COMMENTS OF THE CITIZENS UTILITY BOARD IN RESPONSE TO AMEREN AND COMED’S ENERGY EFFICIENCY/DEMAND RESPONSE AND RENEWABLE PORTFOLIO STANDARD IMPLEMENTATION PLANS

April 27, 2005

The Citizens Utility Board (CUB) submits the following comments in response to the initial presentations by Commonwealth Edison (ComEd) and the Ameren Utilities (Ameren) of their proposed implementation plans for energy efficiency/demand response (EE/DR) programs and a renewable portfolio standard (RPS) pursuant to the Governor’s plan.  

CUB wholeheartedly supports the Governor’s plan and sees the potential for positive benefits to accrue to all Illinois electric consumers.  However, the Commission must address two important issues:  Management of the programs to evoke optimal effectiveness, given the conflict of interest for the utilities involved; and Ensure that consumers receive proper signals concerning the nature of EE/DR and RPS program costs.  CUB also believes that the Commission workshops on these topics have provided a useful forum for the parties to discuss their differences and to minimize their disagreements and confusion.

Energy Efficiency/Demand Response (EE/DR)

Both ComEd and Ameren provided useful initial frameworks for discussion of the issues pertaining to implementation of effective EE/DR programs.  Because of the similarities in the proposals, CUB will address them jointly.  Generally, CUB has identified two issues that the Commission needs to adequately address in order to implement the utilities’ EE/DR proposals effectively.  

The Commission Should Ensure That The Governance and Evaluation of EE/DR Programs Includes Key Stakeholder Groups in a Collaborative Effort to Achieve the Goals In a Manner That Is Not Administratively Burdensome.

CUB supports a comprehensive evaluation of the EE/DR programs and supports ComEd’s proposal for an Evaluation Working Group to manage the evaluation.  However, the proposals submitted by both ComEd and Ameren rely on a governance structure that places the utilities in the position of administering the RFP process and selecting the winning bidders.  CUB has serious concerns about the utilities’ incentives and potential conflicts of interest.  

The nature of utility regulation is such that cost effectiveness can be easily overlooked in an effort by the utility to meet its service obligations while maximizing equity return and minimizing its own risk.  Current rate structures enable utilities to recover some of their costs through a fixed monthly customer charge and the rest through usage charges.  Significant EE/DR programs could reduce overall demand and usage, thereby resulting in some degree of revenue loss to the utility.  Thus, there is an inherent conflict between energy conservation and the financial interest of the utility to earn a profit.  Shared governance of EE/DR programs is essential both for optimizing the individual programs and for ensuring credibility of the effort in the eyes of consumers who, after all, will be paying for them.  CUB acknowledges that such governance can create administrative burdens, but believes that the benefits of shared governance will far outweigh the administrative costs.  

ComEd’s proposal includes a process whereby the ICC would pre-approve program goals and implementation guidelines for EE/DR programs.  The ICC should definitely establish program goals and implementation guidelines.  However, the optimal solution is for the ICC to conduct a statewide RFP (or separate service-territory-wide RFPs) for an independent energy efficiency contractor, issue a performance-based contract to the selected provider (or providers) for a modest period (3 years with an option for one-time renewal if performance is excellent). The RFP could contain guidance on the desired programs and benchmarks, plus a formula for incentive payments in case the target savings are substantially exceeded. Thus, the contract would be between the ICC and the EE provider.

It would also be possible to construct a similar RFP run by an independent party or a collaborative, and approved by the ICC, with the contractor supervised by ICC, or a collaborative. The administrative burden on the ICC and interveners of running an RFP every three or six years would be minimal and well justified, given the improved accountability and independence of the EE provider. 

CUB believes an RFP should be issued for energy efficiency alone and leave the demand response issues for a separate procedure.  Given the nature of DR programs, they might be most effectively run by the establishment of tarriffed utility programs designed to optimize the goals of DR.
The Commission Should Ensure That Any Mechanism For Full Recovery of the Utilities’ Costs Be Consistent With the Goals of EE/DR Programs.

The regulatory compact that Illinois citizens have with the utilities allows the utilities the opportunity to recover their prudently incurred costs.  While both utilities mention this fact, neither fully addresses the mechanism for such recovery.   The only discussion of a specific cost recovery mechanism is a brief mention of a rider to recover the costs of EE/DR programs in ComEd’s implementation plan proposal.  CUB strongly opposes the inclusion of these charges on customer bills.  A line item rider is bad ratemaking policy and would send one-sided signals to consumers, e.g. consumers would see the cost of the programs identified in the line item without explicit recognition of the savings generated by these programs.   

EE/DR programs are typically implemented to reshape and reduce demand to improve the load shape and reduce energy usage (thus, reducing customers’ bills).  Effectively administered EE/DR programs can accomplish both tasks and therefore improve system reliability without the need for costly system upgrades.  Since EE/DR programs are de facto reliability initiatives it would be inconsistent to list them as a separate line item on customers’ bills.  The cost of a new transmission line would not be included as a separate line item on customer’s bills and CUB does not believe that it makes sense to treat EE/DR programs any differently.  

Previous experience demonstrates that customer confusion is a virtual certainty with any new line item, and bills are complicated enough as it is.  As mentioned before, it would be poor policy to single out this one expenditure for rider treatment, thus sending a signal to consumers that these programs, which are designed to save consumers money, actually increase bills instead.
The Commission can avoid customer confusion and retain consistency with EE/DR program goals by addressing this issue within the context of the utilities’ next delivery service rate cases, which are to be filed well in advance of any EE/DR disbursements.  The rate cases will avoid any questions of single-issue ratemaking and will allow the commission the opportunity to fully consider all available alternatives prior to issuing its order on this issue.  Reasonable and prudent EE/DR costs are appropriately a component of delivery services as they have beneficial effects on loads to the benefit of all transmission and distribution customers.

Renewable Portfolio Standard (RPS)
The proposals presented by both ComEd and Ameren are a good step in the right direction.  In addition to the environmental benefits that accrue to society from reduced fossil fuel consumption, CUB agrees with both utilities that the RPS is an appropriate hedge against volatile prices of finite natural resources.  While CUB shares a similar vision of the RPS with both utilities, the devil is in the details.  These comments are intended to highlight the issues that CUB believes could have the biggest impact on Illinois consumers.

The Commission Should Ensure That the Procurement Process and Supplier Contracts are Constructed Appropriately.

Both Ameren and ComEd are proposing to implement RFP processes to procure renewable resources in a competitive manner.  This seems to be the best option available.  Both utilities also appear to desire a Commission-approved process, similar to the EE/DR pre-approval process described above.  In CUB’s opinion, this is an appropriate vehicle to ensure that the needs of all stakeholders are given appropriate weight in development and implementation of the RFP process.  The Commission should utilize such a process to ensure that the price stability benefits of renewables accrue to Illinois consumers and that the marketplace has appropriate incentives to invest in green power in the state of Illinois. 

· Term-lengths
ComEd is proposing 10-year laddered contracts, while Ameren is proposing undefined “longer-term contracts” be utilized.  In CUB’s opinion, the supplier contracts should be for the longest term possible.  Life of the unit contracts would provide the most effective hedge against future price volatility.  Contracts that allow producers to amortize the cost of their plant over a 10-year fixed contract and then sell power into the market at the market rate for 15 or 20 years after the contract expires are not appropriate.  Life of the unit contracts should allow Illinois consumers to receive renewable power at the lowest possible price, since the upfront fixed costs of the unit can be amortized over its entire useful life rather than a shorter 10-year period.  At the April 21st workshop it was mentioned that some suppliers might require shorter-term contracts.  CUB is not opposed to this so long as Illinois consumers are allowed to benefit over the useful life of each individual project. 

· Peak Vs. Off-Peak Pricing
One of the questions raised at the April 21st workshop was, “Would you rather buy renewable resources that produce primarily off-peak power for $0.04 or primarily on-peak power for $0.07?”  This is certainly an interesting question.  CUB recognizes that the greatest benefit of hedging fuel price volatility is at peak times, but off-peak and shoulder period benefits do exist as well, and can be substantial.  This issue needs to be investigated further in order to ensure that Illinois consumers receive the greatest value.  It is true that an auction based solely on one price could exclude producers who might provide the best fuel price hedge during peak times.  This is an issue that is appropriate to address during the design of an RFP process and CUB would expect that interested suppliers would be able to provide more specific information in that forum. 

The Commission Should Ensure That Any Cost Recovery Mechanism For the Cost of Procuring Renewable Energy is Consistent With its Authority And Is Not Unduly Burdensome on Illinois Consumers.

Cost recovery is an important issue.  As mentioned before, CUB believes that the utilities are entitled to an opportunity to recover their prudently incurred costs of obtaining renewable power.  While neither utility has made a specific proposal, CUB believes that such costs should not be recovered through line item surcharges.  It is important to send appropriate signals to consumers and sending the signal that renewable energy results in higher bills is detrimental to the long-run success of utilizing renewables as a hedge against fuel price volatility.

The Commission Should Ensure That Any Renewable Energy Credits (RECs) Trading System Instituted in Illinois Utilizes Existing ISO Tagging Systems.

The Commission has expressed an interest in establishing some type of REC trading system.  There are benefits to using an REC system, as it makes the whole process more efficient economically, allows trading between ARES and utilities that have excesses or shortages, and enables more and more kinds of renewable projects to play.  PJM has a new tagging system, similar to those in NY and New England, which could be relied on. To the best of our knowledge, MISO does not have such a system, and CUB is not aware of any proposed system for MISO (although some MISO states are discussing possibilities). If an ISO has a tagging system, the ICC should rely on that for accounting for RECs.  One thing that the Commission needs to keep in mind is that the RECs should be retired by the utilities that obtain them to avoid double counting.

Conclusion

CUB appreciates the opportunity to share its thoughts with the Commission on these important issues.  Effectively managed EE/DR and RPS programs will produce long-term customer benefits, and the parties to these workshops share a common interest in ensuring that the these programs are set up correctly from the very start.  CUB is available to answer any questions that the Commission, its Staff, or any other party might have concerning its comments and is interested in clearing up any misunderstandings before they gain momentum.   
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