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The Local Government Sustainable Energy Coalition (LGSEC), as part of its membership services, provides this recap of activities at State agencies that the LGSEC governing board has chosen to follow. Those topic areas currently include climate change, energy efficiency programs, utility rates, and community choice aggregation. The LGSEC board believes that these are issues of interest to members and may warrant future participation in proceedings or other activities. As LGSEC membership grows, or as priorities change, more topic areas may be added to this list.

Update Topics:

Climate Change 

Local governments could be subject to substantial additional regulation under proposals state regulators are developing for greenhouse gas (GHG) emissions from energy sources. The California Air Resources Board (CARB) is developing a Local Government Protocol that is supposed to include voluntary measures to reduce GHG emissions, but CARB staff will not say whether the measures might later become mandatory. CARB will also consider land use regulations to reduce GHG emissions, which will probably focus on reducing Vehicle Miles Traveled in new developments. 

The California Public Utilities Commission (CPUC) has recommended that all new homes have “zero-net-energy” usage by 2020. The California Energy Commission (CEC) CEC staff agreed with this approach in the CEC’s year-end Integrated Energy Policy Report and will work on updating Title 24, the energy efficiency portion of the state’s building code regulations, to require “zero-net-energy performance” by 2020. 

The Governor’s Office of Planning and Research (OPR) is currently developing CEQA guidelines for the mitigation of GHG emissions. The Attorney General’s office has actively challenged the CEQA review of several large projects and is now holding workshops throughout the state to persuade local governments to consider GHG effects in CEQA review. 

End user groups and ratepayer advocates have requested a comprehensive review of all current CPUC programs related to climate change mitigation; the County of Los Angeles has suggested a new proceeding. LGSEC believes its members should support some review process regarding the need and administration of these GHG programs. 


Utility Rates

Critical Peak Pricing (CPP) – The California Public Utilities Commission (CPUC) has directed the utilities to develop mandatory customer programs that would go into effect during periods of high electricity demand. Local governments will be required to participate in these programs and therefore should participate in their design. SCE has proposed a new CPP in its new General Rate Case.

SCE General Rate Case – Hearings are currently underway on SCE’s request to the CPUC to increase rates by an average of 16.2% in 2010, with further large increases in future years. To make matters worse, SCE has proposed a methodology that would increase rates by more than the average for many of the schedules most commonly used by local governments who are SCE customers, such as street lighting and GS-2. 

Fuel Cost Pass-throughs - In addition to their rate cases, both SCE and PG&E received annual increases to their rates through their “Energy Resource Recovery Account” (ERRA), which allows pass-through of fuel costs, primarily natural gas. This year, the Commission allowed PG&E to increase rates by more than 10% more than the rates in effect in December 2007. The Commission also allowed SCE to increase rates by 7% more than the rates previously in effect.


Energy Efficiency

Energy Efficiency Programs – Many local governments across the state participate in energy efficiency partnerships with the investor-owned utilities. There are opportunities to refine these programs, and take better advantage of local government strengths in reaching customers and saving energy. The utilities are developing program portfolios for 2009-2011, which will be submitted to the CPUC for review on July 21.

Additionally, the federal Energy Act of 2007 establishes a block grant program for local governments, the rules for which are being developed in Washington, D.C. and Sacramento. The block grants are not funded for this legislative session so far. Every local government should write a letter to their federal legislator urging funding of the block grant program. 
Direct Access 

The CPUC has decided to move forward in its attempt to reopen direct access, and will now begin exploring how to transfer contracts from the Department of Water Resources to the utilities or other entities, and then to develop rules to allow customers to once again purchase electricity from retail providers. Local governments should support having the option for direct access.

Community Choice Aggregation 

Several local governments are investigating whether to take advantage of community choice aggregation, which allows a local government to purchase electricity on behalf of its constituents, both residential and commercial. Local governments have been very involved in positively influencing the CPUC’s development of the rules that govern community choice aggregation.

CLIMATE CHANGE

Since the passage of the Global Warming Solutions Act in 2006 (Assembly Bill 32), the California Public Utilities Commission (CPUC) and California Energy Commission (CEC) have developed recommendations for the electricity and natural gas sectors and issued an Interim Opinion on March 14, 2008. These recommendations have been forwarded to the California Air Resources Board (CARB). The CPUC and CEC also participate in inter-agency working groups related to climate change.

LUSCAT

The Land Use Subgroup of the California Climate Action Team (LUSCAT) released its draft report on May 5, 2008. The draft report is intended to provide recommendations to CARB on land use planning strategies that could be adopted for climate change mitigation and adaptation. 

http://www.climatechange.ca.gov/luscat/documents/2008-05-14_meeting/DRAFT_LUSCAT_Submission_to_CARB.pdf
The LUSCAT is accepting comments on the report, and a final version will be released in late June. However, based on comments made at workshops that have been held over the last two weeks, it does not seem that any revisions to the final report will have much impact on CARB's Scoping Plan, as the LUSCAT report and the first draft of the Scoping Plan are both due to be released in late June. The Scoping Plan will establish the path that CARB will follow, and it will be a work in progress throughout the summer and fall. The Scoping Plan will provide the opportunities to shape the state's policy on these issues. CARB is expected to adopt the final Scoping Plan at its meeting in November 2008.
Part of the frustration with the Scoping Plan process has been the segmentation of different aspects of local government into different subgroups. For example, the local government reporting protocol is being addressed separately from the LUSCAT issues. In turn, the LUSCAT decided that "since emissions from the production of electricity, use of natural gas and efficient use of water are expected to be covered under the Energy and Water Sectors, the GHG benefits of green building practices will not be attributed to land use."  Instead, the LUSCAT report focuses exclusively on "the integration of transportation and land use planning."

During the Scoping Plan workshop held on May 19, CARB staff stated that they ultimately expect to achieve 60% of the total needed GHG emission reductions from a combination of land use, transportation, and energy, so this area is clearly one of the main, if not the main, focus of the reduction effort. GHG emissions attributable to land use and transportation are viewed primarily as long-term (2050) rather than short-term (2020) goals. The report notes that half of what will be developed by 2030 does not exist today. Nonetheless, because land use decisions are made everyday, and then have such long-term effects, the report recommends that the state take action now to begin capturing emission reductions as quickly as possible.

The LUSCAT report's primary recommendation is to move towards a "statewide planning policy." The LUSCAT recognizes that the California Constitution gives local governments the authority to make land use decisions within their jurisdictional boundaries, and proposes to move towards a statewide model through a variety of incentives, requirements, requests for cooperation, and legislation. 

The LUSCAT report offers a variety of principles, such as:

· Include GHG mitigation in addition to existing policies regarding housing availability and affordability, access to mobility, health protection, water and energy supply, resource and habitat protection, healthy economy, community and cultural resources. Use CEQA to promote infill development rather than allow CEQA to be used to push development to the suburbs, which increases vehicle miles traveled (VMT). Adopt policies to address land use decisions directed at reducing GHG emissions in a collaborative effort with local and regional governments.

· Significantly reduce the GHG emissions from the transportation sector from a combination of vehicle efficiency improvements, low-carbon fuels, and implementing transportation demand management (TDM) policies and strategies to reduce VMT or expected growth in VMT.

· Encourage and support integrating land use and transportation policies to maximize the efficient use of existing transportation systems and provide for the increased availability and use of efficient transit, walking and biking infrastructure. California will lead by example and incorporate GHG emission reduction as a fundamental element of planning, design, development, and operation of state-owned and state-assisted facilities and infrastructure.

· Incorporate GHG considerations into appropriate fiscal, technical, and/or regulatory land use programs guidelines, standards, and criteria to ensure that all appropriate state-assisted infrastructure, land use planning, and development is consistent with the state's climate goals.

· Adopt policies and programs that reflect the shared responsibility between federal, state and local agencies and districts and increase collaboration across all levels of government on how to reduce GHG emissions through improved land use decision-making.

The report acknowledges the effect Prop 13 has on land use planning in terms of competition for sales tax revenue that drives construction of big box retail and auto malls, but does not make any recommendation to change Prop 13. 
The report specifically states that the LUSCAT does not support mandatory local climate action plans. This is a recommendation that CARB can accept or reject. The report recommends a handful of strategies to achieve GHG emission reductions. For example, the report recommends the use of regional targets to guide the reduction of transportation and land use-related GHGs. However, the report does not offer much substance as to how this can be accomplished. The report also recommends new legislation to allow the use of congestion pricing for high volume traffic areas, "pay as you drive" insurance premiums, strategies to reduce employee commute trips (including telecommuting and mandatory mitigation by employers of emissions due to employee commutes), and public education to promote transportation conservation (to "raise a generation with a smaller footprint").

In addition to the LUSCAT report, CARB will consider recommendations made at the 2008 Haagen-Smit Symposium, which involved "80 policymakers and other progressive thinkers from throughout California to talk candidly about the role of land use and transportation in meeting AB 32 requirements and achieving California’s vision of a low-carbon future," and which are available at this link. 

http://www.arb.ca.gov/planning/hsmit2008/docs/seascape_action-plan_41108.pdf 

The symposium was an invitation-only event, and many stakeholders have objected to a process that excluded so many stakeholders. Nonetheless, many of the Haagen-Smit recommendations overlap with, or are consistent with, the LUSCAT report. 

Local Government Protocols for Estimating Emissions of Greenhouse Gases

CARB released its first draft of the Local Government Operations Protocol. The draft covers the types of emissions that have to be reported and how to quantify emissions from various sources. It does not yet address how emissions will be reported. CARB asked for comments on this draft by Friday, May 30th, and plans to release a "final" draft sometime in June.

The draft report's definition of a "local government" is a "general purpose government at the town, city or county level." Under Chapter 2, the draft states "Local governments should strive to measure and report all greenhouse gas emissions associated with their operations. If you are participating in CCAR or ICLEI, there are additional program specific requirements for reporting that must be taken into consideration." 

The protocol identifies three types (scopes) of local government emissions. Scope 1 includes direct emissions from local government operations such as stationary combustion (for power generation), mobile combustion (municipal transportation – cars, trucks, buses, planes, etc.), physical and chemical processes for other than fuel combustion (such as manufacturing processes), and fugitive sources (releases from refrigeration, fuel transport, etc. not directly from a point source such as a chimney or tail pipe).

Scope 2 is a special category of indirect emissions and refers only to indirect emissions associated with the consumption of purchased or acquired electricity, steam, heating, or cooling. Indirect GHG emissions are emissions that are a consequence of activities that take place within the organizational boundaries of the reporting entity, but that occur at sources owned or controlled by another entity. Scope 2 emissions physically occur at the facility where electricity is generated. For example, emissions that occur at a utility’s power plant as a result of electricity used by a local government’s administrative buildings represent the local government’s indirect emissions.

Scope 2 emissions typically represent one of the largest sources of emissions for local governments; therefore, it represents a significant opportunity for GHG management and reduction. Local governments can reduce their use of electricity by investing in energy efficient technologies and energy conservation. Local governments can also install an efficient on site co-generation plant, particularly if it replaces the purchase of more GHG intensive electricity from the grid or electricity supplier. Reporting of Scope 2 emissions enables transparent accounting and reporting of emissions and reductions associated with such opportunities.

CARB clearly anticipates that local government will have to reduce electricity consumption in order to meet AB32 goals. What is lacking here is a discussion about how to achieve or reward that reduction, which provides us with an opportunity for comment. Also, there is no discussion here about the paradox that occurs if you build a CHP - you reduce overall emissions, but increase your own direct (i.e., Scope 1) emissions. There has to be a way to reflect and reward the overall reduction achieved by building the CHP.

Scope 3 describes emissions not directly under the control of cities or counties, such as upstream and downstream emissions from purchases, and transportation by municipal employees or contractors. These are optional items for reporting.

There are a handful of issues on which staff has specifically asked for input:

Local governments’ organizational structures can vary greatly from jurisdiction to jurisdiction. One of the goals of this Protocol is to promote consistency in the activities and emission sources reported by all local governments. Large local governments may be divided into a number of departments with a wide variety of autonomy, including autonomous, self-supporting departments that control a municipal utility, a port, an airport, a water or wastewater system/facility, or other large industrial or non-industrial facilities. To ensure consistency, this Protocol provides clarifying guidance on how to apply operational and financial control criteria to these departments specifically.

Here, staff is primarily trying to figure out how to deal with LAX, LADWP, the ports, SFO, etc. But it equally applies to entities as big as the County of Los Angeles and the Los Angeles Unified School District. 

Biogenic Emissions - The combustion of biomass and biomass-based fuels (such as wood, wood waste, landfill gas, ethanol, etc.) emit CO2 emissions - these CO2 emissions are known as biogenic emissions. Unlike other fuels, local governments must track CO2 emissions from biomass combustion separately from other Scope 1/direct emissions.

Climate Change and Renewable Energy Credits
In September 2007, the CPUC and the CEC held a succession of workshops in the Greenhouse Gas (GHG) implementation proceeding (R.06-04-009) on the subject of tradable renewable energy credits (TREC). These workshops examined tracking systems and compliance rules for TRECs and issues associated with combining a TREC market with the Cap and Trade program anticipated for implementation of AB32. 

The CPUC subsequently took up the issue of TRECs in its renewables policy proceeding (R.06-02-012). The CPUC has held workshops, taken comments from parties, and issued a draft strawman proposal on which parties commented in November and December. 

The key issues are whether load-serving entities, including utilities, can use tradable RECs to meet renewable portfolio standard requirements. The CPUC anticipates a proposed decision on TRECs in the summer of 2008. See the April 2008 Update for more details.

Climate Change and the Cap-and-Trade Program
On May 28, 2008, the members of the California Air Resources Board (CARB) held an Informational Workshop on Policy Tools for the AB 32 Scoping Plan. The workshop was a vehicle for board members to learn about and discuss the various policy tools in advance of its AB 32 Scoping Plan. 

At the workshop's outset, CARB staff reaffirmed that the scheduled release date for CARB's draft Scoping Plan’s is June 26, 2008 and that workshops for the Plan will be held throughout the summer of 2008. CARB staff indicated that the Plan would contain a strong regulatory foundation with early action measures and core measures, staff recommendations on key elements and preliminary evaluations, and would also consider a number of policy tools including traditional regulations, cap and trade (CAT), fees and incentives, voluntary actions and offsets as way to meet the 2020 mandate. 

With the Plan as the backdrop, the presentations focused on how the government can set the price for emissions, CAT design and carbon offsets, and also sought guidance from the federal and European Union experiences. In pricing emissions, the government can establish price through a carbon fee or the quantity through the CAT. There are problems with both mechanisms. With CAT, there is price uncertainty. For example, if the cap is set at 427 million metric tons (mmt), the allowance prices will fall somewhere between $5 and $40 per mmt, which is quite a wide range. However, by setting a carbon fee, there is quantity uncertainty. So for example, if the fee is set at $30 per mmt, the amount of emissions will range between 360 and 460 mmts. The presenter acknowledged that there is great uncertainty in getting started; however, this is only a short-term problem and prices stabilize from year to year once started. 

During the workshop, CARB also took public comments. One noteworthy interest group was the environmental justice (EJ) community, which voiced opposition to CAT, carbon fees, and credits, and support for stronger air quality laws, regulations and enforcement. The EJ community touted the Port of Los Angeles's plan to lower emissions as the veritable "gold" standard, and asked CARB to use it as a model as it prepares to issue the Plan.

Compliance Mechanisms

In March 2008, the CPUC and CEC issued a joint decision (D.08-03-018/CEC-100-2008-002-F) that recommends a mix of direct mandatory requirements and a cap-and-trade system using a deliverer approach for the electricity sector. Although the CPUC initially indicated that it would issue a straw proposal recommending compliance mechanisms for the electricity and natural gas sectors in March 2008, it instead asked parties to file extensive comments on June 2 on these issues, and over 25 parties filed comments. The comments will be considered by the CPUC and the CEC in making recommendations to CARB on how to regulate GHG emissions from the natural gas and electric sectors. 

The basic topics addressed in the comments include which sectors should fall under a cap, whether allowances should be auctioned  or allocated, what to do with revenue generated by an auction, whether the point of regulation should be with the first deliverer or the retailer, whether allocations would be made based on past emissions or based on present and future generation, between which parties trading of allowances should be permissible, and whether offsets should be available to supplement the cap-and-trade system. 

The primary issue for most parties is the implementation of a cap-and-trade system (which is somewhat complicated by the Commissions’ March 2008 decision that such a system is necessary). In general, cap-and-trade is supported by the Natural Resources Defense Council and Southern California Edison and opposed (or at best given tepid support) by the Los Angeles Department of Water and Power, the CPUC’s Division of Ratepayer Advocates, The Utility Reform Network, and the Southern California Public Power Authority.

Inventory of Greenhouse Gas Reduction Programs

A coalition of large energy users and The Utility Reform Network (TURN) filed a motion in three different proceedings asking the CPUC to order a multi-utility inventory of all GHG reduction programs and funding levels in place or under consideration. Based on conversations with the different Administrative Law Judges (ALJs), there is some confusion at the CPUC over how to treat the motion in each proceeding, or even whether to turn it into a separate proceeding. 

CARB Fleet Rule

While CARB has not yet focused on fleets in the GHG context, an unrelated and ongoing CARB rulemaking on "Emission Control Measures for On-Road Heavy Duty Diesel Fueled Vehicles" is happening. The rule is commonly known as the “Statewide Truck and Bus Rule.” The Rule is intended to reduce emissions of particulate matter (PM) and nitrogen oxides (NOx) from certain diesel-fueled trucks and buses. The latest version of the proposed regulations was released in January 2008 (available at http://www.arb.ca.gov/msprog/onrdiesel/documents/JAN_08_Draft_Regulation.pdf), but the January version will not be adopted and a new draft of the regulations will be released shortly. 

There have been a lot of complaints about the January version, because it would have required fleet operators to replace their diesel engines twice. The soon-to-be released rule will likely only require one replacement. The good thing for local governments is that, as drafted in the January version, the rule would not apply at all to municipal-owned heavy vehicles, as long as those vehicles comply with the Fleet Rule for Public Agencies and Utilities, which has been in place since 2007. http://www.arb.ca.gov/msprog/publicfleets/publicfleets.htm 

However, it is possible that the new version could remove or alter this exemption. Under the Fleet Rule for Public Agencies and Utilities, municipal-owned, leased, or operated on-road vehicles with 1960-2006 model-year medium heavy-duty or heavy heavy-duty diesel-fueled engines with a manufacturer’s gross vehicle weight rating greater than 14,000 lbs. must apply Best Available Control Technology (BACT) to these engines according to a specified timetable.
US Senate Bill on Climate Change

This bill died in the Senate due to lack of support from Republicans and threat of veto by the President. The text should be revised to so indicate. The report I read said it would be unlikely to be revived in this Congress.

US Senate Bill S. 2191 died in June due to the lack of support from Republicans and threat of a veto by President Bush. It is unlikely to be revived in this Congress, but should have a better reception under a new administration.

UTILITY RATES

Critical Peak Pricing

The CPUC is pushing the IOUs to develop Critical Peak Pricing (CPP) programs that would apply during State-initiated emergency power supply shortage situations. In the model CPP program that the CPUC has previously outlined (as described in D.05-04-053 and D.06-05-038), a CPP rate would be mandatory for all large electricity consumers. When a shortage situation occurs, the customer would be notified (either on a day-ahead or same-day basis) that a CPP event had been called. During the CPP event, some or all of the customer’s electricity usage would be billed at a substantially higher rate than the normal rates. The intent of CPP rates is to encourage customers to reduce consumption in response to these mandatory pricing signals. 

While some large electricity consumers can reduce their usage or shift their consumption patterns to different times of day in response to price signals, local governments should be concerned about the magnitude of the pricing signals compared to our ability to reduce consumption in public service facilities (e.g.; jails, hospitals, courts). 

In the most recent decision on Critical Peak Pricing (D.06-05-038), the CPUC directed each IOU to institute Critical Peak Pricing in its next General Rate Case (GRC). PG&E’s GRC was already underway, and so was not directly affected. However, the CPUC has solicited comments in PG&E’s GRC and sponsored a workshop to consider and develop a dynamic pricing policy, which the CPUC believes will reduce consumer costs and increase system reliability. 

While the CPUC will establish policy, the CPUC will not be setting dynamic pricing rates in the PG&E general rate case, those will be established in each IOU’s GRC. Because the CPUC is focused on policy issues, any decisions will likely also apply to customers in Southern California Edison (SCE) and San Diego Gas & Electric (SDG&E) territories. Various parties have submitted comments on these policy issues. A strawman rate design proposal has been released and parties have provided a variety of comments. PG&E noted “even a relatively modest level for the CPP price signals (equivalent to a $45 per kW-year capacity price signal) could produce unexpectedly large summer season bill volatility for many customers (e.g., a July bill 50% higher than the same customer’s June bill, even for the same total amount of electricity usage). PG&E has asked the CPUC to extend the discussion and implementation dates to allow for more analysis. Other parties have pointed out that commercial and industrial customers already receive price signals through TOU rates, and the CPUC should therefore focus instead on residential load.

In SDGE’s recent GRC (A.07-01-047), the parties entered into a settlement agreement that adopts a very weak Critical Peak Pricing program, with an easy opt out (instead of a mandatory program), bill protection that would limit customers actual rate exposure by capping the amount of extra money a customer would be billed on an annual basis, and the ability to reserve an uncapped amount of capacity that would not be subject to the CPP rate. The CPUC has adopted the settlement agreement without any change to the CPP provisions. The settlement agreements adopted a couple of years ago also called for weak Critical Peak Pricing programs, which the CPUC rejected. The CPUC’s acceptance of the SDG&E design may indicate a change in direction for the CPUC. SCE will be the next utility to consider Critical Peak Pricing, in Phase 2 of its new GRC (see below). 
SCE’s General Rate Case

Southern California Edison Company (SCE) filed its application for Phase 1 of its next General Rate Case asking for a huge increase in its revenue requirement: 16.2% in 2009, additional increases in 2010 and 2011, for a total of $2.9 billion more over the three year period. For more details see LGSEC Update #1, January 2008. Hearings are currently underway on SCE’s request. To make matters worse, SCE has proposed a methodology that would increase rates by more than the average for many of the schedules most commonly used by local governments who are SCE customers, such as street lighting and GS-2. 

SCE cites load growth and system issues - for example, the need to build new facilities and to reinforce the existing network to accommodate load growth; the need for substantial capital investments to replace aging distribution infrastructure and business systems; and increased costs for system operations and maintenance. SCE also cites increased costs it faces with an aging workforce and the need to recruit, train, and retain employees in light of pending retirements. 

A pre-hearing conference (PHC) was held on January 15, 2008. The Scoping Order has been released, and testimony from parties other than SCE is due in April, and rebuttal testimony is due in May. Hearings are scheduled from May 29 to June 16. 

Phase 1 of a GRC primarily focuses on the revenue requirement and several parties, including TURN and the Division of Ratepayer Advocates, normally take the lead on that issue. Local governments have not in the past actively participated in Phase 1 of a GRC. However, SCE’s request is huge - and the impact on rates will also be huge. If SCE receives a 16.2% increase in its revenue requirement, system-wide rates will go up by 16.2%. It is unlikely that residential rates would be allowed to rise by that amount, which means that commercial and industrial customers could be faced with even higher rates. 

SCE has also now filed it application for Phase 2 of the GRC. While the amount of rate increases will depend upon the CPUC’s decision in Phase 1, SCE has proposed large increases for street lighting and for GS-2 rate schedules. SCE has proposed a “cap” on increases for other rate schedules that would substantially increase the otherwise relatively minor rate increases for TOU-8 secondary and primary schedules. A pre-hearing conference was held on May 1, and the Scoping Memorandum, which establishes the procedural schedule, was issued on [date].

Additional hearings will be held later this year to determine how much rates will increase for each individual rate class. The critical point in this phase is that if one class of rates decrease, another class of rates have to increase to make up the overall difference. The last few SCE rate cases have all settled after extensive negotiations, so it is of utmost importance for local government to have representation to keep increases in energy costs at the lowest possible amount. 

PG&E’s General Rate Case

PG&E will likely file at the end of 2009 for test year 2011. Rumor is that PG&E will file for a large rate increase due to (1) infrastructure additions, (2) aging workforce and related issues, and (3) program implementation related to GHG reduction programs (energy efficiency, project development, etc.), as well as the various accounts that SCE has reported.

Fuel Cost Pass-throughs Cases

In addition to their rate cases, both SCE and PG&E request annual adjustments to their rates through their “Energy Resource Recovery Account” (ERRA), a Commission-approved balancing account in which the utility recovers power or fuel costs related to that utility's procurement plan. The ERRA accounts primarily reflect increases in the costs of natural gas. This year, the Commission approved a PG&E Application to recover an extra $332 million more in rates, which is over 10% more than the rates in effect in December 2007 (D.08-02-018). The Commission also approved an SCE Application for an increase of $281.1 million, which is approximately 7% more than the rates previously in effect. (D.08-03-019) On June 10, 2008 PG&E asked for a rate increase of 6.5% to cover the rising cost of natural gas.

Southern California Gas Company Cost Allocation

SoCalGas filed its long-awaited Biennial Cost Allocation Proceeding (BCAP) on February 4, 2008 (A.08-02-001). This filing addresses how the cost of providing natural gas service is allocated to and among its customers. On February 26, 2008, the presiding ALJ issued a ruling (“Ruling”) and then held the first Pre-hearing Conference on April 3, 2008. After the Pre-hearing Conference, the ALJ agreed with SoCalGas’ request to bifurcate the proceeding into two phases with storage risk and revenue issues being addressed in Phase One and all other issues, such as implementation of firm access rights, being addressed in Phase Two.

ENERGY EFFICIENCY

CPUC Energy Efficiency Programs

The CPUC is moving ahead with several energy efficiency issues. In early June, the utilities submitted a revised Strategic Plan for Energy Efficiency through 2020. Also in early June, the CPUC began the process of considering modifications to the shareholder incentive mechanism. On July 21, the utilities will submit their proposed energy efficiency portfolios for the 2009-2011 program cycle. Additionally, the CPUC is in the process of developing evaluation plans for the current cycle of energy efficiency programs. 

Strategic Plan
The Strategic Plan process has been a primary focus for the LGSEC. The first version of the Strategic Plan was submitted in February, and revised in March. On June 2, the utilities submitted a further revised Plan, which responds to issues raised by parties and the CPUC. The Strategic Plan submitted in June continues to envision a key role for local governments. The four stated strategies for local government action are: 

1. Tap local government authority over planning and development policy to maximize energy efficiency in privately owned new construction and existing buildings;

2. Local governments lead by example with their own facilities to achieve economic energy efficiency, reduce CO2 emissions, and showcase promising energy efficiency, demand side management, and renewable energy products and practices.;

3. Local governments lead their communities to support clean energy goals; and

4. Local governments rapidly upgrade and expand energy efficiency knowledge and skills among their staff and officials to support the success of above strategies.

For each strategy, the Strategic Plan then lists several ways to measure success, and critical actions and milestones. It would appear that there will need to be significant coordination between the utilities and local governments, as well as state regulatory agencies, especially the California Energy Commission. Success also appears more likely if there is much greater regional coordination between government entities than occurs currently, particularly around building codes and enforcement. There also will need to be a major coalition building effort with the construction, developer, and real estate industries. 

2009 – 2011 Energy Efficiency Portfolio
Local governments submitted to the utilities in March their abstracts for the 2009-2011 program cycle. Several local government partners in Southern California were contacted by members of the Program Review Group (PRG) and the CPUC staff about the content of their abstracts. There was a concern by the PRG members that the abstracts were not as “innovative” or comprehensive as the PRG members thought they could be. It would appear that the utilities have been given until July 21 to submit their 2009-2011 portfolio applications in order to address some of these shortcomings.

At June 9 meeting with the parties to discuss various issues, the CPUC staff, as well as Commissioner Grueneich and Administrative Law Judge Gamson were explicit about their expectation that the applications will mirror closely the objectives of the Strategic Plan. The staff provided examples of the type of improvements they expect to see, given the additional time. For example, there should be less reliance on upstream compact fluorescent light programs (the net-to-gross ratio for these programs has been decreased to 0.6), there should be greater emphasis on HVAC and other on-peak savings, there should be an expanded set of integrated, long-term activities that reflect both the recently re-submitted Strategic Plan and the funding rules issued last October, and there should be overall more emphasis on comprehensive approaches and delivery to untapped market segments. 

This may provide local governments with an opportunity to once again try to include more innovative partnership programs, for example, tying together sustainability initiatives with energy efficiency programs. Commissioner Grueneich urged parties to also participate in the CPUC’s ongoing rulemaking on low income energy efficiency programs; this may be an area of interest for local governments.

Additionally, Grueneich and Gamson emphasized that the utilities should propose bridge funding of anywhere from one to three months for current partnerships, as it is now likely that the portfolios will not be approved until December. Jody London, on behalf of the LGSEC, and many others were very vocal that any hiatus in program delivery is detrimental to program success, and that there is a long track record of contracts taking inordinately long to be approved. The Energy Division staff said that is why they recommend only a few months of bridge funding, to avoid any break in program delivery. The LGSEC also encouraged the Commission to put pressure on the utilities to negotiate extensions to existing contracts, rather than start from scratch, as occurred with the current program. Local governments in current partnerships should begin discussing the transition with utility representatives immediately.

Cost-Effectiveness Calculation
In late May, the CPUC issued a revised DEER database, which dictates the savings that can be attributed to individual energy efficiency measures. Also, for the 2009-2011 program cycle, the CPUC Energy Division proposes that all goals for utility programs be gross goals, instead of net, as is currently the situation. The Commission issued a Ruling requesting comment on this on June 2. Parties submitted comments on June 11. 

Also, for 2009-2011, the Energy Division proposes that the net-to-gross ratio NOT be applied. The Energy Division is hopeful that the combination of the revised DEER database for each measure, and this different method for measuring goals, will allow the utilities to rebalance their 2009-2011 portfolios. There is an opportunity to comment on this proposed change on June 11, 2008. Alternatively, the CPUC expects to circulate a Proposed Decision on the goals calculation methodology on July 1, and we could comment at that time, if you think the proposed change will help or hinder ongoing energy efficiency programs.
The CPUC also announced that it is going to examine further revisions to the shareholder incentive mechanism, having heard over and over that it is a problem in program execution. The CPUC will institute a process sometime this year that will lead to a decision in the fall of 2009. There likely will be workshops on this topic. This will be controversial and highly technical. The City and County of San Francisco submitted comments on June 11 that nicely tie together the concerns local governments may have around these various proposed revisions; contact Jody London if you would like to see those comments (or Cal Broomhead or Ann Kelly with San Francisco).

Energy Efficiency in the GHG Implementation Proceeding (R.06-04-009)
As noted above, the March 14, 2008 Opinion highlighted the continuing importance of energy efficiency in the CPUC and CEC’s consideration of AB 32. For both the electricity and natural gas sector, the CPUC recommended that all retail providers in California be required to provide energy efficiency programs, and that CARB adopt mandatory minimum levels of cost-effective energy efficiency for all publicly-owned utilities, investor-owned utilities, community choice aggregators and electric service providers. According to the CPUC, CARB should set energy efficiency requirements at the level of all cost-effective energy efficiency in the State through a combination of utility and non-utility programs coordinated at the State level, with consistent requirements across all types of retail providers. 

Energy Efficiency and the California Solar Initiative
In March 2008, the CPUC opened a new rulemaking docket for considering issues related to distributed generation and the California Solar Initiative (R.08-03-008). Among the issues the new rulemaking is examining is how to integrate energy efficiency retrofit requirements as a condition for receiving incentives under the California Solar Initiative (CSI). The CPUC is in the process of establishing requirements for multi-family low-income housing and existing residential and commercial buildings. In the predecessor docket, the CPUC established similar requirements for single-family low income CSI applicants (Decision 07-11-045).

Federal Energy Block Grants

The Federal Energy Act of 2007 provides energy efficiency and conservation block grants to states for the purposes of reducing fossil fuel emissions, improving energy efficiency, and reducing total energy use. Not less than 60% of the funds allocated to a state must be used to provide sub-grants to local governments that are not eligible to receive block grants under the Act. Those local governments not eligible for direct grants include counties with less than 200,000 population and cities with less than 35,000 population. The U.S. Department of Energy is developing implementation guidelines for this provision of the Energy Act. Additionally, legislation in Sacramento (AB 2176, Caballero) would require the Energy Commission to administer the program in California. A link to the Federal Energy bill, as enacted, is provided below:

http://frwebgate.access.gpo.gov/cgibin/getdoc.cgi?dbname=110_cong_bills&docid=f:h6enr.txt.pdf
DIRECT ACCESS

The CPUC adopted a decision that concluded that the CPUC does not have the legal authority to reinstitute direct access (DA) until the Department of Water Resources (DWR) is no longer responsible for the contracts into which it entered during the energy crisis (D.08-02-033). However, the decision also states that CPUC can continue to move forward to reinstitute DA, while simultaneously working with DWR and the utilities to assign the remaining DWR contracts to the IOUs, or otherwise eliminate DWR’s liability for the contracts. The CPUC is moving forward with that process in R.07-05-025. 

A workshop was held on June 2 to discuss DWR contract novation issues (novation means to replace an existing contract with a new contract). Post-workshop comments will be filed on June 9 and June 16, followed by another workshop on June 25-26, hearings and briefs in July, and a Proposed Decision on DWR contract novation issues by August. Additional workshops and briefing will begin in August on the logistics and arrangements for DWR to effect novation of its contracts or to renegotiate contracts without novation clauses, and to establish procedures for facilitating negotiations between DWR and “Qualified Electric Corporations” to execute applicable replacement contracts.

COMMUNITY CHOICE AGGREGATION

Utility Tariffs

On April 24, 2008, the CPUC issued a final decision (D.08-04-056) that addresses several issues between CCAs and the investor owned utilities. The decision directs the IOUs to remove any requirement in their tariffs that imposes joint and several liability on the members of a joint powers agency for the debts and obligations of that joint powers agency that is seeking to provide Community Choice Aggregation service. The tariffs shall not impede the intent of the Legislature with regard to the rights and authority of local governments.

Bond, Insurance, Self-Insurance

In the original CCA Rulemaking (R.03-10-003), the CPUC did not set an amount for a bond, or a methodology for calculating a bond that could be applied to CCAs. The approval process for the San Joaquin Valley Power Authority (SJVPA), the first CCA to file an implementation plan, highlighted the need for policy direction on bond requirements for CCAs. 
PG&E and SCE favored a bond calculation methodology that would result in a requirement for a bond in excess of $140 million. SJVPA favored a bond requirement equivalent to the security deposit requirement that currently applies to an energy service provider's registration with the CPUC, currently between $25,000 and $100,000, depending on how many customer accounts are served by the energy service provider. In December, the CPUC found that an interim bond of $100,000 was sufficient for SJVPA to post as part of its CCA registration packet. It also agreed to settle the bond issue for SVJPA and future CCAs in a subsequent decision.

The CPUC now is seeking to address CCA program implementation and the bond requirements through its existing CCA proceeding, R.03-10-003. A CCA’s bond requirement should cover the following types of risks: 1) penalties for failing to meet operational deadlines and 2) potential re-entry fees. The CPUC is seeking comments from parties to the following questions: 

1. 
To what extent should the CCA bond requirements be similar to the bond requirements for electric service providers? 

2. 
How should the re-entry fee be defined? What costs should be included in the re-entry fee?  

3. 
How should the re-entry fee be calculated? What risk factors should be considered in determining the CCA’s appropriate bond level? 

4. 
Should the CCA bond level be established as to different categories of CCAs or as to the range of load served by the CCA? 

5. 
How should penalties for failing to meet operational deadlines be established? Should this be a fixed amount or should it vary by class of CCA? If variable, what factors should be considered? 

6. 
What other mechanisms should be used in addition to or in place of the bond requirement to ensure that costs resulting from the failure of a CCA are not unfairly shifted onto bundled ratepayers? 

7. 
Is it necessary to adjust SJVPA’s interim bond? 

The CPUC anticipates it will resolve this portion of the proceeding through written comments and replies. However, if parties believe evidentiary hearings are necessary, parties shall address in their reply comments the need for hearings, and specifically state the disputed material issues of fact for which hearings would be necessary. Parties may also include in their opening comments any additional bond requirement issues that they believe should be considered. Parties shall file their comments by July 14, 2008; replies shall be filed by July 28, 2008.
Net Metering

On February 15, 2008, the CPUC issued a decision (D.08-02-002) in the distributed generation proceeding, Rulemaking R.06-03-004, regarding net metering for CCA customers. The PD directed the utilities to offer CCA customers the same service they offer their own customers (PG&E and SDG&E proposed giving CCA customers no credit for their power). The utilities have changed their tariffs to reflect this decision.

SJVPA Issues and Complaints

The San Joaquin Valley Power Authority (SJVPA) and PG&E came to a settlement that is currently before the CPUC on SJVPA’s complaint against PG&E for its marketing activities. This agreement could serve as a model for future CCA-IOU marketing activities. Highlights of the agreement:

· PG&E acknowledges that it is no longer neutral as to CCA formation, and will include marketing programs to retain customers.

· PG&E will pay up to $450,000 to cover legal costs for SJVPA in connection with this complaint.

· Both sides agreed that their marketing/lobbying activities will not be misleading, shall be capable of substantiation, and will use designated disclaimers.

· PG&E’s marketing costs shall be accounted for in accordance with the CPUC’s regulatory accounting requirements and PG&E’s Below The Line Accounting Procedures, and shall be subject to reasonable review but not approval by SJVPA.
· PG&E shall identify a functional group (the “PG&E Marketing Group”) that shall principally interact with customers in conducting PG&E’s CCA marketing in the communities participating in SJVPA’s CCA program. This group will be distinct from any other PG&E employees dealing with customers in the CCA territory.

· PG&E admits no wrongdoing.
The City and County of San Francisco (CCSF) asked other parties whether they would support asking the Commission to have the terms of the settlement agreement apply to all parties. SJVPA asked that the parties not make that request, as it would likely delay the CPUC’s adoption of the settlement. The settlement agreement is currently scheduled for approval (on the consent agenda) at the CPUC’s meeting on June 12. CCSF is continuing to explore options for imposing the settlement terms on the IOUs (after the CPUC approves the settlement), including the possibility of submitting a petition asking the CPUC to review the last CCA Decision.
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