Appendix D
Public Benefits Funding

Implementation Status as of November 1998

Status

As of December 1998, Arizona, California, Connecti-

cut, lllinois, Massachusetts, Montana, New Mexico,

New York, Rhode Island and some Pennsylvania
utilities have set specific funding levels for either

renewables or for a range of purposes that include
renewables (see table D-1). California and Rhode
Island have begun disbursing funds to renewables
developers. On the federal level, bills by Representa-
tive Edward Markey (D-Massachusetts), Senator
James Jeffords (D-Vermont), and the Clinton

Administration have included public benefits funding

for renewables.

Implementation Issues
There are many methods of raising and spending
public benefit funds. The funding variations reviewed

been set company by company to approximate pre-
restructuring levels.

Connecticut’s restructuring legislation signifi-
cantly increased public benefits funding from earlier
levels. Energy efficiency funding was restored to
peak historical levels of 0.3 cents per kWh
(3 mills’lkwh), reversing cuts that had been made
over several years prior to restructuring. In addition,
Connecticut adopted funding for renewable energy of
0.5 mills/kWh for the first two years of restructuring,
followed by two years at 0.75 mills’lkwh and
1 mill/lkwh thereafter. The Union of Concerned Sci-
entists had proposed a minimum level of funding of
1 mill/lkwh in New England, based on analysis of a
regional contribution to a national scenario for sus-
tained orderly development of renewalfles.

Arizona has established a system benefit charge

here are those that had been proposed and adopted in to fund a solar hot water heater rebate program, with

various jurisdictions as of September 1998.

Level of the Fund. Thus far, in most states
postrestructuring funding levels for public benefits
programs have approximated the level of funding
provided by regulated utilities prior to restructuring.

$200,000 in 1999, increasing by $200,000 annually to
$1 million in 2003. The state’s SBC also includes
energy efficiency, nuclear fuel disposal, and public
benefit R&D, in addition to the low income, envi-

ronment, renewables, and nuclear power plant de-

Some states, such as Massachusetts and Rhode Island,commissioning.

have reduced funding for energy efficiency some-
what, but increased funding for renewables, on the
assumption that the market would stimulate more ef-
ficiency investment, especially for commercial and
industrial customers. lllinois instituted modest
funding for efficiency and for renewables in restruc-
turing legislation, despite no previous utility spending
in these areas.

Most states have implemented uniform, statewide
public benefits funding in legislation and regulation.
In New York, however, where the Public Service
Commission approved individual utility restructuring
settlements, public benefits funding levels have also

New Mexico has established a charge equal to 0.5
percent of each customer’s bill, approximately the
same percentage of revenues as in Massachusetts and
Connecticut. Funding would go half to solar and half
to a bidding process for other renewables.

Duration of the Fund. States have varied
greatly in the duration established for public benefits
funding. California and Rhode Islands, the first two
states to restructure, approved public benefits funding
for four years. New York set funding levels for only
three years. Massachusetts and Connecticut estab-
lished efficiency funding levels for five years, but in-
definite funding for renewables. lllinois approved a
ten-year funding plan.
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Structure of the Charge. Most of the public
benefits funds adopted and proposed at the state level
charge distribution company customers a fee for each
kilowatt-hour of electricity consumed. lllinois struc-
tured its public benefit funding on a flat charge per
class of customer. Residential electricity customers
pay 2.5 cents per month; nonresidential customers
using less than 10 MW pay 25 cents per month, and
customers using over 10 MW pay $17.75. Because
the lllinois charge is so small, the state’s flat charge
per residential customer approximates what a charge
based on usage would cost. However, large commer-
cial and industrial customers pay significantly less
than they would if charged per kwWh.

Administering Entity. States have generally
chosen either state energy offices or economic devel-
opment agencies to administer renewables funds.
California and New York have designated state en-
ergy agencies—the California Energy Commission
and the New York State Energy Research and Devel-
opment Agency—to administer their renewables
funding, because both of these agencies had signifi-
cant renewable energy development programs prior to
restructuring. The Connecticut, lllinois, and Massa-
chusetts restructuring bills designated quasipublic
economic development agencies to implement their
funds, reflecting a desire to stimulate new renewables
business development. Boards with stakeholder rep-
resentation will provide input and oversight to fund
managers. In Rhode Island, a collaborative
stakeholder process, with oversight by the Public
Utilities Commission, guides both renewables and
energy-efficiency spending. In most other states, dis-
tribution companies—with oversight by the utility
commission—retain responsibility for administering
energy-efficiency spending.

Funding Strategies and Mechanisms. A
number of different funding strategies have been pro-
posed and implemented to date. California’s strategy
is the most developed, with different mechanisms
created to support different states of renewables de-
velopment. California’s restructuring law (AB 1890)
established $540 million in funding for existing, new,
and emerging renewables in the state over a four-year
period. Following the recommendations of the Cali-
fornia Energy Commission, with stakeholder input,
SB 90 adopted specific allocation and distribution

mechanisms. Existing technologies are eligible for
$243 million, with monthly generation payments.
Based on their competitiveness, technologies are
classified in three tiers, with different maximum sup-
port payments for each tier. New renewables projects
are eligible for $162 million awarded by an auction
for price supports. Awards have been made to a total
of 600 MW of new wind, geothermal, biomass, land-
fill gas and small hydro, at an average level of
1.2 cents per kWh.

For emerging technologies (photovoltaics, small
wind turbines, solar thermal and fuel cells), $54 mil-
lion is being used to reduce the price of new installa-
tions. Decreasing incentives are provided each year
over five years, in the maximum incentive per watt of
system output and the maximum incentive as a per-
centage of the total system cost.

A customer credit account of $75.6 million pays
an incentive of 1.5cents per kWh to customers
choosing to buy power from in-state renewables. Fi-
nally, $5.4 million was allocated to a consumer edu-
cation account, for which expenditures are still in the
planning stagé.

In Rhode Island, a $20 million annual energy ef-
ficiency and renewables fund is expected to spend
about $2 million on renewables in 1998. A renewable
energy collaborative first sponsored studies of the
market potential of specific technologies in Rhode
Island and Massachusetts. Rhode Island made initial
project awards in June 1998. One helped a solar com-
pany to buy down the cost of installing photovoltaics
at 500 homes, schools, and nonprofit organizations.
The other enables a wind energy developer to investi-
gate coastal wind sites. Money for permitting and
project development has also been allocated, pending
completion of the feasibility study.

The New York State Energy Research and De-
velopment Authority has published a notice an-
nouncing it will co-fund one or two wind develop-
ments of at least 4 MW for up to $6 millién.

The Massachusetts Renewable Energy Trust
Fund was established to support renewable energy for
electricity customers and the development of Massa-
chusetts renewable energy businesses. The fund will
collect approximately $200 million over five years,
and $20-25 million each year thereafter. For the first
five years, about $10 million each year is dedicated to
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retiring waste-to-energy plants or installing pollution
controls on them.

The restructuring law authorized a broad range of
funding mechanisms to support renewables product
and market development, pilot and demonstration ac-
tivities, production incentives, training and public in-
formation, research and development, and investment
to support renewables projects, enterprises and insti-
tutions. The Massachusetts law seeks to leverage pri-
vate investment to create a larger pool of capital and
to familiarize private investors with renewable en-
ergy.

A lawsuit challenging the constitutionality of the
Massachusetts fund has been filed alleging that it is
an unconstitutional discriminatory tax, since funding
is provided by investor-owned utility customers but
not by municipally-owned utilities, which are not
subject to the electricity restructuring law. Until the
lawsuit has been resolved, the fund is unlikely to sup-
port projects. Nevertheless, the Massachusetts Tech-
nology Collaborative, a quasipublic agency desig-
nated by the legislature to manage the fund, has
assumed that the lawsuit will be resolved and has
hired consultants, Bain & Co. and Arthur D. Little, to
develop a business plan.

At the national level, Richard Cowart, chair of
the Vermont Public Service Board, proposed a Na-
tional System Benefits Trust that would provide
matching funds to states to support energy efficiency,

low-income energy assistance, and research and de-
velopment on renewablésThis approach is parallel

to the Universal Service Support in the telecommuni-
cations industry and the Airport and Airway Trust
Fund, which provides for public safety in air transit.
Federal bills introduced by Representative Peter De-
Fazio, Representative Kucinich, Senator James Jef-
fords, and the Clinton Administration include such a
provision.
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