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The Natural Resources Defense Council offers the following background materials for consideration:
 
1.     See information on upcoming LBL webinar and link to resource documents below.
 
2.     A summary of global and U.S. energy and electricity market trends from BNEF.
https://data.bloomberglp.com/bnef/sites/14/2017/04/2017-04-25-Michael-Liebreich-BNEFSummit-Keynote.pdf 
 
3.     More Than Smart: A Framework to Make the Distribution Grid More Open, Efficient and Resilient by the Resnick Institute
 
4.     Planning the Distributed Energy Future by Black & Veatch and SEPA.  
 
5.     California Public Utilities Commission’s (CPUC) Distribution Resource Plan (DRP) proceeding and CPUC’s Integrated Demand-Side Resource (IDER) 
 
6.     New York’s Reforming the Energy Vision (REV) proceeding.  Proceeding is currently exploring changes in how utilities earn a return on expenditures, creating a transition plan for moving from net metering to DER valuation (decision by the end of 2016), and establishing a process for determining a full value of DER.
 
7.     the Minnesota Public Utilities Commission staff released a report with next steps in their grid modernization proceeding.
 
8.     file:///C:/Users/agupta/Downloads/Press%20Release%20-%20NextGrid%20Resolution%20Final.pdf
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	WEBINAR ANNOUNCEMENT: 
Regulatory Incentives and Disincentives 
for Utility Investments in Grid Modernization



	Report No. 8 in the Future Electric Utility Regulation series



	Lawrence Berkeley National Laboratory (Berkeley Lab) presents a free webinar on May 31, 2017, to discuss a new report, Regulatory Incentives and Disincentives for Utility Investments in Grid Modernization.
 
Who:   Steve Kihm, Seventhwave
           Janice Beecher, Institute of Public Utilities, Michigan            State University
           Ronald Lehr
 
Time:  May 31, 2017, 10:30 a.m. to 11:45 a.m. Pacific (1:30 p.m. to 2:45 p.m. Eastern)
 
Register: https://cc.readytalk.com/r/925f8uqmy1c3&eom
 
The report will be available about a week before the webinar at FEUR.lbl.gov.
 
Electric power is America's most capital-intensive industry, with more than $100 billion invested each year in energy infrastructure. Investment needs are likely to grow as electric utilities make power systems more reliable and resilient, deploy advanced digital technologies, and facilitate new services to meet some consumers' expectations for greater choice and control.
 
But do current regulatory approaches provide the appropriate incentives for grid modernization investments? This report presents three perspectives: 
 
· Financial analyst Steve Kihm begins by explaining that any major investor-owned electric utility that wants to raise capital today can do so at a reasonable cost. The question is whether utility managers want to raise capital for grid modernization. Specifically, they look for investments that create the most value for their existing shareholders. In cases where grid modernization investments are not the best choice in terms of shareholder value, Kihm describes shareholder incentive mechanisms that regulators could consider to encourage such investments when they are in the public interest.
· From an institutional perspective, Dr. Janice Beecher finds that the traditional rate-base/rate of return regulatory model provides powerful incentives for utilities to pursue investments, cost control, efficiency and even innovation, and it is well suited to the policy objectives of grid modernization. Prudence of grid modernization investments (fair returns) depends on careful evaluation of the specific asset, and any special incentives (bonus returns) should be used only if they promote economic efficiency consistent with the core goals of economic regulation. According to Beecher, realizing the promises of grid modernization depends on effective implementation of the traditional regulatory model and ratemaking tools to serve the public interest.
· Conversely, former commissioner and clean energy consultant Ron Lehr says that rapid electric industry changes require a better alignment of utility investment incentives with changes challenging the electricity sector, emerging grid modernization options and benefits, and public policies. For example, investor-owned utilities typically have an incentive to make capital investments, but rarely to employ expense-based solutions, since utilities do not earn profits on expenses. Further, Lehr cites a variety of factors that stand in the way of creating well targeted and well aligned utility incentives, including litigated regulatory processes. These may be a poor choice for finding the right balance among competing interests, establishing rules of prospective application, justifying demonstrations of new technologies and approaches to meeting emerging consumer demands, and keeping pace with rapid change. 
The authors will continue the debate on a free, 75-minute webinar on May 31, 2017, 10:30 a.m. to 11:45 a.m. Pacific/1:30 p.m. to 2:45 p.m. Eastern.
 
The webinar will be recorded and archived at FEUR.lbl.gov along with all reports and supporting materials.
 
The report is the eighth in the Future Electric Utility Regulation series from Berkeley Lab. Additional reports are forthcoming. Subscribe to our mailing list at FEUR.lbl.gov and follow us on Twitter at @BerkeleyLabEMP.

	



	The U.S. Department of Energy's Office of Electricity Delivery and Energy Reliability - Electricity Policy Technical Assistance Program, and the Office of Energy Efficiency and Renewable Energy - Solar Energy Technologies Office, funded the report through DOE's Grid Modernization Initiative. Lisa Schwartz, in Berkeley Lab's Electricity Markets and Policy Group, is the project manager and technical editor.



	About the Authors
 
Steve Kihm is principal and chief economist at Seventhwave, a think tank in Madison, Wis., and senior fellow at Michigan State University's (MSU's) Institute of Public Utilities. He has worked in the field of utility regulation for 36 years, including 21 years at the Wisconsin Public Service Commission. He has appeared as an expert witness in utility proceedings across the country, published reports and journal articles, and is co-author with Janice Beecher of the book, Risk Principles for Public Utility Regulators (MSU Press). Kihm holds a bachelor's degree in economics and master's degrees in financial economics and quantitative methods from the University of Wisconsin. He is a Chartered Financial Analyst.
 
Dr. Janice Beecher has served as Director of the Institute of Public Utilities at MSU since 2002, bringing more than 30 years of applied research experience to the position. Her areas of interest include regulatory institutions, governance, and pricing and she specializes in the water sector. She is a frequent author, lecturer, and participant in professional forums and Editor of the journal Utilities Policy. She recently coauthored the book, Risk Principles for Public Utility Regulators. She is presently serving on the U.S. Environmental Protection Agency's Environmental Finance Advisory Board and recently completed service on Michigan's 21st Century Infrastructure Commission. She previously held positions at Ohio State and Indiana Universities and the Illinois Commerce Commission. Beecher has a Ph.D. in Political Science from Northwestern University and faculty appointments in MSU's College of Social Science, where she has taught graduate courses in public policy and regulation. 
 
Ronald L. Lehr practices law and consults with clients about energy regulation and business matters.  Current assignments include foundation-funded consulting work on a variety of topics related to increasing the amount of clean energy in electric systems, including work for Western Grid Group on system, operations, integration and transmission planning for the Western Interconnection; for America's Power Plan on new utility business models and regulatory reforms that support them; and for a consortium of foundations interested in application of new financial approaches to address stranded utility assets resulting from retiring fossil generation plants. He served for seven years (1984 to 1991) as Chairman and Commissioner of the Colorado Public Utilities Commission. He completed terms as an appointed member of panels charged to make recommendations to the Colorado General Assembly on electric industry restructuring, renewable energy resources and transmission needs, and as President and Commissioner of the Denver Board of Water Commissioners, the water utility for Denver and surrounding suburban areas.


 
		






	Previous reports in the Future Electric Utility Regulation series:



	Report No. 1: Electric Industry Structure and Regulatory Responses in a High Distributed Energy Resources Future (November 2015)
By Steve Corneli (previously with NRG) and Steve Kihm of Seventhwave
 
This report envisions potential structural and business model changes in a future where distributed energy resources are competitive with grid power in price and performance. It describes two competing views. In one, utilities play a major role in sourcing, financing and optimizing distributed energy resources. In the other, competitive firms increasingly perform these functions. In such a future, the utility focuses on providing and maintaining infrastructure to deliver basic energy and capacity services, while facilitating distributed energy resources to create value for the utility and grid, lower the utility's costs, and encourage customers to remain connected to the distribution system rather than defect from it.



	Report No. 2: Distribution Systems in a High Distributed Energy Resources Future: Planning, Market Design, Operation and Oversight (October 2015)
By Paul De Martini of the California Institute of Technology and Lorenzo Kristov of California Independent System Operator
 
The report offers a practical three-stage framework to guide the evolution of distribution systems with growth in distributed energy resources. The authors provide a structured sequence that regulators and policy makers can use to assess options and develop a preferred distribution system tailored to their jurisdiction, with clear lines of sight to overarching regulatory and public policy objectives. The authors then compare three distribution operational models for the future and discuss the pros and cons of an independent Distribution System Operator (DSO) versus the distribution utility serving as the DSO. The report concludes with considerations and recommendations for policy makers, regulators, utilities and other stakeholders.
 
Report No. 3: Performance-Based Regulation in a High DER Future (January 2016)
By Tim Woolf of Synapse Energy Economics and Mark Lowry of Pacific Economics Group Research
 
The report explores key elements and variations of comprehensive performance-based regulation (PBR) and its advantages and disadvantages from the perspectives of utilities and customers. The report explains the components of PBR, including multi-year rate plans and performance incentive mechanisms, and how they can be applied to a potential future with a high reliance on energy efficiency, demand response, distributed generation and storage.
 
Report No. 4:  Distribution System Pricing With Distributed Energy Resources (May 2016)
By Ryan Hledik of The Brattle Group and Jim Lazar of the Regulatory Assistance Project
 
Utilities will likely continue to provide backup power and other grid services to customers that adopt distributed energy resources (DERs). At the same time, utilities may buy from these customers services such as energy, capacity and balancing. In this kind of two-way future, how should these services be priced? This report explores four options for pricing distribution services in the future: (1) rates tailored for each type of service; (2) rates tailored to each type of customer; (3) a buy/sell arrangement where DER customers pay for their use of the distribution grid and get paid separately for services they provide; and (4) a competitive solicitation for buying grid services from DER customers. The authors evaluate these options from utility and consumer perspectives based on economic efficiency, equity and fairness, customer satisfaction, utility revenue impacts and customer price impacts.
 
Report No. 5:  Recovery of Utility Fixed Costs: Utility, Consumer, Environmental and Economist Perspectives (June 2016)
By Lisa Wood (Institute for Electric Innovation) and Ross Hemphill (RCHemphill Solutions), John Howat (National Consumer Law Center), Ralph Cavanagh (Natural Resources Defense Council) and Severin Borenstein (UC-Berkeley), with a literature review by Jeff Deason and Lisa Schwartz (Berkeley Lab)
 
Today, most residential customers pay a small monthly fixed charge plus a payment for each kilowatt-hour of electricity they consume. The less power they use, the less they pay. Utilities are proposing a variety of changes to retail rate designs to address the potential gap between revenues and so-called "fixed" costs to serve customers - costs that do not vary over the course of a year regardless of electricity usage. Proposals include significantly increasing the fixed charge, adding a demand charge based on the customer's highest energy usage in the billing period, formula rates that automatically adjust rates when utility earnings fall above or below a set level, and time-varying rates. Four essays and a literature review discuss these and other options for recovery of fixed utility costs. 
 
Report No. 6:  The Future of Electricity Resource Planning (September 2016)
By Dr. Fredrich Kahrl, Luke Lavin, Dr. Nancy E. Ryan and Arne Olson of E3, and Dr. Andrew D. Mills of Lawrence Berkeley National Laboratory 
 
Electric utilities have long used resource planning to identify investments to meet reliability and other requirements at a reasonable cost. As the electricity industry undergoes a period of transition, driven by new technologies and shifting customer preferences and public policies, utilities and regulators may need to revisit resource planning practices. While past planning primarily addressed load growth and resource adequacy needs, it will increasingly need to consider low-cost variable energy resources, risk management, regulations, and customer preferences and investments.This new report examines recent resource plans from 10 diverse utilities, mainly in non-restructured regions, assessing current practices and emerging issues in five areas: 1) central-scale generation, 2) distributed generation, 3) demand-side resources, 4) transmission and 5) uncertainty and risk management. 
 
Report No. 7:  The Future of Centrally-Organized Wholesale Electricity Markets (March 2017)
By Craig Glazer, PJM; Jay Morrison and Paul Breakman, National Rural Electric Cooperative Association; Allison Clements, Natural Resources Defense Council; and National Association of State Utility Consumer Advocates
 
Despite enormous complexity, diversity and challenges, bulk power markets in the United States are functioning reasonably well. However, some aspects of their design - particularly, the long-term functioning of wholesale markets administered by regional transmission operators and independent system operators - remain a work in progress and in some cases are subject to an ongoing debate. This report discusses four questions: 1) are centrally-organized market designs adequate to accommodate state public policy goals, or are design changes needed; 2) what are the market impacts of environmental regulations that further constrain the deployment of fossil fuel resources; 3) what are the market impacts of integrating increasingly higher levels of renewable resources with zero marginal cost; and 4) are today's market designs adequate to acquire the flexible resources needed to better integrate increasing levels of variable energy resources at least cost?
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