
I-937 Summary for City Light Review Panel
Prepared by Robert Cromwell, Director
Power Contracts & Resource Acquisition Division,
July 19, 2010

The “Energy Independence Act”, or initiative 937 (“I-937”) was passed by the voters of Washington state in 2006.  It requires City Light to serve 15% of its retail load with new, renewable resources by 2020 and obtain all cost-effective conservation.  Compliance is monitored by the Washington State Department of Commerce, the State Auditor, and the State Attorney General.
Renewable Resource Acquisitions

What are the targets? 

I-937 requires utilities that serve more than 25,000 customers to meet the following targets, as a percentage of retail load, with eligible, renewable resources:

· 2012 – 3%

· 2016 – 9%

· 2020 – 15%

City Light’s resource acquisition strategy must balance cost, particularly how that cost impacts ratepayers in any given year (or set of years) against the risks of not being able to comply with the state law whether due to availability of resources or excessive prices in the market.  After 2020 City Light’s load growth will determine how much additional renewable generation resources must be acquired.
What is renewable under I-937? 

I-937 has a specific list of generation resources that qualify as renewable.  To be an "Eligible renewable resource," the electricity must come from a renewable resource other than fresh water that commenced operation after March 31, 1999 in the Pacific Northwest or is “delivered into Washington state on a real-time basis without shaping, storage, or integration services.”  Please note that the phrase “other than fresh water” intentionally excludes all of City Light’s hydroelectric generation.  I-937 defines "renewable resources" to include the following: 
· Water

· Wind

· solar energy

· geothermal energy

· landfill gas

· wave, ocean, or tidal power

· gas from sewage treatment facilities

· biodiesel fuel, with some conditions
· biomass energy based on animal waste or solid organic fuels from wood, forest, or field residues, or dedicated energy crops that do not include chemically treated wood, wood from old growth forests; or municipal solid waste.
“Efficiency Improvements” - Also included in the definition is the incremental electricity produced as a result of efficiency improvements completed after March 31, 1999, to hydroelectric generation projects in the Pacific Northwest (including irrigation pipes and canals), where there is no new water diversions or impoundments.  City Light is planning a second tunnel at the Gorge powerhouse that will provide 35,000 qualifying RECs per year under I-937 by 2015. Planned turbine replacements at Boundary dam will also provide 50,000 RECs per year after 2016.

What is a “Renewable Energy Credit” or REC?
A REC is a tradable certificate of proof of at least one megawatt-hour of an eligible renewable resource where the generation facility is not powered by fresh water and includes the nonpower attributes.  RECs are verified across the entire West by a non-profit entity created for this purpose, the Western Renewable Generation Information System (WREGIS).
RECs can be used in the year they are produced, banked from the preceding year, or borrowed from the subsequent year.

Can we get more credit for certain renewable projects?
Yes.  
If the developer of an eligible, renewable resource used the state apprentice program during construction, the RECs generated at the facility will be multiplied by 1.2 for purposes of compliance.  
Also, if a project is no more than 5 MW it is defined as “distributed generation” and the RECs generated will be multiplied by 2.0 for purposes of compliance.


Is there a cap on costs associated with compliance?
Yes.

City Light will be in compliance in a given year if it invested four percent of its total annual retail revenue requirement on the incremental costs of eligible renewable resources and/or renewable energy credits.  The “incremental cost” is the difference between the levelized delivered cost of the eligible renewable resource, compared to the levelized delivered cost of an equivalent amount of a non-qualifying resource.  For example, the difference in the cost of a wind farm near Cle Elum and the cost of a natural gas plant in the same location.
City Light does not anticipate that the 4% cap on costs will be meaningful during the next six years, though it may at some point thereafter.  See Table 1.


How is I-937 enforced?

Each year City Light will report to the Department of Commerce its compliance in the prior year and the state Auditor will determine compliance based upon that reporting.

If City Light fails to comply with the energy conservation or renewable energy targets it will pay an administrative penalty to the state of Washington in the amount of fifty dollars for each megawatt-hour of shortfall (adjusted for inflation after 2007).  If City Light incurs a penalty it must disclose it to its customers and explain why it failed to comply with the law.  The penalties collected, if any, will be used by the state to purchase RECs or engage in conservation projects on public facilities.


What are the costs associated with compliance?
I-937 compliance costs will depend upon a variety of factors City Light does not control. 1-3% cumulative retail customer rate increases during the next six years are expected in order to comply with I-937.  The magnitude of the rate increase will be primarily driven by the following:

· The market price of the resources available
· City Light’s ability to mitigate the net cost to ratepayers by re-selling the energy and/or RECs in the wholesale market when a resource is acquired in advance of a target year
· Regulatory changes either directly to I-937 (either higher standards or changes to definitions) or to the federal incentives, such as tax credits, that decrease the delivered cost of certain renewable technologies, which may be repealed in future Congressional sessions if deficit reduction concerns grow
Please see Table 1, attached.  This table provides the most current forecast data for load, resources, how they compare to our projected resource costs, and the statutory provisions of I-937.  Please note that the presentation provided two weeks ago was predicated upon the presentation provided to the City Council two months ago, when the most recent load forecast was not available.  Several of the specific numbers have changed due to the change in load forecast, though the general trends remain the same.


Is column 10, “Net Cost of Additions” your anticipated cost of new resources to assure compliance with I-937?

Yes.


Why are columns 12 and 14 negative?
The numbers in those columns reflect the comparison of our forecast cost of I-937 compliant resources with the projected cost of a natural gas fired resource contained within the NWPCC’s Sixth Plan, on a levelized, delivered basis.  The main reason for this cost differential is our current Stateline contract, being very cost effective, brings our aggregate cost of all compliant resources down substantially.  When that contract ends, currently 2021, these numbers are unlikely to remain negative.
Conservation 

Each qualifying utility (those with more than 25,000 customers) is required to pursue all available conservation that is cost-effective, reliable, and feasible.  "Conservation" is defined as any reduction in electric power consumption resulting from increases in the efficiency of energy use, production, or distribution.  Additionally, “cost-effective” is defined to meet or reduce the electric power demand of the intended consumers at an estimated incremental system cost no greater than that of the least-cost similarly reliable and available alternative project or resource, or any combination thereof.  The term "system cost" means an estimate of all direct costs of a project or resource over its effective life. 

What are the targets? 

Beginning January 2010, I-937 requires each qualifying utility to establish and make publicly available a biennial acquisition target for cost effective conservation.  This biennial target must be consistent with its identification of achievable opportunities and meet that target during the subsequent two-year period.  
In order to meet the energy savings requirements of I-937, the City of Seattle and Seattle City Light adopted a biennial energy conservation target of 19.68 aMW
 for 2010-2011 and a ten-year conservation potential of 93.67 aMW.  These targets were officially adopted by City Council Resolution 31183, passed on January 25, 2010.  This initial target was based upon the Northwest Power and Conservation Council’s (NWPPC) Fifth Power Plan (2005).  
The NWPPC’s Sixth Power Plan (2010) is more aggressive in pursuing energy conservation than the fifth plan.  The new two year target is approximately 25 aMW for 2010-2011.  City Light anticipates updating its 2006 Conservation Potential Assessment in 2011 and this effort should provide a more accurate portrayal of the conservation potential within the service territory and permit a more accurate determination of the targets. 
It is important to understand the distinction between City budgeted conservation targets and the I-937 targets.  The budgeted energy conservation targets are related to contracted activity i.e., energy savings tied to contracts executed in a particular budget year.  The I-937 targets are based upon completed projects delivering energy savings to City Light; not the budgeted or contracted energy savings.  There is a lag between the time when a contract is initiated (and budget is assigned) to when the contract is completed and the energy savings are realized.  This time lag is typically around one year from contract initiation to completion. 
The following table was presented to the Review Panel by Glenn Atwood

Five Year Plan:  2008-2012 

Energy Saving Targets (aMW) Contracted Projects 
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Note:  I-937 figures are two-year targets and represent completed rather than contracted projects.  Lower figures are savings at customer site, which is how other figures are presented.  Actual targets include credit for avoided transmission and distribution (T&D) losses.  
A slightly modified table is below

[image: image2.wmf]2008

2009

2010

2011

2012

2013

Five Year Plan 

8.4

12.2

14.5

15.1

15.3

NA

Revised Targets

8.4

10.3

12.3

13.6

14

NA

Actual 

10.1

13.2

12.3

projected

I-937*

NA

NA

9.5

10.2

13.8

15.1

* The 2010 & 2011 targets are generated from the 5th Power Plan calculator

The 2012 & 2013 targets are generated from the 6th Power Plan calculator

The targets are reflected as annual; but within I 937 the targets are set in two-year increments



How are the targets measured and reported?
The utilities measure their progress towards the two-year acquisition targets by compiling energy savings from completed projects.  These savings could be delivered by the utility under their standard program offerings to end-use customers, by a third-party entity such as the Bonneville Power Administration or the Northwest Energy Efficiency Alliance, or through increased building codes or appliance efficiency standards.
Utilities are required to report energy savings to the State Department of Commerce every two years.  The first report is due on June 1, 2012.  
What are the costs associated with compliance?

The Conservation Resources Division will need a few more days to research and provide the historical expenditure and energy savings figures requested by the panel.  As a general rule, 1 aMW will cost $2,000,000 from a first-year energy savings perspective.  From a levelized perspective (taking into account the measure life), City Light’s costs are in the range of $15-$40/mWh.
The administrative penalty is $50/MWh, inflation adjusted after 2007.  In order to avoid the administrative penalty, City Light will need the budget necessary to meet these energy savings targets.  Since City Light has been pursuing energy conservation over the last 30 years, much of the lower cost energy conservation has been achieved.  Therefore, complying with I-937’s requirements will require pursuing more costly energy conservation measures and projects. 
� An average mega-Watt (aMW) is equivalent to 8,760,000 kilo-Watt hours (kWh) and the energy savings target for I-937 is expressed as a two-year target.   
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