LD 1346 Testimony from MPUC
3
April 25, 2007

April 25, 2007
Honorable Philip Bartlett, Senate Chair

Honorable Lawrence Bliss, House Chair

Joint Standing Committee on Utilities and Energy

Augusta, Maine 04333

Re:
LD 1346, An Act to Enhance Maine’s Energy Independence and Reduce Electricity Costs
Dear Senator Bartlett and Representative Bliss:


The Public Utilities Commission (Commission) takes a position neither for nor against LD 1346, An Act to Enhance Maine’s Energy Independence and Reduce Electricity Costs.  LD 1346 would modify the existing eligible resource portfolio requirement by adding a requirement that specifies percentages of the supply serving Maine retail load come from “new” renewable resources.  The current law is that suppliers must serve 30% of its load from eligible resources—but there is no requirement for any of the eligible resources to be new.  LD 1346 starts with a 1% new renewable resource requirement in 2008 that increases by 1% each year until it reaches 10% in 2017.  LD 1346 requires that the Commission establish by rule an “alternative compliance mechanism” and makes the use of renewable energy credits (RECs) mandatory by deleting the prerequisite for a Commission determination that a reliable attribute trading system exists.  Finally, LD 1346 requires the Commission to establish a green standard offer.
Enhanced Portfolio Requirement

The purpose of a portfolio requirement is to create a demand for certain types of resources that policy makers determine are desirable.  Typically, portfolio requirements are enacted to facilitate the development and operation of renewable resources when the market itself is not producing such resources in sufficient quantities.  This generally occurs when the market price for electricity is not high enough to support certain renewable resources.  Portfolio requirements, if they operate correctly, will increase the market price for eligible resources and thus tend to increase the price for electricity consumers.
  Therefore, the basic question for policy makers is whether there is a need to stimulate new development of renewable resources and whether the benefits of such development outweigh potential increases in electricity prices.  The primary benefits of renewable resources is that they tend to cause less environmental damage and create more resource diversity that can lower regional price volatility and spot market prices.  Unfortunately, the direct impact of a portfolio requirement on consumer prices cannot be known with any level of certainty.


Because the rate impact of portfolio requirements cannot be known with certainty, the Commission supports the inclusion of an alternative compliance mechanism (ACM) in LD 1346.  This mechanism would serve to cap ratepayer exposure and is a common component of portfolio requirements in other states.  The ACM would allow a supplier the alternative to pay into the conservation program fund if the market price of eligible resources exceeds a level established by the Commission through rule.  Because the amount of ratepayer dollars to be used to support the development of new renewable resources is a public policy decision, the Committee may want to consider establishing the ACM cap in statute.  


LD 1346 does provide the Commission with the authority to suspend the portfolio requirement if it determines that there has been insufficient development of new renewable resources or over-reliance on the ACM such that there is a burden on ratepayers.  The Commission supports the inclusion of this safeguard.

The Commission notes that the adoption of an enhanced portfolio requirement in Maine does not mean new renewable generation will be built in Maine.  Suppliers can satisfy the requirement from new resources built outside the State.  However, the ability to satisfy one state’s portfolio requirement with generation from another state has resulted in a substantial benefit to Maine.  Other states in the region (particularly Massachusetts and Connecticut) have aggressive portfolio requirements that have contributed, to a large degree, to the development of renewable power in Maine.
Renewable Energy Credits


With respect to the mandated use of RECs in LD 1346, the Commission views the change to be problematic.  The Commission has already adopted the use of REC trading as the means to satisfy the portfolio requirement for those suppliers serving in the ISO-NE portion of Maine.  The ISO-NE area has a region-wide attribute trading system that works well.  However, there is no such system in northern Maine.  The Commission reviewed the matter and determined that the costs of establishing an attribute trading system in northern Maine were excessive given the small size of the northern Maine market.  Thus, LD 1346 would mandate REC trading in northern Maine in the absence of a reliable attribute trading system.  
Green Standard Offer

Section 6 of the bill would require the Commission to establish an optional “green standard offer” comprised of 100% renewable resources.  The Commission views such a mechanism to be workable and believes that it would make it easier for customers to choose a “green” energy product.  However, the establishment of a green standard offer would adversely affect the development of a competitive market for green products.  There are currently some suppliers that market a green product, but to date only around 2000 Maine customers have signed up for the product.  The Commission has recently implemented a “10,000 Carbon Free Homes” initiative that will, among other things, promote the availability of green products to customers in Maine.  This effort is in accordance with a legislative mandate to promote Maine-based renewable resources within a competitive structure.  The decision to direct the Commission to establish a green standard offer with its potential to frustrate the development of a competitive market for green product is a basic policy decision for the Legislature.
Renewable Resource Promotion Report

Finally, the Commission notes that in 2003, the Legislature directed the Commission to examine mechanisms to ensure an adequate and reliable supply of electricity for the State and to promote the State’s use of renewable and indigenous resources.  The Commission submitted the required report on December 31, 2003.  Renewable portfolio requirements and green standard offers were topics specifically addressed in the report.  While some aspects of the December 31, 2003 Renewables Report have become outdated, many aspects of the Report are still current and the Report may provide useful background for new members of the Committee and a helpful refresher for the veteran members of the Committee.  The December 31, 2003 Renewables Report is available on the Commission’s web site at www.maine.gov/mpuc/.  If the Committee prefers, the Commission could provide hard copies of the Report for Committee members.
 

I am happy to try answer to any questions the Committee may have about LD 1346.  The Commission will also be present at the work session to assist the Committee in its consideration of the bill.






Sincerely,







Chris Simpson







Legislative Liaison

cc:
Members of the Utilities and Energy Committee

Lucia Nixon, OPLA
� It is generally accepted that Maine’s current portfolio requirement has a negligible impact on rates and does little to promote eligible resources.
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