan” on a yearly basis (whether or not these providers are compliant) to help the RIPUC be sure that these important providers are making progress in their compliance (concerns on this issue have been raised in MA, for example). 

Flexibility Mechanisms

Background: If an RPS is overly rigid and inflexible, the cost of compliance could be high and variable, the possible exercise of market power among retail suppliers and generators (and the associated impact on compliance costs) could increase, and the likelihood of sufficient new renewables being available to meet the RPS requirement may diminish.  In this light, some degree of flexibility in meeting an RPS is necessary for a successful and broadly acceptable RPS mechanism. By the same token, if compliance with the RPS is overly flexible and lenient, the likelihood of gaming and non-compliance could intensify, and the complexity of administering the system could increase. In this section we balance these possible outcomes, and describe different flexibility mechanisms that might be used for an RPS in Rhode Island. We assume that our previous recommendations for the use of Certificates and for a penalty/cost cap mechanism are accepted, which already would provide a certain measure of flexibility.

Benchmarks & Best Practices: A variety of different “flexibility mechanisms” have been considered and applied in other U.S. states.

· Credit for Early Compliance: Credit for early compliance would allow suppliers that contract for new renewable generation (or certificates) before the RPS standard officially begins to apply those purchases to their initial RPS requirements. Texas’ RPS rule allows for limited early compliance period, as does the Massachusetts RPS. 

· Forward Compliance (Credit) Banking: Forward banking allows suppliers to apply their renewable energy purchases in any year for future years’ RPS compliance. Forward banking could be temporally limited (e.g., compliance credit can only be banked for X years) or could be unlimited (or could be limited in other ways). Texas’ RPS rule provides for a 3-year banking term for TRCs. Massachusetts also allows for forward banking, but it is over-compliance with the RPS that is banked, not certificates per se (more detail on the Massachusetts rule is included below). 

· Deficit Banking: Deficit banking allows suppliers to bank a compliance deficit, or shortfall, from one year to the next without penalty. It would allow a supplier to fail to comply with a portion of their purchase requirement in an individual year and carry that obligation over to a future year. Again, Texas’ RPS rule allows limited deficit banking for just the first two years of their RPS.

· Settlement Period: The settlement period refers to the period over which RPS compliance is demonstrated.  Each state RPS that has been established so far has established a one-year settlement period, allowing retail suppliers to demonstrate compliance with the RPS on a yearly basis.

· Reconciliation (or Grace) Period: The reconciliation, grace, or true-up period is a period of time at the end of an RPS compliance year in which retail suppliers can, with no penalty, make-up for any compliance shortfall from the previous year. In Texas and Wisconsin, for example, this grace period is established as a 3-month period, whereas retail suppliers in New Jersey and Maine may have a full year grace period.  

· Delayed Compliance for Retail Suppliers that Enter Market Near the End of a Year: Some retail suppliers might enter the Rhode Island market near the end of an RPS compliance year, potentially making it difficult for them to efficiently contract with renewable generation during that year. Delayed compliance would give such retail suppliers additional time to comply with their RPS. Maine’s RPS rule allows retail suppliers that enter the market during the second half of a year to delay compliance for that years’ RPS until the second year. 

· “Force Majeure” Waivers: Floods, fires, and others acts of God may make RPS compliance impossible in any given year. In the event of such circumstances, and assuming that a retailer can provide strong evidence that such a situation has arisen, an RPS administrator may extend the reconciliation or grace period for that retail supplier. Texas’ RPS contains this feature. Connecticut’s RPS allows suppliers to ask for a 2-year delay in meeting the RPS. 

· Computation Lag: A retail supplier will have a difficult time projecting its load on a going forward basis, making the projection and purchase of the precise quantity of renewables required for RPS compliance difficult. This is particularly true for new suppliers entering a competitive market.  Establishing a computation lag divorces the RPS compliance period with the period used to compute the RPS purchase requirement.  For example, under a 1-year computation lag, it is retail load in 2003 that is used to compute the retail suppliers’ RPS purchase obligation in 2004. In this instance, the retailer would know its entire 2004 purchase obligation at the beginning of the year rather than 1-2 months following the end of the year. To date, one state (Wisconsin) has divorced the compliance period with the period used to compute the RPS purchase requirement.  

Experience in other states has shown the benefits of compliance flexibility; some of those benefits have already been summarized. There are also some negative implications for providing too much flexibility, and these too have already been very briefly summarized.  [could say a lot more here if desired] 

Unfortunately, experience with other state RPS policies is not sufficient to clearly identify a “best practice” in this area; the ideal set of mechanisms will also critically depend on the accounting and verification system used, penalty and cost cap mechanisms, and the context of any individual state.  That said, a yearly settlement period has become commonplace, and clearly is a best practice. Some forward banking has also been shown to be valuable, though some states have learned that certain limits to forward banking should be established (Wisconsin and Texas). Providing credit for early compliance has been used in some states, but its impact has been modest. Deficit banking and reconciliation periods have also been used in some states, but the importance of these mechanisms is not clear, and potentially made unnecessary by an alternative compliance mechanism. 

One particular issue that needs to be addressed when designing flexibility mechanisms is to ensure that they do not conflict with existing or future source disclosure rules, green marketing claims, or accounting and verification protocols. Many of the flexibility mechanisms identified above, for example, will not easily coordinate with state disclosure rules in the region. The approach taken in Massachusetts is clearly the best practice in this regard, as the Massachusetts DOER specifically designed its RPS policy’s flexibility mechanisms to minimize such conflicts by allowing limited banking of compliance  rather than certificates. 

Recommendations: The merits of certain flexibility mechanisms are significant, especially when applied to the RPS for new renewable resources. We also recognize that some of the disadvantages of the increased compliance flexibility are severe, and that in recommending specific flexibility mechanisms we must balance the benefits of such mechanisms with their disadvantages. We also note that the justification for additional compliance flexibility in meeting an RPS for “existing” resources is weak. This is because existing generation, by definition, already exists in New England, and the development and financing risks facing new plants are far greater than those facing existing plants.

We also believe that compliance flexibility mechanisms would ideally: (1) not conflict with existing or possible future source disclosure requirements, green marketing claims, or accounting and verification protocols used throughout the region in which generation is eligible; and (2) be consistent with the mechanisms used in nearby states with similar RPS policies. 

These considerations lead us to recommend that Rhode Island adopt the flexibility mechanisms used for the Massachusetts RPS. These include:

· Settlement Period: A yearly settlement period (January 1 to December 31), similar to that used in nearly every other state RPS.

· Early Compliance: A retail supplier in Massachusetts that purchases TRCs during 2002 may use those TRCs during compliance year 2003, subject to a requirement that the 2002 attributes are not used in other ways.  For Rhode Island, we believe that purchases of renewable energy during 2004 should count towards the State’s RPS requirements in 2005.

· Banked Compliance: A retail supplier in Massachusetts that over-complies with the RPS in one year may bank that over-compliance for possible use in two subsequent compliance years, provided that, among other things: (1) the banked compliance may not exceed 30% of the attributes needed by the supplier in the compliance year in which they were generated, and (2) the attributes are not used in other ways.

We do not necessarily believe that Massachusetts has established a “perfect” set of flexibility mechanisms. The banked compliance allowance is perhaps unduly limited by the 30% requirement, for example. Similarly, some level of deficit banking and some of the other mechanisms identified earlier might be valuable additions to an RPS policy.  The need for early compliance in Rhode Island is also not established. However, a desire for regional consistency and a desire to minimize policy conflicts lead us to recommend that Rhode Island mimic the Massachusetts approach, at least for the new renewable resources tier. 

Early compliance should not be allowed for the existing resources tier, however, as it is unnecessary. While other flexibility mechanisms identified above may have some value to Rhode Island, we tentatively conclude that they create unreasonable conflicts with other regional policies. We also conclude that our proposed cost cap mechanism adds sufficient flexibility for retailers that additional mechanisms beyond those established in Massachusetts are unnecessary.  

Implementing Future Changes to RPS Rules
[leave until next draft; this depends in part on resolution of some other recommendations]
Background:
Primary Issues: target percentages/rate of increase; changes in eligibility, expansions of eligibility

Primary considerations: market stability, don’t introduce regulatory uncertainty that undermines financing; susceptibility to political influence

Benchmarks and Best Practices:
eligibility: benchmarks: 

· is MA the only one?

· Much is sufficiently vague on eligibility – giving regulators leeway; or legislation is detailed and no regulatory leeway

Targets:
Pros & cons of regulator leeway to change – 

Cons – destabilize market; perception of regulatory risk that undermines ability to finance.

Recommendations: 
that legislation define eligibility with great precision – then…
interactions between RPS and other policies
Finally, a well thought-out RPS policy must consider and address the context in which it would be implemented.  In particular, we address:

· Contracting Standards for SO/DS Providers
· System-Benefits Charge Interaction

· Treatment of Emissions Credits in Cap and Trade Environment

Contracting Standards for SO/DS Providers 

Background:  While the Rhode Island market is currently open to retail competition, the vast majority of load is supplied under regulated default service (DS) or standard offer (SO) service provided by the distribution company.  In competitive markets (particular those with generation divestiture) where the utility supplier is selected via short-term bids, few (if any) credit-worthy parties are positioned to offer contracts of sufficient term to allow financing of new renewables.  This is especially important where renewables are scarce and more costly.  The distribution company is one of the only credit-worthy entities capable of offering a financeable contract sufficient to get new renewable built.

In RI, the DS electric supply is periodically put out to bid for short terms to wholesale entities, and the electricity supply for SO has been contracted for through the end of the SO period.  Due to the nature of the unbundled market for energy and attributes in New England, however, these contracting practices for the electric energy, capacity, reserves and ancillary services are independent from procurement of certificates for RPS compliance.

It must be noted that distribution utilities in markets where generation divestiture has occurred, and where those companies have gotten out of the supply business, are resistant to taking on a supply-related obligation.  Nonetheless, they are in effect the suppliers of SO and last resort (DS), even if they do go out to bid for the wholesale supply.
The quantities served by SO and DS suppliers over time are subject to uncertainty:  customers may leave the SO at will (although not much of this has happened to date), and the DS customer base can be volatile in both directions.  This uncertainty suggests that only a conservative portion of the potential obligation should be contracted over a medium to longer term.  But because the RPS target increases rapidly over time, the increasing requirements may balance the potential for attrition.
Benchmarks and Best Practices:  California and Nevada require long-term contracting by regulated utilities to assure financing.  This practice appears to be emerging in the most recent RPS regulations adopted as an emerging best-practice.  In addition, the lack of a long-term contracting requirement for DS.SO providers has been sited by many as perhaps the biggest outstanding challenge to successful implementation of the Massachusetts RPS.
Recommendations:  We recommend that the RPS legislation require some form of medium to long-term contracting for certificates, or (beyond the term of current electric contracts) for electricity and certificates.  Some considerations:

· Such a requirement for a longer-term commitment could either apply to the DISCo itself, or to the contract put out to DS and/or SO suppliers (for at least a small portion of the supply representing the RPS percentage);
· Different contracting standards and contract terms may be appropriate for SO and DS, given their distinct terms, volumes (level and certainty), trends, and commitments for commodity electric supply.

· As the DS and SO providers (the DISCO) is PUC regulated, and as we are recommending that the PUC be the RPS administrator, the PUC should be empowered by RPS legislation to address issues of reasonableness of cost, prudence and cost recovery.  It may not be unreasonable to provide the DISCO with some incentive earnings potential for procuring effectively to minimize the cost of the RPS to customers.  
In any event, we also recommend that the DISCo be required to file annually an RPS procurement/compliance plan.  This will allow the PUC to assure itself and others that the DISCO is planning adequately to meet the RPS requirement and minimize the cost to customers of doing so.  It should be made public, so wholesale suppliers that will make commitments can plan accordingly.  The plans should be filed annually with the PUC, and should address how the DISCO plans to meet objectives of creating stable markets; minimizing costs to rate payers; maximizing term commitments to support financing new renewables; and how its procurement plan interacts with its pre-existing electric energy  (not certificates) commitments.
[to be expanded based based on conversations with NGRID and Working Group input]

System-Benefits Charge Interaction

Background: Numerous states in the Northeast (MA, CT, NY, NJ, PA), including Rhode Island, have implemented system-benefits charge (SBC) policies either as a complement to or instead of RPS programs. Accordingly, some U.S. states exclusively use an RPS to support renewables, some states exclusively use an SBC to provide such support, and other states have implemented both an RPS and an SBC to provide the necessary encouragement.  A potentially important issue in the design of an RPS in Rhode Island is how the RPS is to interact with the SBC programs in Rhode Island and in surrounding states. 

Benchmarks & Best Practices: Seven states – California, Arizona, Connecticut, Massachusetts, New Jersey, Pennsylvania, and Wisconsin – have established dual policies that combine RPS and SBC programs. These states have basically taken one of three approaches to designing the interaction between RPS and SBC policies.  

1. Target SBC Funds to Renewable Energy Projects and Programs that are Not Expected to Thrive Under an RPS. This approach recognizes that, despite its benefits, RPS policies cannot easily be designed in a way to eliminate the need for all other forms of renewable energy support. SBC programs may be a useful complement to RPS policies and can used to fund renewable technologies and programs that would otherwise not be supported by the RPS; for example, higher cost renewable energy resources and renewable energy education, R&D, and infrastructure development efforts. Recognizing this situation, a number of U.S. states have designed their RPS policies to support near-market renewable energy sources and have implemented SBC policies to fund programs that “fall through the cracks.” Wisconsin, New Jersey, Minnesota, and Massachusetts all fall into this category.  Some states such as Massachusetts and Connecticut also plan to develop transitional programs to help ensure that their RPS requirements ultimately succeed. 
2. Ignore Linkages between Policies and Operate RPS and SBC Programs in Parallel.  A second approach used in some states is for RPS and SBC administrators to go about their respective businesses without seriously considering the appropriate linkages between the two policies.  This is an approach apparently being taken or approximated in several U.S. states. The most tangible outcome of this approach is that SBC policies will end up supporting renewable energy projects that would otherwise have been developed under an RPS. Note that this is not the case under Approach 1, discussed above, because that approach implies that SBC funds are targeted to renewable energy projects and programs that would not be adequately supported by an RPS. Under Approach 2, meanwhile, both an RPS and SBC may simultaneously provide support to renewable energy projects that would have been developed under the RPS even without further financial support from SBC funds.  This implies either that (1) the existence of the SBC is reducing the cost of the RPS by “buying-down” the cost of renewable energy supply, or (2) renewable energy projects are receiving windfall profits by obtaining financial support from both RPS and SBC policies.  If a neighboring state is offering SBC funds to projects that serve the Rhode Island RPS, those projects may be receiving windfall profits at worst, and at best inefficient investment decisions are possible (projects serving the RI RPS may choose to locate in NY for example due to NY’s SBC program, even when a similar project in New England might be cheaper overall, but not have access to the same SBC subsidies).  Finally, this approach has the potential to skew the competitive playing field unequally among obligated entities.
3. Use an SBC to Recover the Cost of the RPS. A final approach, used in Arizona and California, is to explicitly use the funds collected by an SBC to help offset the incremental cost of the RPS for those electricity supply companies facing the RPS purchase obligation. This approach allows the cost of RPS compliance to be shared among all consumers in a jurisdiction on an even basis. The principal challenges in the application of this approach are twofold. First, it may be politically challenging in most circumstances to create consensus not only around an RPS but also an SBC funding mechanism. Perhaps even more difficult will be to maintain political momentum over time to keep the SBC intact to ensure cost recovery. Second, careful consideration must be given to the size and application of the SBC to ensure that all parties have appropriate incentives for cost minimization. Electric utilities should not automatically be allowed to pass on all RPS compliance costs through the SBC charge. Instead, careful regulatory scrutiny on the prudence of each utilities’ RPS compliance costs should be required to ensure that all parties have the incentive to minimize costs. This is made even more complex when competitive electricity suppliers must meet RPS obligations. 
Recommendation: We believe that the interaction between RPS and SBC programs deserves consideration. Simply ignoring the linkages will add costs to Rhode Island ratepayers without an associated benefit, and will lead to inefficiencies and windfall profits in renewable generation investment. However, Rhode Island can do little to affect how Connecticut, Massachusetts, and New York spend their SBC funds; Rhode Island could make projects supported with SBC funds ineligible for the Rhode Island RPS, but such a decision (at least at the outset) would likely add more complexity than it is worth. In addition, there are many types and degrees of potential SBC support, and it would be difficult for Rhode Island’s administrators to draw the line fairly between eligible renewables based on the degree of support.  More generally, we do not necessarily believe it is the place of an RPS policy to dictate to SBC administrators what they should do with their funds. We therefore recommend that Rhode Island’s RPS remain largely silent on this issue. That said, we also recommend that Rhode Island’s SBC administrator (and other SBC administrators in the region) consider these linkages and, if and when an RPS is established, (a) consider applying Approach 1, above, and (b) prospectively consider prohibiting generators receiving substantial funding from being used for RPS compliance, either by requiring delivery of certificates in exchange for funding, or through other means. We have the same recommendation for other SBC administrators in the region. 
Finally, if Rhode Island’s RPS administrator believes that substantial double dipping or inefficiencies are occurring in the future, we believe that the administrator should be given the legislative discretion to (in the future, prospectively, and with substantial lead time) make new renewable plants receiving certain kinds of SBC-funded incentives RPS-ineligible (or, alternatively, to require a portion of a renewable project’s RPS-generated incremental revenue to be returned to the SBC administrator; or other variants). This authority should be established in Rhode Island’s RPS legislation.

Treatment of Emissions Credits in Cap and Trade Environment

[address in the next draft]
Next Steps: Transition to Legislation and Regulations

[leave until next draft]
what needs to be identified in legdilation, versus left for regulation
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� 	L = Should be specified in legislation; 


R = Should be specified in regulation, but need not be specified in legislation


� Massachusetts’ enabling legislation clearly required the calculation of a baseline percentage and implied the protection and addition to the historical baseline, but the Division of Energy Resources concluded that the language was not so clear as to mandate a maintenance tier.  DOER’s analysis concluded that eligible renewables so outstripped the baseline percentage, due to the lack of sufficient other regional mandates, that establishing such a requirement at the outset would lead to transaction and administration costs but make little difference.  Without any basis under the enabling legislation to curtail eligibility to make a maintenance tier that would truly support some otherwise endangered resources, the DOER deferred establishment of a baseline tier.  Subsequently, the legislature has reiterated and clarified its intent, and DOER has committed to conduct a study of the viability and impact of establishing a minimum purchase requirement for existing renewable energy by October 1, 2003. 


� The lack of eligible buyers eventually served to suppress the prices, as only LSEs could shop, and the utilities that collectively make up most of the requirement intended to push compliance obligations up to their yet-to-be-selected short-term suppliers of default and standard offer service.  


� The ability to apply the RPS to self generators in the manner of standby rate charges is another reason that administrative authority should lie in the hands of the PUC, as discussed further in Section � REF _Ref25835699 \r \h ��6.1�


� As this draft is being written, a proposal to amend this approach to reflect a relaxed, monthly settlement has been proposed to the NEPOOL Markets Committee for vote during mid-December.


� Or waste-to-energy (WTE).


� Currently, there is no metering/verification requirement for such generators – this would presumably be addressed as a condition for state certification – but GIS rules are currently being discussed to establish verification requirements.


� At this time, the New York Environmental Disclosure Administrator at the NY DPS does not acknowledge the ability to unbundled generation attributes from energy in this manner (other than through a conversion transaction  that requires rebundling of electricity and attributes). However, there are two ongoing studies funded by NYSERDA examining the creation of a regional attributes tracking and trading capability that would, if implemented, be designed to both address trading of renewable certificates separate from energy, and meet a compatible generation information system definition.


� Criteria for a compatible generation information system are addressed in (Grace and Wiser, 2002).


� A different approach to cost containment would be to periodically review the workings of the RPS and reduce the rate of increase in the RPS purchase requirements prospectively if the cost of the RPS rises to unexpected levels. This approach may offer a useful supplement to the approach discussed in the text, though changes to an RPS should only be made prospectively and with significant lead time to ensure investor confidence in the policy.
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