Exhibit No.:

Issue: Ameren Missouri’s 2G16-
2018 Energy Efficiency
Plan
Witness: Tim Woolf
Type of Exhibit: Surrebuttal Testimony
Sponsoring Party: Sierra Club
Case No.: EO0-2015-0055 Filed
Date Testimony Prepared: April 27, 2015 July 31, 2015

Data Center
Missouri Public
Service Commission
BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF MISSOURI

In the Matter of Union Electric Company d/b/a )
Ameren Missouri’s 2nd Filing to Implement )
Regulatory Changes in Furtherance of Energy )
Efficiency as Allowed by MEEIA )

File No. EOQ-2015-0055

Surrebuttal Testimony of
Tim Woolf

On Behalf of
Sierra Club

On the Topic of
Ameren Missouri’s 2016-2018 Energy Efficiency Plan

April 27, 2015

vieera. (ub ExhibitNoLR9!
- P(S_ Reporter 1T
o w0 88749 003"




Table of Contents

i INTRODUCTION ..o iceses et e sassesssenesssnes 1
2 SUMMARY OF TESTIMONY .oootiinintieninienssisnsrissnsnsssionesnssnsssssesens 2
3 STAFF’S TESTIMONY ON RATE IMPACTS ...t 3
4. EFFICIENCY BENEFITS ALL CUSTOMERS ......cciiniiimniniiisiniiinnnienn, 5

5. REQUIRING EFFICIENCY PROGRAMS TO PASS A RATE IMPACT SCREEN
IS INCONSISTENT WITH THE COST EFFECTIVENESS TESTS USED

UNDER MEEIA ..ottt ecsseasss s tesesssssenessssesssssssssssessssnens 3

6 A RATE IMPACT SCREEN WOULD HARM CONSUMERS........occovveveeiirnnnne 10

7. RATE IMPACTS AND EQUITY CONCERNS ..ot rr e s 12

8. ASSESSMENT OF RATE, BILL, AND PARTICIPATION IMPACTS............... 15

9. OPTIONS FOR MITIGATING EQUITY CONCERNS. .....covvrrvrverrrtenerernreerrnneons 19
List of Schedules

Schedule TW-4: Ron Binz et al., Practicing Risk-Aware Electricity Regulation:
2014 Update: A Ceres Report (Nov. 2014).

l REIE 1N
E }—u—iﬁt‘)é E.‘—,.‘Z—;;

171 p—

[EET ¥,




10

11

12

13

14

15

16

17

18

19

20

21

1. INTRODUCTION

Q.

A.

Please state your name, title and employer.

My name is Tim Woolf, [ am a Vice President at Synapse Energy Economics, located at

485 Massachusetts Avenue, Cambridge, MA 02139,
On whose behalf are you testifying? -

I am testifying on behalf of Sierra Club.

Have you previously testified in this docket?

Yes, I submitted rebuttal testimony on behalf of Sierra Club on March 20, 2015. My

resume is attached to my rebuttal testimony as Schedule TW-1.,
What is the purpose of your surrebuttal testimony?

I’d like to begin first by noting that most of the parties that filed rebuttal testimony
generally agree that Ameren’s proposed Plan includes savings levels that are too low,
does not represenf progress towards achiéving all cost-effective énergy efficiency
savings, and should not be approved as filed. Parties’ rebuttal testimony in this case
provides strong evidence that Ameren’s proposal vastly underestimates achievable
potential and is insufficient. That is why I recommend that the Commission approve
Ameren’s Plan only on the condition that Ameren modifies the Plan to achieve greater
efficiency savings during the 2016-2018 period, to reach the levels provided in the

MEEIA energy savings guidelines. (Woolf Rebuttal at p. 8, 11. 12-15).

Despite this consensus on Ameren’s low savings, [ do have concerns about one aspect of

the rebuttal testimony of Commission Staff witness John Rogers, which suggests that
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demand side programs must pass a rate impact screen. The purpose of my surrebuttal

testimony is to respond to Mr. Rogers’ rebuttal testimony on this topic.
y jY 24 y D

2. SUMMARY OF TESTIMONY

Q. Please summarize your surrebuttal testimony.

A. My surrebuttal testimony makes the following key points:
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Mr, Rogers’ testimony implies that efficiency programs must pass a rate impact
screen in order to be approved by the Commission. This is based on the premise that
the right way to assess benefits to customers who do not participate in energy

cfficiency programs is through a rate impact screen.

A rate impact screen does not account for some efficiency benefits that accrue to all

customers, such as risk benefits.

Requiring efficiency programs to pass a rate impact screen is inconsistent with the

cost effectiveness tests used under MEEIA.,

Requiring efficiency programs to pass a rate impact screen would harm customers,
because it would likely preclude significant reductions in electricity costs in order to

potentially prevent very small rate impacts,

Requiring efficiency programs to pass a rate impact screen is an overly simplistic
and unduly stringent standard that is inconsistent with the treatment of equity issues

raised by supply-side resources.
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3. STAFF’S TESTIMONY ON RATE IMPACTS

Q. How does Mr. Rogers address rate impacts in his rebuttal testimony?

A. Mr. Rogers addresses rate impacts in the context of interpreting MEEIA’s and its
implementing regulations’ requirements concerning cost recovery. Specifically, as Mr.
Rogers states in his testimony, MEEIA provides that a utility can recover demand-side
progra.a.n. cc;s;;c;n.[y if tilC pl;(;gt'anls are aéi;rovéé b)./.the Commission, result in savings,
and are “beneficial to all customers in the customer class in which the programs are
proposed, regardless of whether the programs are utilized by all customers.” (Rogers
Rebuttal at p. 18, 11, 17-19; p. 19, 1l. 2-4, quoting Mo. Ann. Stat. § 393.1075(4) and 4 Mo.
Code Regs. Ann. 240-20.093(2)(C)). Staff interprets this last clause to mean that energy
efficiency programs must benefit each customer in each class, inciuding those who do not

directly participate in any program. (Rogers Rebuttal at p. 19, 11, 10-13),

Mr. Rogers then concludes that demand-side programs are beneficial to customers who
do not participate directly in any program “only [] if the impact of the Plan causes rates —
at some point in time — to be lower than the rates that would have occurred if there were
no DSM programs and no DSIM.” (/d. at Il. 14-16). Mr. Rogers presents an annual rate
impact analysis, comparing the program costs, performance mechanism and lost revenues
to Ameren’s avoided costs, and concludes that Ameren’s programs provide no benefits to

non-participants, and therefore cannot be approved.
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What is your understanding of how Mr. Rogers’ conclusion relates to sereening

efficiency programs?

Mr. Rogers’ testimony on this issue implies that efficiency programs must pass a rate

impact screen,
Do you believe that proposed programs should have to pass a rate impact screen?

I do not. First, I do not believe that a rate impact screen is the right way to measure the
benefits of demand side programs to non-participating customers. Such a view disregards
the system-wide benefits that efficiency programs provide to all customers. Second,
screening efficiency programs based on a rate impact analysis is inconsistent with
MEEIA and the cost-effectiveness screens it provides. Finally, requiring a rate impact
measure screen would harm consumers by taking millions of dollars of benefits off of the
table.

This is not to say that the Commission should ignore the impact of energy efficiency on
rates. Concerns about rate impacts should be balanced against the benefits of reducing
electricity costs. Further, concerns about rate impacts on non-participants should be
addressed through program design and implementation practices that will increase
efficiency program participation, not through denying customers efficiency programs. I

address each of these points below.
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4. EFFICIENCY BENEFITS ALL CUSTOMERS

Q.

Do you believe that the right way to assess benefits to customers who do not

participate in energy efficiency programs is through a rate impact screen?

No. While it is generally true that customers participating in energy efficiency programs
experience more benefits from efficiency programs than do non-participants (because
participants will experience bill reductions), this does not mean that non-participants
experience no benefits at all. However, non-participant benefits are not necessarity

captured by a limited rate impact screen.,
How do non-participants benefit from DSM programs?

Some of the benefits of energy efficiency programs accrue to the entire electricity system
and are generally shared by both program participants and non-participants. One such
benefit is reduced risk. Energy efficiency is widely recognized as a relatively low-risk
resource to implement.' In addition, efficiency can help reduce the risk related to other

resources. For example:

» Energy efficiency reduces the rate of growth in energy and peak demand, which
provides utilities with relatively more time to meet new energy and capacity needs as
they arise. Increased time provides utilities with more flexibility and more options—
sometimes referred to as increased optionality—for meeting new energy and peak

demands.

1

Ron Binz et al,, Practicing Risk-Aware Electricity Regulation: 2014 Update: A Ceres Report, at pp. 3-4, 14, 17.
(Nov. 2014). Attached as Schedule TW-4,
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« Energy efficiency can defer or avoid the need for new power plants, which
themselves have risks associated with siting, construction costs, and construction

schedules.

« Energy efficiency reduces the consumption of fossil fuels, thereby mitigating the

risks associated with volatile fossil fuel prices.

» Energy efficiency can defer or avoid the need for new transmission lines, which have

risks associated with siting, construction costs, and construction schedules.

» Energy efficiency can mitigate risks associated with complying with future federal

greenhouse gas requirements, such as the EPA’s proposed Clean Power Plan (CPP).

» Energy efficiency can defer or avoid the need for costly power plant retrofits to

comply with other environmental regulations.

[t is important to note that these risk mitigation benefits are not typically captured in
utility energy efficiency cost-effectiveness analyses, nor are they typically captured in

rate impact analyses.
Q. Are there other ways that energy efficiency can provide benefits to all customers?

A. Yes. Whenever a utility makes a large capital investment, such as in a new power plant or
a major plant retrofit, rates increase for all customers. In some cases, the rates can
increase by such large percentages that it is referred to as “rate shock.” Energy efficiency
can help mitigate these rate impacts whenever it defers, avoids, or reduces the size of a
new power plant, This benefit is not captured in the total resource cost test (TRC), the

utility cost test (UCT), or a simple rate impact screen.
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According to Ameren’s 2014 IRP, the Company may not need to construct a new
power plant for many years. If this is the case, do energy efficiency programs

provide any customer benefits?

Yes. First, I should point out that T have not reviewed the analysis of supply-side
resources in the Company’s 2014 IRP in much detail, because my review focused on the
demand-side resources. There may be opportunities to defer or avoid more supply-side

investments than what is indicated in the 2014 IRP,

Nonetheless, if it is the case that Ameren does not need new generating capacity for many
years, energy efficiency can still provide an important benefit for all customers by
helping to defer, avoid, or reduce the size of a new power plant when it is needed. To
fully appreciate this point, it is critical to recognize that energy efficiency resources take
many years to develop, especially to develop the amount of capacity savings to defer or
avoid a new power plant. In order for energy efficiency to have a significant impact on
the need for a new power plant several years from now, it is necessary to implement a_l]

cost-effective energy efficiency programs until then.

Conversely, if the Company does not implement all cost-effective energy efficiency
every year between now and then, then it becomes much more difficult for efficiency
programs to have a meaningful impact on the need for a new power plant it and when the
need does arise. If the Company implements only a small amount of energy efficiency
over the next few years, as it proposes in the 2016-2018 Plan, there may not be sufficient
time to develop of the level of efficiency savings needed to potentially defer or eliminate

the need for that plant.
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Energy efficiency resources cannot simply be turned on and off like a faucet of water,
based on short-term expectations. Efficiency programs are most effective when they are
provided with consistent funding and resources over many years in order to provide
stability regarding (a) the utility management and staff dedicated to efficiency planning
and implementation; (b) the infrastructure of contractors and trade allies in the state and
region needed to implement programs; and (c) the customer engagement needed to adopt

efficiency measures in their homes and businesses.

What is the impact of the efficiency benefits you discuss on Mr. Rogers’ suggestion

that the sole measure of non-participant benefits is a rate impact screen?

Respectfully, I believe that these benefits undermine the premise of this position. While |
appreciate the value in examining rate impacts along with bill impacts and participation
rates, as I discuss below, 1 believe that requiring programs to pass a rate impact screen is
an overly simplistic approach that does not recognize some important benefits that

efficiency programs provide to all customers.

5. REQUIRING EFFICIENCY PROGRAMS TO PASS A RATE IMPACT SCREENIS -
INCONSISTENT WITH THE COST EFF ECTIVENESS TESTS USED UNDER

MEEIA

You mentioned earlier that you believe that requiring programs to pass a rate

impact screen is inconsistent with MEEIA. Please explain.

A rate impact screen ignores the fact that MEEIA aims to encourage utilities to

implement demand side programs with a “goal of achieving all cost-effective demand-
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side savings” and the meaning of cost-effective. (Mo. Ann. Stat. § 393.1075(4); 4 CSR

240-20.094(2), 3XAXL)).

How do MEEIA and its implementing regulations address cost-effectiveness in

energy efficiency programs?

The MEEIA statute and regulations provide that the TRC is “a preferred cost-
effectiveness test.” (Mo. Ann, Stat. § 393.1075.4; see aiso 4 CSR 240-20.094(3)(A) and 4
CSR 240-20.094(3)(C)). As described in my rebuttal testimony, the MEEIA statute and
regulation also allow that the Utility Cost test be used when considering efficiency

program cost-effectiveness. (Woolf Rebuttal Testimony at 46-52).

How does requiring programs to pass a rate impact screen relate to the use of the

TRC and the UCT tests for assessing cost effectiveness?

I believe that eliminating efficiency programs based on a rate impact screen would be
inconsistent with the use of the TRC and UCT cost-effectiveness tests. Energy efficiency
programs cai résu[t int increased rates%ven those programs .that are found to be coét—
effective under the TRC or the UCT. A rate impact screen is much more difficult for
efficiency programs to pass than the TRC or UCT. In effect, a rate impact screen is so
stringent that it would render the other tests essentially meaningless for the purpose of

screening programs.
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Are there other important implications of requiring programs to pass a rate impact

screen?

Yes. A rate impact screen implies a fundamentally different goal than the TRC or the
UCT. A rate impact screen implies a goal of minimizing rates, while the other two tests
imply a goal of minimizing costs. For some efficiency programs, these two goals can be

in conflict.

What is the best way to address any tension between rates and costs?

In general, the public interest is best served by striking the appropriate balance between
the two goals of maintaining low costs and low rates. If either goal is given too much of a

priority, then the other goal can be jeopardized, and customers can be worse off.

Applying a rate impact screen to energy efficiency programs would not result in a good
balance between these two goals. It would provide too much emphasis on minimizing
electricity rates, would forgo millions of doliars in electricity cost savings, would lead to
higher average customer bills, and would therefore not best serve customers’ interest or

the public interest in general. [ elaborate on these points in the following sections.

6. A RATE IMPACT SCREEN WOULD HARM CONSUMERS

Q.

How would a requiring efficiency programs to pass a rate impact screen impact

customers?

A strict application of such a screening standard could easily result in the rejection of
significant reductions in utility system costs to avoid what may be very small impacts on

customers’ rates. In this case, the Company has estimated that its energy efficiency
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programs could reduce electricity costs and average bills by as much as $135 million in
present value terms (Ameren’s 2016-2018 Energy Efficiency Plan, Table 2.6 at p. 20). If
the Company were to achieve the MEEIA energy savings guidelines, then the electricity

cost and bill savings would be even greater.

Yet the rate impacts from these savin.gs are likely to be very small. As Mr. Rogers finds
in his 1'ebut.tal téstimony, the Iong-tei’m ave.rage i’ate impécts of the Realistically.
Achievable Potential and the Maximum Achievable Potential portfolios in the 2014 IRP
are likely to be 0.03 percent and 0.36 percent, respectively. (Rogers Rebuttal at 29). To
forgo the opportunity to reduce electricity costs by $135 million in order to avoid this

magnitude of rate impacts is not, in my view, in customers’ best interest.

Are there other examples of how a rate impact screen could result in outcomes that

are not in customers’ best interest?

Yes. As described in my rebuttal testimony, energy efficiency resources are widely
regarded as one of the lowest-cost options for complying with the EPA’s proposed CPP
for reducing greenhouse gases. (Woolf Rebuttal Testimony at p. 38). If a rate impact
screen is applied to energy efficiency programs, then utilities will be very limited in how
much of this low-cost option can be used for complying with the CPP. Consequently,
utilities will have to turn to higher-cost options to reduce CO, emissions, such as
redispatch of natural gas, improved operating efficiencies at coal plants, or renewable
resources. The Company has even suggested that it might construct hew nuclear units to

help meet the requirements of the proposed CPP .2 It would clearly not be in customers’

Ameren’s 2014 IRP, Chapter 1 at 15,
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interest to prevent the use of the lowest-cost carbon abatement option in order to achieve
a theoretical, ideal standard of no rate increases, when this practice would require relying
upon more expensive options whose higher costs would have to be collected from all

customers.

7. RATE IMPACTS AND EQUITY CONCERNS

Q.

A,

Are you suggesting that the impact of efficiency on rates should be disregarded?

Not at all. As explained below, rate impacts raise equity considerations that shouid be

addressed.

Please explain the impacts that energy efficiency programs can have on electricity

rates and bills?

Cost-effective energy efficiency programs will reduce electricity costs and therefore
reduce average electric bills. In some cases, cost-effective efficiency programs will also
result in increased rates. Therefore, customers who participate in efficiency programs will
experience hight;:r rates but lower electl‘-icity bills, while customers who do not pal‘ticii)ate
in efficiency programs will experience higher rates. Consequently, concerns about rate
impacts are essentially concerns about customer equity: equity between efficiency

program participants and non-participants.
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How should the Commission address customer equity issues raised by energy

efficiency programs?

First, it is important to put the customer equity issues in context. Then, it is important to
develop some meaningful information to help analyze the equity issues. I discuss

methods of developing meaningful information in Section 8.
Please describe what you mean by putting the equity issues in context.

In the regulated electricity industry it is very difficult to eliminate all customer inequities.
While it is important to minimize and mitigate customer inequity wherever possible, it is
also important to recognize that customer inequity occurs in many ways with regard to

both supply-side and demand-side resources. For example:

When a utility installs a new power plant to meet increasing electricity demands
due to new customers or an increase in the use-per-customer, all customers pay for
the new power plant. However, existing customers whose electricity demands have

not increased in recent years do not benefit from that new power plant.

When a utility installs a new transmission line for economic or reliability reasons,
all customers typically pay for the new transmission line. However, many
customers may not experience the reliability or economic benefits of the new line

because they are not located in the affected areas.

When a utility installs new distribution systems to serve a newly developed
residential neighborhood or a new industrial park, all customers typically pay for
the new distribution systems. However, many customers do not experience the

benefits of the new systems because they are not located in the affected areas.

The cost of electricity is much greater during times of peak demand, but most

customer rates do not reflect this difference in cost. Consequently, there is
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typically some inequity between customers who use a lot of power during times of

peak demand and those who do not.

« Residential customers have an energy charge and a customer charge.
Consequently, there is typically some inequity between low-use and high-use

customers.
Why is it so important to recognize that supply-side resources result in customer

inequities?

It is important to recognize these inequities in order to put equity concerns associated
with energy efficiency in perspective. With supply-side resources in general, it is very
difficult to achieve a standard of ensuring absolutely no inequity among customers, It is
not possible to build power plants, transmission lines, or distribution systems without
some customers benefitting more than others. In this context, regulators and utilities have
an obligation to balance the goal of minimizing customer inequities with the other goals

of providing safe, reliable, efficient, low-cost electricity services.

The same concept should apply for demand-side resources. In order to significantly
reduce electricity system costs through energy efficiency programs, it is not possible or
reasonable to achieve a standard of ensuring that there will be absolutely no inequity
among customers. A rate impact test for screening efficiency programs would require
energy efficiency to meet this overly burdensome and inappropriate standard. Instead,
regulators and utilities have the same obligation that they have for supply-side resources:
to balance the goal of minimizing customer inequities with the other goals of providing

safe, reliable, efficient, low-cost electricity services.
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Note that MEEIA states that it shall be the policy of the state to value demand-side
investments equal to traditional investments in supply and delivery infrastructure” (Mo.
Ann, Stat. § 393.1075(3)). This concept should be applied to the consideration of
customer equity issues, as well as the consideration of other cost-effectiv.eness and

planning issues.

8. ASSESSMENT OF RATE, BILL, AND PARTICIPATION IMPACTS

Q.

How should regulators and utilities strike the right balance between reduced costs

and increased rates?

In order to strike the right balance, it is important to first develop the information needed

to fully understand both the reduced costs and the customer equity impacts.

What information is needed to demonstrate the extent to which energy efficiency

can reduce electricity costs and bills?

The cost-effectiveness results based on the UCT provide the best indication of the extent
to which energy efficiency can reduce electricity costs and bills. As described in my
rebuttal testimony, the UCT includes only those costs and benefits that affect a utility’s
revenue requirements. (Woolf Rebuttal Testimony at p. 49, H. 15-16). Consequently, the
UCT provides the best indication of the extent to which efficiency programs can reduce
costs and customer bills on average. (/d. at p. 49, 1. 117-19). For the Company’s
proposed 2016-2018 Plan, the results of the UCT indicate that the portfolio of programs
is expected to reduce electricity system costs, revenue requirements, and average

customer bills by $135 million in net present value terms. Furthermore, every ratepayer
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doilar spent on energy efficiency will result in 2.1 dollars in savings for ratepayers.

(2016-2018 Plan, Table 2.5 at p. 20).

What information is needed to understand the equity implications of energy

efficiency programs?

In order to fully understand the equity implications of energy efficiency programs, it is
necessary to consider three types of impacts: rate impacts, bill impacts, and DSM
program patticipation rates. Rate impacts, properly estimated, indicate the extent to
which rates might increase due to energy efficiency. Bill impacts indicate the extent to
which average customer bills might be reduced due to energy efficiency. Participation
rates indicate the extent to which custoiners will experience bill reductions or bill
increases. Taken together, these three measures indicate the extent to which customers as

a whole will be affected by energy efficiency.
How should rate impacts be estimated?

Rate impact estimates should account for all factors that impact rates, either positively or
negatively. This would include all avoided costs that might exert downward pressure on
rates (e.g., generation, transmission, and distribution), including the avoided costs of
complying with environmental regulations. Rate impacts should be estimated over the
long term, to capture the full period of time over which the efficiency savings will occur.
Rate impacts should also be put into terms that place them in a meaningful context; for

example, in terms of cents per kilowatt-hour or percent of total rates.
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How should bill impacts be estimated?

The bill impacts should build upon the estimates of rate impacts described above. The
rate impacts apply to every customer within the rate class analyzed. Bill impacts, on the
other hand, will vary among customers depending upon whether they participate in the
DSM programs, and depending upon which DSM program they participate in. Therefore,
bifl impacts should be: estimated separately for éach of the types of.DSIIVI programs. As
with rate impacts, they should be estimated over the long term, and they should be put
into terms that place them in a meaningful context; for example, in terms of dollars per

month or percent of total bills.
How should program participation rates be estimated?

Program participation rates should be estimated by dividing the program participants by
the total population of eligible customers to get a rate in percentage teﬁns. This should be
done for each year, and for each program. Participation rates should be compiled across
several years to indicate the extent to which customers are participating in the programs
over time. To the extent possible, participation in multiple programs and across multiple
years should be captured. The long-term program participation rates can be compared
with the long-term bill impacts and the long-term rate impacts to get a sense of the extent

to which customers are benefiting from the DSM programs.
How should all this information be used?

This information should be used by regulators and utilities to strike an appropriate
balance between reduced costs and increased rates. This information should be used to

answer several key questions:
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« How much will the efficiency programs reduce electricity system costs and average

customer bills?

« How much will the efficiency programs increase customer rates, on average over the

long term?

« What portion of customers is expected to participate in efficiency programs over the

long term, and thereby experience a net reduction in bills?

« What additional benefits, beyond rate and bill impacts, are the efficiency programs

expected to provide? (This issue is addressed in Section 7.)

Answers to these questions will help regulators and utilities to understand the full impact
of efficiency programs, and to balance the tradeoffs between reduced costs and customer

equity concerns,
Q. Would a rate impact screening test allow for this type of analysis?

A. No. A rate impact screen for efficiency programs is an overly simplistic way of looking at
just one aspect of a multi-faceted equity issue. It creates a standard that ignores the cost
and bill reductions from energy efficiency, and thus does not allow for a balancing of rate

impacts and cost impacts.

Furthermore, a simplistic rate impact test ignores and precludes the use of other options

available for mitigating equity concerns created by energy efficiency.
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1 9. OPTIONS FOR MITIGATING EQUITY CONCERNS

2 Q. What options are available to address equity concerns raised by energy efficiency?

3 A Instead of simply eliminating efficiency programs by using a rate impact screening test,
4 utilities can design their programs to mitigate equity concerns. There are many such
5 program design options, including:
6 Programs can promote a wide variety of types of efficiency measures that offer cost-
7 effective savings, in order to increase the likelihood of customers being able to
8 participate.
9 Programs can provide all customer types with an opportunity to participate,
10 including hard-to-reach customers such as low-income customers and small
11 businesses.
12 Programs can use delivery mechanisms, such as upstream buydown programs, that
13 reduce the cost and increase the participation of efficiency programs.
14 Programs can focus on market transformation activities, which should eventually
15 benefit a wider range of customers, including program non-participants,
16 Programs can utilize third-party financing options to offset the need for ratepayer
17 funding.
18 Programs can utilize on-bill financing options to increase the contribution to costs
19 made by participating customers.
20 Program marketing techniques can be used to actively identify, target, and pursue
21 customers that have not participated in efficiency programs to date.
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+ Program budgets can be increased in order to allow for greater participation across

customers.

Programs that incorporate these design concepts can help to mitigate equity concerns by
reducing the amount of funding required from ratepayers, and increasing the number of

customers who participate in efficiency programs and experience bill reductions.

Would a rate impact screening test allow for some of these options to be used to

mitigate equity concerns?

Not necessarily. A rate impact screen is too blunt and simplistic to allow for some of
these options. In fact, such a test might preclude some of these options from being used to
address equity concerns. For example, an efficiency program designed to serve small

business customers might not pass a rate impact screening test because it is sometimes

more costly to reach these customers. In this case, an entire class of customers would

have limited options to benefit from utility-run efficiency programs. Such an outcome
would work against the goal of customer equity, and would not allow for mitigating

equity concerns through some of the program design options described above.
Does this conclude your surrebuttal testimony?

Yes, it does.
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contained therein are true and correct to the best of my information, knowledge and belief.
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In Aprit 2012, Ceres published Practicing Risk-Aware Electricity
Regulation: What Every State Regulator Needs fo Know.! That
paper examines wide-ranging challenges facing the U.S. electric
utility industry--such as aging power plant fleets, evolving
energy technologies and environmental regulatory prossures. It
also includes recommended steps that utility regulators can take
to minimize risks and costs for utilities, customers, shareholders
and society as future investments are being considered. Two
years later, this 2014 Update locks at key trends that centinue
to reshape the U.S. electricity industry, analyzes changing costs
and risk prefiles of energy resources (especially renewable
energy), and offers further insights and recemmendations

for smart, “risk-aware” decision-making by utility regulators,

This report, authored by utility industry and finance experts,
concludes that almost without exception the riskiest
investments for utilities—the ones that could cause the most
financial harm for utilities, ratepayers and investors—are
large base load fossil fuel and nuclear plants. In contrast,
energy efficiency, distributed energy and renewable energy
{whose costs, in some cases, have come down dramatically
since 2012) are seen as more atiractive investments that
have fower risks and costs. Among the paper's findings:

I. KEY DEVELOPMENTS IN THE U.S.
ELECTRICITY SECTOR SINCE 2012

1. The EPA has begun regulating carbon diexide emissions
from electricity generation as a pollutant, Assuming the
EPA's regulations for new and existing power plants survive
judicial review, wilities will place a much higher emphasis
on low-carbon or no-carbon resources.

2. Hurricane Sandy and an armed attack on the power grid
near San Jose, CA highlighted the need for greater grid
resilience and security. These events in 2012 and 2013
make clear that the landscape for “risk-aware” regulators
extends far beyond considering risks in energy supply
portfolios to include safeguarding the entire electric grid.

3. Renewable energy technology costs have fallen sharply,
closing the cost gap between renewable resources and
traditional fossil fuel resources. Solar photoveltaic (PY)
energy costs, in particular, have declined precipitously
in recent years { ).7 Wind and solar costs are

expected to continue to fall through at least 2020, a
characteristic not shared by other generation technologies.
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4. Petential “disruptive challenges” to utilities are now more
evident than ever. Cheaper renewable energy opticns and
projections for anemic electricity demand growth are just
two of the trends that are intensifying pressure on electric
utilities and catalyzing an industry-wide conversation about
the changing role of utilities in the 21st century, Put simply,
utility business models are shifting from a simple “cost
of service” approach to one thal expands utility service
offerings and capabilities in light of carbon reduction, grid
resilience and customer engagement imperatives, This
transformation is already happening fo a degree and ina
timeframe that seemed unthinkable just a few years ago.

o

. Cheap natural gas and increasing renewables penetration
are changing the topology of the electricity grid,
accentuating the need for more flexible energy resources.
In some areas, high penetration of solar and wind resources
may soon replace the afterncan demand peak with an
afternoon demand frough, challenging systern grid operators
to adopt new grid management technigues, increase
demand response and boost energy storage.? Kauai,
Hawaii expects to wrestle with this phencmenon as early
as 2015, five years sooner than California (- - 1

6, The pace of innovation in utility regulation is accelerating.
Massachusetts, New York and Hawaii, most notably, have
instituted proceedings to pursue the market and regulatory
structures needed to build a cleaner, smarter, more
decentralized 21st century electric grid.
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1 Ron Binz, Richard Sedann, Denise Furey and Dan Mullen, Prachcng Risk-Aivere Hecteicity Regelztion: Vhat Lvery Siate Regulator Naods to Keaw (Boston, MA: Ceres, 2012),

Ritp H eeaw.ceres.ergfresourcesfreports/praclicing-rish-avwsre-electnd y-regutationivien.

2 Bemstein Research, "Bernstein Enargy & Power Blast: Equal & Oppasite... If Sofar Wins, Wito Leses?,” April 4, 2014,

3 For =olutisns to challerges assoclated with the “duck cunva,” see hm Lazar, Teaching the Duck to Fly {Nontpel’er, VT: The Regu'atary Assislance Project, 2014),

httpdiwwrw.raport ne orgfdocumentdosntoadid/6977.
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[. UPDATED COST AND RISK RANKINGS
OF NEW GENERATION RESOURCES

Select Years' Low Sunday Bemand . . :
" __ e This report computes levelized energy costs (LCOE) for various

generation resources using analysis frem four authoritative

7 sources: Bloomberg New Energy Finance, Citi, Lazard and the

60 U.5. Energy Information Administration (EIA).* The report ranks
= : - _ the resources by LCOE, with and without subsidies, as we did in
R e, EREER the 2012 report, Wlility-scale solar photovoltaic power shows the
24 R o biggest decline in relative cost among all resources, while the
?-;n Sty /\' SRS estimated LCOE for fossil-powered plants with carbon capture
230 S e : i i e - and storage (both coal and gas) moved those resources

2 R \-'-\ N // AN higher in the cost ranking,

10 ; S S AT We also revisiled the risk profiles for each resource, making

: IR only a few adjustments. i v+ 2.« shows our 2014 Update
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analysis of the relative cost and relative risk of wtifity generation
resources. As in 2012, fossil fuel resources are grouped on the
right side of the chart (higher risk), and renewables on the feft
(fower risk). Utility scale PV joined wind generaticn and energy
efficiency as the energy resources with the fowesl risk and
lowest cost,
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[1l. CONGLUSIONS & RECOMMENDATIONS

This 2014 Update reaffirms the conclusions and
recomimendations from our 2012 report, which emphasized
the need for intelligent risk management practices by utility
regulatars in overseeing utility investment. In light of recent
developments, particutarly advances in renewable energy
and increasing pressures on utility business medels and
regulatary paradigms, this 2014 Update offers the following
observaticns and insights for regulators as they consider the
refative merits of propesed utifity investments:

7% There is a clear and durable imperative for clean energy
in the U.S., driven by advancing technology, federat air
quality rules and the lower cost and risk profile of renewable
and demand-side energy resources.

i Costs for some renewable energy technologies, particularly
solar PV and wind, are likely to continue to fall at least
until 2020. This wili narrow—and perhaps erase—any
cost gap between renewable and traditional fossil fuel
and nuclear resources. It will also increase pressure to
modernize many aspects of the power sector and will
lower the costs of achieving carbon pollution reductions.

4 Distributed energy resources (DER)—including distributed
generation, demand response and energy storage—will
play an increasingly important role in the 21st century
electricity system. While DER’s precise share of energy
supply will emerge over time, threa points are clear
today: i} DER penetration levels will continue to increase,
accelerated by falling renewable costs and EPA rules to
reduce carbon emissions; i) DER reshapes the topelogy and
requirements of the grid; and iii) effective DER integration
requires focused, “risk-aware” electricity regulation.

=7 New analytical methods and modeling tools are needed
to plan investment in a modern, 21st century electricity
system with significant DER. As states grapple with
increasing amounts of DER, a sophisticated approach
to Integrated Distribution Planning must emerge. Such
planning must model a much more complicated system;
anticipate and absorb new technofogies; and solve for
a range of high-priority outcomes (e.g., carbon reduction,
grid resilience, forward-compatibility, customer
empowermeni and affordability).

Efectricity regulation must continue to evolve. Some states
have begun to explere regulatory models that move beyond
simple “cost of service” and align utility compensation with
broader customér interests and societal goals. This frend
will continue in the state “laboratories” as a set of new
regulatory models will evolve,

Collaboration and transparency are essential. Near-term
priorities in this area include: i) ceordination belween state
utility and air quality regulatars to arrive at a least cost/least
risk compliance strategy for EPA rules; i} enhanced
transparency and governance at Independent System
Operators {1S0Os) and Regional Transmission Operators
(RTOs}; iii} robust, transparent and inclusive processes
for both Integrated Resource Planning and Integrated
Distribution Planning.

EXCCUTIVE SuLiamy
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In April 2012, Ceres published a report called Practicing
Risk-Aware Electricity Regulation: What Every Slate
Regulator Needs fo Know. That report discussed wide-ranging
challenges in the electric utility industry—such as aging power
plant fleets, evolving technologies and regulations for climate
change—and the changing nature of risks that these
challenges present for utilities, customers and shareholders.
We analyzed the costs and risks involved in meeting America’s
power needs through a variely of strategies, from constructing
large centralized power plants to reducing demand through
energy efficiency and deploying distributed generation and
renewable energy sources.

We illustrated our points by analyzing these various supply
options, comparing them not only on the basis of levelized
cost, but also based on our estimate of the risk associated with
each resource, Our report was aimed primarily at state utility
regulators, who will oversee some $2 trillion of utility capital
investments in the next 20 years to replace aging power
plants, implemnent new technologies and meet new regulatory
requirements, including carbon-reducing regulations.

HHTROBUSTION

S B e A R e e

Two and a half years after our criginal analysis, we think it is
imporiant to review the cost and risk landscape in light of
significant changes in the relative costs of certain resources,
mouniing concerns about global climate change and the
slow but steady evolution of utility regulation. For that reason,
we are updating and supplementing our 2012 report with
new data and additional recommendations for regulators.

This update is presented in three sections:

1. Key Developments in the U.S, Electricity Sector
Since 2012

2. Updated Cost and Risk Rankings of New Generation
Resources

3. Conclusions & Recommendations

=
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We begin by identifying six major developments in the U.S.
electric power sector since 2012,

The EPA has begun to implement the judicial ;
mandate of Massachuselts vs. EPA, a tlecision 5
that requires the ageticy to regulate carhon 5
dioxide emissions from electricity generation

as a pollutant,

|
:
i
|

In Aprit 2007, the U.S. Supreme Courl ruled that the U.S.,
Environmental Protection Agency (EPA} must bagin to regutate
the emissions of greenhouse gases. In September 2013, the
EPA proposed a new source performance standard (NSPS)
for emissions of carbon dioxide for new affected fossil fuel-fired
electric generating units under section 111(h) of the Clean Air
Act. In rough terms, EPA's 111{b) rule requires that the carbon
dioxide emissions of new fossil-fueled units do not exceed
1100 Ibs./MMBTU, about the same emissions level as
efficient gas-fueled combined cycle generators.

In June 2013, the President ordered the EPA lo begin preparing
a rule to regulate greenhouse gas emissions from existing
generation resources. In June 2014, the EPA announced
proposed new rules for existing fossil power plants under
section 111{d) of the Clean Air Act. The proposed rule, called
the Clean Power Pian, is complex, but comes down 1o a simple
mandate: each state is responsible for reducing the intensity of
carbon dioxide emissions from power plants by a formula-driven
percentage that varies from state to state. Overall, the Clean
Power Plan aims to reduce carbon poliution from the U.S.
power sector 30 percent below 2005 levels by 2030.

155
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H's Not Just the EPA: Why and How States are
Reducing Carbon Emissions in the Power Sector

The United States Congress has been unabfe to produce
political agreement for federal action on climate change.
This occurs despite multiple polls showing that Americans,
including likely voters, strongly support federal action,
event while acknowledging that action on climate change
might raise energy costs. Polling by the Wall Street
Journal in mid-2014 demonstrated majority support

for the EPA’s Clean Power Plan.®

Several states moved to reduce carbon in generation
portfolios prior to the EPA’'s proposed carbon rules.
Historically, state action has usually taken the form of
mandates ar incentives for renewable energy sources and
for energy efficiency. But cheap natural gas has allowed
several states with vertically integrated markets to proceed
formally to reduce carbon emissions by reducing the
fracticn of coal generation in the portfolios of regidated
companies. Significantly, in Nevada and Colorado, state
{egistation was passed to accelerate the retirement of coal
plants before their previous planned closing dates.®

In states with wholesale competition, other forces are
driving the change to cleaner energy mixes. The low price
of natural gas and the falling cost of wind generation have
lowered the market price of electricity in PJM, ERCOT and
MISO, placing substantial pressure on ceal and nuclear
generation. Going forward, we can expect utility-scale solar
production to add further downward pressure to wholesale
electricity prices, Thus, the EPA's proposed Clean Power
Plan wiH probably follow the parade of many coal plant
closures, not lead it,

5 Amy Harger, "Chama Carbon Ruly Backed by Most Amaricans — WS UNBC Pell,™ The Wall Street Jownal, June 18, 2014, bt fblegswsicombvast wirg/2014/06 8/ 0baina-carban-rule-tua cked-hy-

mast-americans-wsinbo.palf’,

6 Chrs Clarke, "Nevada Votes to Clese Coal Plant,” KCET.ong, Juie 4. 2013, hitpriesw kst orginews/ee sarefonal nevada-sote s-to-close-coal-plent.btml,
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As proposed, EPA’s Clean Power Plan gives each stale
significant flexibility in how to meet its emissions reduction
target. The proposed rule does not apply to individual power
plants, but instead to the state as a whole. The EPA does not
specify what measures a state must take, but makes clear
that it will consider plans that fealure mere energy efficiency,
more renewable energy, low-carbon power sources and
improved utilization of existing facilities, Finally, the EPA's
plan allows states to combine efforis, whether regionally
cennected or net, Such an arrangement would permit slates
to employ carbon pricing mechanisms, reducing the cost

of compliance to the states in such a pact.

Assuming the EPA's regalations survive judicial
review, utilities will place a much higher emphasis
on low-carhon or ne-carhon resources.

The Clean Power Plan will have a significant and predictable
impact on utilities’ evaluaticn and acquisition of energy
resources, Assuming the EPA’s regitlations survive judicial
review, utilities will place a much higher emphasis on low-
carban or no-carbon resources. Further, the Clean Power
Plan is likely to give a big boost to energy efficiency, since
every analysis shows that energy efficiency is the least-cost
compliance option.

Two incidents of unprecedented destruction—
Hurricane Sandy and an armad attack on the grid
in California—highlighted the need for greater
orid resilience and security.

Instances of extreme weather and grid sabotage have brought
the vulnerabhility of the aging U.S. power grid into stark focus,
In Octoher 2012, Hurricane Sandy, a "once-in-a-generation”
storm on the LLS. East Coast, cut power to more than 10 million
homes and businesses in 17 states, in some cases for weeks,
In the end, a national response was required to get the grid
back up and running. A few months before Sandy, severe
wind and thunderstorms known as a derecho devastated power
systems in the Midwest and Mid-Atlantic, causing blackouts
for five million electric customers from lllinois o New Jersey.

i e

The two storms killed more than 200 people, and Sandy alone
caused $50 billion in U.S. property damage. Sandy cccurred
only seven years after another “once-in-a-generation” storm,
Hurricane Katrina on the Gulf Coast.

Ancther troubling incident occurred in April 2013 near San
Jose, CA, Attackers used high-powered rifles to destroy 17
transformers at PG&E's Metcalf transmission substation in

an apparent attempt to disable the grid and paralyze Silicon
Valley, PG&E managed to aveid a blackout but incurred more
than $15 million in damages that required nearly a month to
repair. The Wall Street Journal later reported that coordinated
attacks on only nine substations across the country could take
down the entire U.S. power grid “for weeks, if not months."”?

These unrelated but seminal events show that the purview
for “risk-aware” regulators extends far beyond considering
of risks in energy supply portfolios to include safeguarding
the entire electric grid. The task for regulators and utilities is
to build a modern, 21st century grid that is secure, resilient
and adaptable in the widest range of possible scenarios
(including, plainly, exlreme weather and physical and even
cyber-attacks), Full consideration of this lask exceeds the
bounds of this report, but it's worth noting that a central
“risk-aware” concept, diversification, remains refevant since
smaller-scale distributed rescurces and the intreduction of
self-healing “microgrids”—grid-connected but “island-able”
assemblies of supply and demand—relieve stress and
mitigate risks for a centralized electricity system.®

Renewable energy technology costs have fallen
sharply, closing the cost gap between low-carhon
resources and traditional fossil fuel resources.

I

The energy technology that's experienced by far the greatest
cost reductions in recent years is solar photovcltaic (PV). In
September 2014, financial advisory Lazard reporied that the
levelized cost of energy (LCOE) of PV technologies had fallen
by nearly 20 percent in the past year, and nearly 80 percent
in the last tive years.® Bernstein Research depicted sclar PV's
dramatic descent down the cost curve with a graphic in an
April 2014 report, shown on the next pagein - .. ..%

7 Rebeoes Snnith, "LLS. Risks Natondl Blzokout From Small-Scele Attack,” Thoe Walt Streol domnal, Mardh 12, 2014,

hitp/enhine ws).cominews/article s/SHTN001 4240572 70230 :120104575133670281061 220,

8  The l)s, Department of Energy defines a microanid as “a group of interconnectrd leads and distribuled energy resnurces within clearly definad electiical boundaries thal acts as a sirgla contratlable
entity with resgact o the grid and that connects and disconnects frznt such grid to erable it to operate in both grid-connected or 'istand’ mode.” See
hitpfenergy.gowsites/prod/filesTAC % Z0Presentation ¥ 20- % 200E ¥ 20Microgid % 20R % 26D 7 20t nitiative % 20201 T #.20- % 20Smith. pdf.

9 ~lazard Relaszes New Levahzed Cost of Energy Analysis ™ Lazard press refease, Sepernber 18, 2014, hiip

10 Bernstein Research, "Bernslein Energy & Poaer Blast: Equsl & Opposite... IF Sokar Vins, Whao Loses?,” Apnl 4, 2014,

s martketvalch convsdondszard-rebeases-new-kvelzed coct-of-enargy-analys=-2014-09-18.
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Prices far wind generation have also fallen sharply in the
past two years. Reported prices for wind power in Texas
and Colorado have been less than 3 cents per kilowatt-hour
{kWh).2* In its recent Integrated Rescurce Plan in Colorado,
Xcel Energy projects significant fuel cost savings as wind
energy supplants natural gas generation con its system, even
with natural gas prices at historical lows.1?

Anecdotally, current costs for solar and wind appear to be at
the bottem of the range of analyst estimales of future costs.
Each day seems to bring new headlines about the failing cost
of wind and solar power:

* The City of Austin, Texas recently signed a 25-year contract
with Current Energy for 150 megawatts (MW) of solar PV
at a price of 5 cents per kWh." This bid relies on the
existing federal investment iax credit for sclar generation,
but no additional support. In March 2014, Austin signed
an 18-year contract for 300 MW of wind power at a price
of 2.6 fo 3.6 cents per kWh.!*

+ Just last month, Georgia Power announced the acguisition
of 515 MW of solar PV at an average price of 6.5 cents
per kWh, 18

* In March 2014, Xcel Energy contracted to purchase
170 MW of solar PV, with 120 MW to be installed near
an existing coal plant in Pueblo, Colorade.'® The price
for the solar PV ranges from 5.8 to 6.3 cents per kWh,

Wind and solar costs are expected to continue to fall
through at least 2020, a characleristic not shared by
other generation technologies

Finally, wind and solar costs are expected to continue to falt
through at least 2020, a characteristic not shared by other
generalion technologies. The Department of Energy’s SunShot
Initiative aims to lower the installed cost of ulifity-scale solar
to $1.00 per installed watt, down from today's level of about
$2.00 per walt. The National Renewable Energy Laboratory
{NREL) predicts an additional 20-30 percent reduction in the
costs of wind energy by 2030."

Potential “disruptive chalienges” are gaining |
attention from utilities, analysts ani policy
; makers, bringing opportunities along with the
challenges.

Pressures on electric utilities, and on the traditional utility
business model, have grown more acute. Strang renewable
energy growth, low natural gas prices and near-zero electricity
demand growth have suppressed prices in U.S. wholesale
power markets, cui into power producers’ revenues and forced
unanticipated closures of some suddenly-unprofitable coal and
nuclear plants. At the same time, advances in alternative energy
technologies are increasing opportunities for customers

to provide their own energy services. All these events are
accelerating an industry-wide exploraticn of the changing role
of the electric utility in the 21st century and how the utility
will deliver value and earn reasonable profit.

Arguably the most disruptive factor is the plummeting cost of
distributed solar PV, As rooftop solar continues to get cheaper
and approach “grid parity"—the point al which solar panels
provide power as cheaply as the grid—solar becomes a viable
option for a larger share of utility customers. Clearly, this could
threaten utility revenues and change the relaticnship among
customers, utilities and the grid. In a recent analysis, Deutsche
Bank predicts sclar PV will reach grid parity in 47 U.S. states as
soon as 2016, assuming today's 30 percent solar investment

11 See, for esampla, this AYEA report onwind phces, especia'lly in the interior LS, through 2012: rtip/teavraves org/Resaurces/Content aspriitemMumber=5547.

12 Publc Service Campany of Colorado, 2013 A Source So'cifation 120 Day Report: 2011 Clecleic Resource Pian, Seplember @, 2013,
hitp-frewwrcelerergrcomistaticlese/Comporate/Corparate . 20PDFwRedac ted_Version_12003yReport_REVISED_FINAL pdf,
13 Nora Ankrom, “AE's Solar Deal: ‘Game Changear,'” The Auskn Chrortick, 1uly 4, 2014, hlip Avssrvaustinchroniclz.comine as/2014-07-0H7aes-salardeat- gamea—changer.
14 Nayna Barber, “Austin, Teras Appraves \Wind Power Agreement lo Achieve UliHy's Renewables Gesl Four Years Early,” GenerationtHub, March 3, 2014,
hitp Mwzevreneyableenergyveettd.camiea/ne ssfariclerz01403austin-tesas-apprayes-wind -peaeragreemeant-lo-achieve-renesbles gozl-four-years-early.

15 Stephen Lacey, "Georgia is the Latest Sate to Procure Dnt-Cheap Solar Power,” GreenTech Megia, Cctaler 16, 2014, Blip A greentechmedia comdarticlastreadfhow-cheaply-can-georgia-poser-

buy-sotar-forb Hents.

16 Dennis Dany, “Colmado’s Largest Selar Puwer Fao:Ry Soming to Puetlo,” The Puebio Chreflzin, March 4, 2014, nitpAwwvw chisfain comfnews/puebla/2 3467 70-1 2040t a-enargy-pustlr-project.
17 Eric Lantz, et al,, "IEA VAnd Task 26: The Past and future Cost of Wind Energy,” MNational Renewable Energy Laboratary, Aprit 2012, hipsfanwieanind orpfindex_pzge_poaslingsh¥P2_taskZo.pgl,
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tax credit (ITC} is extended.™ {If the ITC drops to 10 percent
beyond 2016, Deutsche Bank still predicls grid parily in
36 slates, up from about 10 states in 2014.)

Similarty, Morgan Stanley projects the "total addressable
market” for U.S. distributed sclar PV, in a base case
scenario, will grow to 241 gigawatts {GW) over the next five
years {compared to an installed base, in spring 2014, of
only 6.2 GW)." In an aggressive scenario, Morgan Stanley
expects the total addressable PV market in the U.S. could
reach as high as 415 GW—roughly equivalent to the electric
generating capacity of 800 mid-sized coal-fired power plants,

Another challenging trend is that growth in demand for
electric power, traditionally a key driver of utility profits, has
declined steadily since the 1970s and remained very modest
despite the economy's recovery from the Great Recession.
Visre 7, from the ULS. Energy Information Administration
{E1A) shows that year-on-year growth in electricily demand
is approaching one percent in the 1.5.%° Some regions,
especially the Northeast and West Coast, are projecting flat
to negative growth. Importantly, EIA does not project that
year-on-year demand growth will return to the levels of the
early 2000s, even assuming a full economic recovery.

History 2012 Projestions
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it is now clear that the transformation of the U.S. electricity
industry, already underway, could cccur to a degree and in

a timeframe that seemed unthinkable just a few years ago.
This possibility has not gone unnoticed by uiilities or Wall
Street analysts. The Edison Electtic Institute (EED, in a widely
cited 2013 report, warned specifically of the threat that
distributed solar PV could pose to utility revenues. EEl has
proposed solutions, including revising net metering policies
and increasing customer fixed charges, that seem aimed at
maintaining the status quo and may prove unpopular with
consumers and regukators.?! In May 2014, Barclays issited
a controversial across-the-board downgrade of U.S. investor-
owned electric utility bonds to "underweight” from "market
weight,” due primarily to the threat that solar PV plus energy
slorage could represent to utility earnings.??

While extreme solar-plus-storage scenarios could certainly
wreak havoc for utilities, Rocky Mountain Institute has pointed
ot that customers won't necessarily defect from the grid just
because they can, and that widespread grid defection could
bring suboptimal outcomes for customers as well as ulilities.?
Of course, the flip side of these challenges will be opportunities
for utilities who successfully adapt their business madels. As we
will see, regulators are testing new regulatory approaches that
could help utilities make the needed changes.

Cheap natural gas and increasing renewahles
penetration are changing the U.S. generation fleet,
the fortunes of power praducers in whelesale markets,
and tie topelogy of the electricity grid, accentuating
the need for more flexible energy resources.
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To see how low-marginal-cost resources like wind and solar lower
the cost of energy in an organized wholesale market, consider
the hypothetical dispaich curve in .. This figure,
produced by EIA, lllustrates the supply curve for pawer for

a typical summer day.” Note that the price of power differs
depending on the load at a given hour. In this hypotheticaf case,
the price of power is approximately $40 per megawatt-hour
{MWh) in the early morning with the price set by the marginal
unii—likely a cambined-cycle gas plant or a coal plant. The price
during the afterncon peak is appreximately $100 per MWh, set
by a simple-cycle gas plani. Note the relatively small amount
of renewables (about 3 GW) at the far left side of the curve.

18 Deutsche Bank Markets Resaarch, "Vivinl Sclar: Initiating Coverage with a Buy,” October 26, 2014,
19  Giles Parkinson, “Mergan Stzrley: Tipping peint nears for going off-grid,” RenswLeonomy, March 24, 2014, httpAreneweconomny.cem.a /20147 say-nvestors-wake-solar-pro-suners-23413.
20 EIA, “Growth in electricity use shoees, but use still increases by #9% from 2012 to 2040,” http e eia goviforecactsfaea/MT_electric.cfim, Accessed Oclabar 21, 2014,

21 Edisen Electric Insttute (EE, “Disruptve Chalienges: Financizl Implications and Strategic Respanses to a Changing Retail Fleclric Business,” January 2013,

http H srerw e2i orgfourissuesifinance/documents/disrapiechallenges.odf.

22 Michas] Anelo, *Barclays Dosngrades Electre Uttty Bonds, Sees Viable Solar Compatition,” Barron's, bay 22, 2014, kiipdiblegs bzaons.comvincomeinvesting/2014/052 3barc lays-downgrades-

ehectric-Utinty-Londs-sees-vialle-sola~coppetibon/,

23 Jules Korterhorst, Lena Hansen and James Mandel, P, "Why the Potertal for Grid Defection Matters,” RA Outfel March 11, 2014,

http Ateg il orgdblop 20014_03_T 1 why_the_ polential_for_grid_defection_matlers,

24 FIA, "Bleciric generales dispsfeh depends on system demand and the relative cost of aparation,” August 17, 2012, hitpfAavewe a.gontndayinerergydetal ofmi?id =759, Fecessed Octaber 21, 2014,
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Hypothetical dispateh curve for summer 2011—Variable operating cost {dollars per megawatthours)
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Hypothetical dispatch curve for summer 2011 with additional wind generation—Variable operating cost (doHars per megawatthours}
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Now rotice what happens when this supply curve is modified
by adding more wind generaticn {or other low-marginal-cost
resource), In - #2004, the amount of renewable resources is
increased from 3 GW to 10 GW {irom 2.6 percent to 8.8 percent
of peak load).” The revised supply curve in Figure 4 is shifted
to the right by the amount of assumed new wind power.

The market price in the early morning is not much changed
because that portion of the supply curve is fairly flat. Howaver,
the market price during the afterncon peak is reduced—in

this illustration, from about $100 per MWh to $75 per MWh—
because the wind generation displaces higher-cost
simple-cycle gas generation.

25 The EIA dispatch cutye is hypatheticzl, and the percantages are approximate, gained frem inspaction of ne charl. Howevar, this example models accurately the shift in the supply cunve cheerved in
U S, and overseas eleclric markels, The effect thal eatry of loa-marginat-cast rescurces has an the market price is known as lhe "ment-arder effect.”
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The fower power price in the afternoon is welcomea news

for business and residential customers, but can create new
winners and losers among owners of power plants, Because
wind and solar power generation is variable and nof
dispatchable, the grid requires capacity of another lype—
flexible generation capacity—to stand ready o be dispatched
when wind or solar production drops. This process tends fo
raise the valuation of demand response and flexible power
plants {chiefly hydro and some natural gas plants) and
decrease the valuation of plants with less flexibility, fike base
load coal and nuclear plants and some natural gas plants.

As examples, the Kewaunee nuclear plant in Wisconsin, owned
by Dominion Resources, was closed in 2013, due chiefly to
its inahility to make money in the MISO market. Simifarly, the
Vermont Yankee nuclear plant, owned by Entergy, will close in
2014, Although the plant has weathered cther coniroversies over
the years, Entergy cited market conditions and poor economics
af the plant in iis decision to close Vermont Yankee.? Finally, the
cembination of lower wholesale prices and siricter environmental
requirements have caused the closure of numerous Midwestern
coat plants, including the 1100 MW Tanners Creek plant in
indiana, cwned by American Electric Power.

The changing topclogy of the grid is seen nowhere belter in the
LS. than in California and Hawaii. Readers may be familiar
with the famous "duck curve”™ developed by the California
Independent System Operator (CAISO}.77 It shows CAISO’s
projection that, on scme days of the year beginning in 2020,
the afterncon demand peak will be replaced with an afterncon
demand frough. The switch from peak to trough is caused
by the planned presence of large amounts of customer-owned
and developer-owned wind and solar capacily, {The afternoon
trough forms the “belly of the duck.”) This new daily demand
curve would present problems for owners of base foad plants
that may niet be needed during the heat of the day, typically
their most profitable period. At the trough, demand climbs
steeply, challenging the system operator to adopt new grid
management technigues, increase demand response and
boost energy storage.”

While the California duck has gained the most notoriety, Hawail
has its own species, shown in { =i -2 The predominance
of customer-owned solar power has created a duck curve in
Kauai as early as 2015, five years ahead of what's projected
for California. The Kauai cooperative utility is planning for this
event by seeking proposals for energy storage and flexible
generation. While the duck emerges in Kauai only on certain
days of the year, the message is clear: grid resources need

err
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to be increasingly flextble as we add more variable generation
resources to the grid,

In short, utilities can no fonger be “your father’s utility.” All
these changes demand new behavior by utitities and new
methods for regulators,

The pace of innovation within utility regutation
is accelerating.

State regulators in Massachusetts, New York and Hawaii are
among the first to tackle the question of what the moedern grid
will look like and how utilities must he regulated in order to
get there. The Massachusetis Department of Public Utilities
is exploring key issues of grid modernization “to enhance the
rediability of electricily service, reduce electricity costs, and
empower customers {o adopt new electricity technologies and
better manage their use of electricity.”® The New York Public
Service Commission created the “Reforming the Energy Vision”
(REV) nroceeding io identify regutatory changes needed

to “promote more efficient use of energy, deeper penetration
of renewable energy resources such as wind and solar, [and]
wider deployment of 'distributed’ energy resources.”* The
Hawaii Public Utilities Commission is considering proposals for
regulatory changes to accompany the modern grid: “The fulure
distribution systermn must have the capability to act both as a
delivery service and an aggregator of customersited distributed
energy resources 1o benefit the customer and the grid."32

S

26 “Enlergy lo Clase, [lecommissien Vermont Yankee,” Entergy prass refease, Augusl 27, 2013, hitp/Avsw.entergy.comyiiews_Reonynaisrelease asp!NR_ID=2769. See alss the eaplanation for
nuclaar phant closuses given by the industry trade group Nuckear Malters: hipdfwaw.nockarmatters.com/challengesshat-ds-drivic g-nu lear-plantlesures,

27 Calfornia SO, “Fast Facts: Whal Lhe duck curve tells us about managing a green pnd,” hitpffseaw.calzoconyDocuments/HesdbleResourcesHelpRenswatles Fasifacts pdl

28 For solubons to chatferges associated with the “duck curve " see Jim Lazer, Tezching the Duck to Fiy (Montoelier, VT: The Regulatory Assistance Project, 2014),

hitto-/fvnwraconl nesrg/document/downkaddid/es7rz.

29 Kauz' lshard Utilty Cooparative (KIUCY, *Request for Proposst (RFP): Energy Storzge / Ospatchable Renewable Erergy,” March 3, 2614,
hitp:A/kauat coopwebbuildenconvsiteskausi cooprebbu ldarcomifles2014-03-enavgystaragerip. pdf.
30 Massachuietts Department of Public Uil tes, "Vote Acd Order Opaning Investigation™, DPU 1276, October 2, 2012,
31 See http el dps.ny gou\WIPSCWeb. reHAIVZ6B EBAD396TEGD4 785257 CCAD0663I1 ATOpealocument,
32 Hawaii Puble Senice Commissian, “Exhbt A: Commssion’s Inchnations on the Future of Hawa®s Elsctng U es, ™ Aped 2014, hitpofpuc hawai govinp-contenbupioad 201404 CommissionsIncl nat ons edf.
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There will undoubtedly be a spectrum of appreaches to the
new-style regulation of the distribution grid, distinguished

by the structure of the retail market. The New York PSC is
building REV in the context of a competitive electric retail
market. While the underlying grid itself will remain regulated,
market structures and market prices will determine the cost
of energy services bought and sold using that grid. The REV
vision will eventually require many of the same market elements
as the wholesale electric market: prices that vary with time
and place, determined by the supply and customer (and grid)
demands and, likely, an analogue of firm transmission rights.

Utility regutators have also begun exploring risk-aware
approaches to ukility resource selection, as we urged in our

Risk-Aware Regulation for the Distribution Grid

Three developments—the falling cost of distributed energy
resources (DER), attention to grid resilience, and smart
grid technologies—have created a new focus among policy
makers on the distribution grid. The formerly sleepy
business of running and maintaining an electric distribution
grid has moved to front and center in the policy arena.
Experts now discuss the potential for significant
penetration of DER and the need for distribution grid
with a fundamentally different purpose and architecture.

As long as delivery of electricity requires a distribution
grid, the cost of building and operating the grid will
tikely remain regulated. Recall that, in telephony,
regulators were reluctant to eliminate regulation of the
fegacy wire line telephone netwerk until new detivery
platfarms arose (wireless and cable).

What are the features of risk-aware regulation of the
distribution electric grid? Much like generation and
transmission in vertically integrated states, the task

of regitating the distribution grid wil require a new type
of planning—Integrated Distribution Planning.

To achieve the goals of least cost, least risk and maximum
customer benefit, regulators inust require utilities to
synchronize their implementation of advanced grid
technologies with the growing DER marketl. Utilities
perform this planning function today, but not usually in
the public arena and not closely coordinated with other
actors providing services on an upgraded distribution

2012 report. The National Association of Regulatory Utility
Commissioners (NARUC} has hosted several workshops for
regulators under the heading of "Risk Training and Risk-
Aware Regulation for Public Utility Commissioners,” usually
in partnership with Duke University's Nicholas Institute for
Environmental Policy Solutions.® In February 2014, NARUC
convened a National Energy Risk Lab to assist commissioners,
commission staff and cther participants in “making decisions
about the energy sector while dealing with changing regulations,
market conditions, and technologies” and “to explore the
implications, implementation challenges and opportunities
of different Section 111(d) compliance options, and the role
for coordinating within and across States,”

grid. This planning exercise is now loaded with new
responsibilities for the grid operator. Further, if the utility
also has a stake as a competiter with DER services, it is
essential that an independent authority such as the state !
regulator oversees the ptanning.

Onee again, consider the telecom sector following the
passage of federal legisliation in 1996. Incumbent carriers '
were required to unbundle their grid (the public switched
network) and provide access to new players with new :
products, often competing with the grid owners. Regulators ;
ensured that new competitors got access to the network
on the same terms as the incumbents. Regulation of all
players moved significantly away from the traditional :
cost-of-service model.

Risk Aware regulation of the distribution grid will include
these practices for regulators:

* Creating an open, transparent public ptanning process
for the disiribution grid;

* Ensuring access to all providers of distributed energy
resources on equal terms;

* Engaging customers and recognizing their expanded
role as a dynamic resource in the 21st century
electricity system;

* Eyolving the regulation of the traditional utilities,

33 See hitpAuvenziuc orgGrants/defautt.clintpage -8,

34 See httpAhairsnaruc orpfenargyaskinder.cfim,
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In our 2012 report, we discussed the relative cost of many

electric generation resources, and compared that cost to the 2014 Updated Cost Ranking: Data Sources

risk associated with employing each resource in a portfolio '

of generation assets. We relied on a 2011 report by the * Bloomberg New Ehergy Finance, Sustainable Energy
Union of Concerned Scientists (UCS) that compiled levalized in America Factbook 2014 {February 2014}

cost of electricity (LCOE) data from several sources.® i+ Citi, Evolving Economics of Power and Alternative
The UCS report has not yet been refreshed with current Energy (March 2014)

costs, For this update, we rely on LCOE estimates found in » Lazard, Lazard's Levelized Cost of Energy Analysis—
recent reports by four autharitative companies and agencies: Version 8.0 (September 2014)

Bloomberg New Energy Finance, Citi, Lazard, and the U.S.
Energy Information Administration {EIA).2 I brief, we compiled :
LCOE estimates from these four sources into a single set
of ranges for each resource. Based on that compilation,
we rank the resources by their LCOE midpoints, both with
and without subsidies. This is very similar to the approach
we took in the originat report.

» U.S. Energy Information Administration, i
Annual Epergy Outiock 2014 (April 2014)

renewables (solar thermal) are the most expensive. As before,
fossil and nuclear generation are distributed throughout the

CUST RANK'NG E]F RESUURCES ranks, differing mainly in whether the fossil resources are

designed to capture carbon dioxide, and whether nuclear

T.he' overall ranking in this update of. resources by ;ost i power receives a federal subsidy. Notably, energy efficiency
similar to the ranking we presented in 2012. Certain maintains its spot as the least cost option for meeting new
renewable resources (wind and large scale solar with system demands. In 2012 and in this update, energy
inCEntiVES) appear among the least cost resources; other efﬁciency is far and away the lowest cost resource.

3h  Rarpata Freese et gl, A Risky Propoasition (C2rmicridge, MA: Union of Concerncd Scientists, 201 1), http/fsrarauisina.org/assets/doc iments/cian_encrgyfa-isky-propos t oh_teporn.pdf, LCOE is the
price at which eleclr cily rust be generated from a specific saurce to break even over the Welime of the preject (including a profa), LEOE factors in all cosls: capizl finance, (ugd, D&, prafit, ele.
36 Bloomberg Finances LP. and the Busfeess Couran Tur Sustainable Energy, “Sustainable Energy in America: 2014 Fadboak,” Febtuary 2014,
http #Aeenerbse orgfacbook/pd = 20144 203uslainable A 20k nengy W 20 dUAmE Stk cdl Ui Research, “evebving Ecanomics of Puwer and Altemalive Energy,” March 23, 2014,
https fAcciti comfxTCThmG5e3:1gl LM e YxYAZ2L 3 /L ul vOCLO3AX 3074 34; Lazard, “Lazard's Levelized Cost of Energy Anatysis — Version 8.0, Septembar 2014,
hilp Aveaveelzzard .comylP DL evelized X 20Cust 20.)f S20Encray L o0- 420N oo 7. 2080,k BIA “Annuzl Energy Outleok 2014, Apnl 2014, Liltp fewscia godforecastslac/ pd 038 {20 14).pdf,
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HIGHEST LEVELIZED COST
OF ELECTRICITY
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LOWEST LEVELIZED COST
OF ELECTRICITY

Utility-scale sclar photovoltaic power (with or without incentives)
showed the biggest decline in relative cost among all resources
in the current ranking, compared to the ranking in 2012, As
suggested earlier, actual on-the-ground prices for utility-scale
photovoltaic power are even lower in some cases than the Jow
end of the ranges estimated by the analysis we used. The sharp
decline in sotar costs appears to result from a number of factors,
including much lower solar panel prices due, in part, to the
growth of the German solar market. Analysts have observed
that the German Fnergiewende program has stimufated
global production of sclar panels, chiefly in China, bringing
down the worldwide price of panels.

In the other direction, the estimated LCOE for fossil-powered
plants with carban capture and storage (boti coal and gas)
moved those resources higher in the ranking.

HIGHEST LEVELIZED COST
OF ELECTRICITY

_:Z:Halu'rfdl_':'_ﬁ_é's_ tL‘é_ﬁBﬁ o
Solar PV Distributed wiincentives
“ Nuelear
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Biomass
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Geothermal w/incentives
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- ¥ind Onshere
3 i Hatural Gas GG .07
" Solar PV Uty Scale wincentes
% Wind Onshore w/incenitves -

Effictency .0 -

LOWEST LEVELIZED GOST
OF ELECTRICITY

The right hand column of ¢ - - /. shows the updated ranking
of the studied resources with respect {o their levelized costs.

It also illustrates the moves made by sclar PV and fossil plants
with carbon capture and storage, two of the largest movers in
our updated report.

Keep in mind that the estimates used in this ranking are sensitive
to many assumptions, and that two resources that are adjacent
in the ranking might switch places under modest changes in the
assumptions, That said, the ranking is useful for visualizing the
relative magnitude of costs associated with various technologies
and how those are projected to compare in the next few years.

It 2lso bears repeating that the LCOE ranking telis only part of
the story. The main peint of our 2012 report is that the price
for any resource does not take into account the refative risk
of acquiring it.
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RISK RANKING OF RESOURCES

Our 2012 repart emphasized that utilities and their {egulaiors
must consider the risk of new resources in addition to their
cost. We do not think there is a canonical assessment of risk;
there will inevitably be some differences of opinion, The 2012
report invited readers o perform their own qualitative risk

own risk assessments, instead of ignoring risk or focusing
narrowly on short-term cost.

For this update, we reviewed our risk analysis and revised
it slightly since the original assessment. .- = shows this
revised risk assessment with changes noted in six entries,

analysis and offered an example based on our assessment of
relative risk of new resources. Mainly, we stressed the need
for regulators to undertake this analysis, incorporating their

compared to our previous report. The entries with arrows
indicate a move of one step up or down in risk estimate.

o msae o RO puelcostpis MO s ok o Plaming Risk
Biomass feding Sdinm Mudiun faoiliing High fadinn i
Biomass w/ incentives Hudiinn o fadilii fdeting High i
Coal IGCC lkgh Pindinm fdedinm IRETLIH] High Peilium fednin
Coal IGCT w/ incentives Itigh timtina Hadinti i High Foding 4 FEGHHT
Coal [GCE-CCS Itigh fadingg blading High High High
Goal IGCE-CES v/ incentives High tindin Hadinm 2 High SETHIEH X High
Pulverized Goal ladinm Medinm Very High 4 Yery High High Hebivm it
Efficiency Howr tHone Hone Hone ¥ Hone
Geathermal Kedinm fone Elaitinn Hone High Jedism firdinn
Geothermal w/ incentives AR Hon faitinmn Hone High fandivn
Natural Gas CC tadin High findimn High 4 fioding fedinm Lindin
atural Gas GC-ECS High Hading iadium lligh High Hidlinn
Nuclear Very High finidiing ~ Higf Hann ~ Migh Very High — High
Huclear w/ incentivas Very High i High Hann High High High 4
Solar PY Distributed L fong s fHane HI o R
Solar PV Bistributed w/ incenlives . Hine o Hotke Hone L Lo
Solar PV Utility Scale Houe : ionn Hana Bladitm i
Solar PY Utility Scals w/f incentives ' N - Houe Halm
Solar Thermal Hadinm Hone L Hane High Medhiom Hudisn
Solar Thermal w/ incentives fledinn Hone Paag High i
Wind Onshore : thne e tone Hon
Wind Onshore w/ incenlives Co Hnag : Hone Hane ot
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LOWEST RELATIVE RISK ;

Based our risk assessment of these 22 resources,
shaws the 2014 Update ranking of the resources according
to their relative risk,

We can now show the combined updated risk and cost
rankings in this “x-y" plot, with refative cost on the vertical
axis and relative risk on the herizontal axis (¢ +¢+- ). This
plot shares many characteristics wilh the comparable chari

INCREASING RISK

in the prior versicn of the report, with fossil resources
grouped on the right side of the plot area (higher risk} and
renewables on the left (lower risk), Utility scale PV has joined
wind generation and energy efficiency as resources with the
lowest risk and lowest cost resources, in the lower left
quadrant of the graph.
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.' Compared to regulators in verticaliy mtegrated” states

-_-:'-:the price of generation and the selection of IeSOUrces
“are determmed inan auctlon market, In the u.s., “there

are seven reg:onal erganlzat:ons—mdependent system
operators (IS0s) and regional transmission operators
{RTOs}—that operate the transmission grid and administer
auction markets. State regulators in those markets have
a range of authority aver the generation resources built -
in their state (from some to none) and all of the regulators
have relationships with the 150 serving their state.

In our 2012 report, we emphasized iools that regulators
could exercise to help lower the risk inherent in the,
selection and construction of generation resources.
Commissioners in "market” siates have much less to

say about that process because the market—via pricing
mechanisms for demand, energy and ancillary services—
will indicate what type of resources are needed. That
said, there remains much that the "risk-aware” regulator
should do in this situation, We explore three topics:

* Governance and transparency of IS0s and RTOs

While auction markels can arguably provide better
incentives for power plant owners than the regulators
who preceded the marketplace, the actual results depend
less on the theory than on the practice, An essential
characteristic of a successful ISO/RTO is that its
governance is active, representative of stakehoh:iers

and transparent in its decision-making.

State regulators should insist that ISO/RTC governance
meets these expectations. Commissioners must be
engaged with the ISO/RTO, participating wherever
possible on advisory bodies or in forums where policy
is decided. This includes participation in dockets

at the Federal Energy Regulatory Commission (FERC}
when 1SO/RTO tariffs are considered.

- regulators have different responsibilities in markets where o

Rlsk Aware Regulatmn |n Urgamzed Whnlesale Markets

2 Demand Response (DR) afler the court reversal of
FERC Order 745 S

The D.C. Circuit Court of Appeals recently handed - .'

2regulators in “market” states a new duty: regulate demand_ T
““response, arguably the most under-utilized demand-side

rescurce. The Court ruled that DR is a retail service, and

not subject to FERC jurisdiction. (A large fraction of DR

is unaffected by the ruling since the order applzes only fo -
- siates with whalesaie markets ) - :

"FERC Order 745 boosted demand response in \-;"hﬂlesaie' S

markets. Now regulators in these states will step in for
the market, setting compensation for demand response
and ensuring that utilities make appropriate use of this
valuable resource. 1S0Os have been using DR to meet
peak demand and help integrate renewable energy;
utilities in market states {like those in regulated states)
can now use DR to avoid high peak energy costs, saving
consumers money. Further, DR can help solve local
reliability challenges in the distribution grid. As the dust
settles on the court decision, “risk-aware” regulators

in market states will rediscover DR as a tool to diversify
and strengthen utilities’ energy resources.

* Need for diversified portfolios

Our 2012 report identified diversification of generation
resources as a key tool for limiting risk. In market states,
regulators cannot, of course, influence the makeup of the
generation portfolio directly. But regulators can help to
create a strong DER market and support policies, such
as Renewable Portfolio Standards, that deliver renewable
power sources to the grid.

The concept of risk does not go away where an ISO/RTO
is involved. While some risks are shifted from consumers
to the plant owners, utility customers can be exposed

to significant mid-term risk if the portfolio of the utility
purchasing power in a market is unduly concentrated

on a single fuel, such as natural gas or coal. A state-level
RPS can address the diversification issue indirectly by
causing more renewable generation to be huiit.

GPDATED COST AND RISK RENARMGS OF GEW SERCEAHGI RESOURCES
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There is a clear and durable imperative for clean energy in
the U.S. Even without a defined energy palicy or an explicit
climate policy, there is an unmistakable trend in the U.S.
toward low-carbon energy resources, including renewable
energy, energy efficiency and demand response. Drivers
of this frend include advancing technology, internaticnal
climate negotiations, federal air quality rules, consumer
demand for clean energy and the lower cost and risk
profite of renewable and demand-side energy resources,
Significantly greater levels of variable generation resources
appear to be feasible with intelligent management of the
grid, employing flexible generation and a fleet of distributed
energy resources (DER),

+4 Costs for some renewable energy technologies, particularly

solar PV and wind, are likely to continue to fall at least
until 2020. This will narrow—and perhaps erase—any
cost gap between renewable and traditional fossit and
nuclear resources. Other resources are not expected to
experience such cost reductions, Continued advancements
in cost-effective clean energy technologies will drive greater
customer demand and renewables deployment and
increase pressure to modernize many aspects of the
power sector, including utility business models, regulation,
arid management, and market rules. These changes will
also lower the costs of achieving of carbon potlution
reduction targets.

Distributed energy resources (DER} will play an
increasingly important role in the 21st century
electricity system, beginning in the near term. DER
includes resources such as distributed generation {e.g.,
reoftop solar and combined heat and power), demand
response, distributed storage, energy efficiency and
microgrids. DER's precise share of energy supply will
emerge over lime, and will depend on the relative

2012 Conclusions Revisited—And Reaffirmed

In the 2012 report, we chserved that "managing risk
intelligently is arguably the main duty of regulators who
oversee utility investment. Effectively managing risk is
not simply achieving the least cost teday, but rather is
part of a strategy to minimize overali costs over the long
term.” We concluded:

* The U.S, electric utility industry has entered what
may be the most uncertain, complex and risky period
in its history;

* These challenges call for new utility business models
and new regulatory paradigms; ‘

* Avoiding expensive utility investment mistakes will
require improved approaches to risk management
it the regulatory process;

+ More than ever, ratepayer funding is a precious resource;
¢ Risk shifting is not risk minimization;
* lnvestors are more vulnerable than in the past;

¢ Cost recovery mechanisms currently viewed positively
by the investment community including the rating
agencies could pose longer-term threats to utilities
and investors;

¢ Some successful strategies for managing risk are
already evident; and,

* Regulators have important {ools at their disposal.

These conclusions remain unchanged. If anything, the
pressures on the utility business moded and the regulatory
paradigm have grown stronger in the past two and

a half years.

CONCLYSIONS & RECOMMENDATIONS
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economics {value) of distributed resources, the pace

of technological innovation and the speed with which
society curtalls carbon emissions. But three points are
clear today: i} DER penetration levels will continue to
increase, accelerated by falling renewable costs and EPA
rules to reduce carbon emissions; i) DER reshapes the
topology and reguirements of the grid; and iii) effective
DER integration demands attentive, "risk-aware" electricity
regulation, as regulators in Massachusetts, New York,
Hawaii and other states are demonstrating.

%4 Sophisticated analytical methods and modeling tools

are needed to plan for and invest in a modern, 21st
century electricity system with significant DER. In
regulated energy markets, robust infegrated resource
planning {IRP} has long been recognized as essential

to selecting an energy portfelio with costs that remain
affordable over time. As states grapple with increasing
amounts of DER, a sophisticated approach to Integrated
Distribution Planning must emerge so that society’s
resources are spent wisely, The complexities are daunting.
The modern grid manager will need to rodel a much
more complicated systermn that utilizes significant amounts
of DER {both supply and demand resources) and other
advanced technologies. Planning will also need to anticipate
and absorb new technologies, and solve for a range of
beneficial outcomes (2.g., carbon reduction, grid resilience,
forward-compatibility, customer empowerment, affordability,
etc.) These outcomes are all high priority, and none is
assured without gocd planning.

CONCLUSIONS & RECORMENDATIONS

4 Electricity regulation must continue to evolve. In erder

for the utility business model to evolve, the way we regulate
utilities must change. Some states have begun to explore
regulatory models that move beyond simple “cost of service”
and align ulility compensation with customer interests
and societal goals. This trend will cantinue in the state
“laboratories” as a set of new regulatery models will
evolve. In general, there will likely be a move away {rom
traditional “cost-of-service” regulation toward “incentive-
based” or “output-based” regulation.

4 Collaboration and transparency are essential to risk-

aware electricity regulation. The evolution of the
electricity sector will create significantly expanded roles
for many participants, including customers and non-utility
service providers. Both will work alongside utilities to
achieve large-scale implementation of clean energy
rescurces and technologies in competitive markets as
well as traditicnally regulated markets. The evoluticn of
electricity regulation and the task of implementing new
federal air quality rules wilt also require coliaboration
among utility regulators and other state authorities.
Near-term pricrities in this area include: i} coordination
between state utility and air quality regulators to arrive at
a least cost/least risk compliance strategy for EPA rules;
ii} enhanced transparency and governance at [SOs and
RTOs: iii) robust, transparent and inclusive processes
for both Integrated Resource Planning and integrated
Distribution Planning.
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