PUC Reexamination of Provisional Rules on Incorporating


Renewable Resources into Standard Offer Mix
January 30, 2006

January 30, 2006

Honorable Philip Bartlett, Senate Chair

Honorable Lawrence Bliss, House Chair

Joint Standing Committee on Utilities and Energy

Augusta, ME 04333

Re:
Reexamination of Provisional Rules on Incorporating Renewable Resources into Standard Offer Supply

Dear Senator Bartlett and Representative Bliss:

By letter dated June 1, 2005 (a copy of the letter is attached), the Utilities and Energy Committee (Committee) asked the Commission to revisit major substantive rules that were submitted for legislative review during the 2005 session.  The rules, which were provisionally adopted by the Commission, would have provided standards and procedures for incorporating new renewable resources into the standard offer supply mix.  For reasons summarized below, the Commission recommended that the Committee not authorize the rule.  The Legislative Resolve on the major substantive rule, Resolves 2005, ch. 65, did not authorize the rule, but did state that the Commission may submit rules on the same subject matter for review during the 2006 session (a copy of the Resolve is attached).  The Committee’s June 1st letter articulated some of the concerns it had with the major substantive rules and concluded:



While the committee did not arrive at consensus on what


direction to give the commission on the matter, it did decide



it would be useful for the commission to revisit the rule and 

submit the results next session.  This letter is to request the commission undertake this reexamination.

This letter provides the results of the Commission’s reexamination of the issues raised by the submission of the major substantive rules. 
Background


During its 2004 session, the Legislature enacted an Act To Promote Economic Development in the State by Encouraging the Production of Electricity from Renewable and Indigenous Resources.  P.L. 2003, ch. 665 (Act).  Section 2 of the Act (codified at 35-A M.R.S.A. § 3212(4-A)) required the Commission to promulgate major substantive rules establishing standards and procedures for incorporating renewable resources into the standard offer supply mix.  The Act specified that the rules must provide for the incorporation of new renewable resources into the standard offer supply only if such action would reduce price volatility, offer an effective hedging strategy, and provide a competitively priced supply option.

As required by the Act, the Commission conducted a rulemaking proceeding to consider the best means to incorporate new renewable resources into the standard offer supply consistent with the Act’s provisions.  On February 23, 2005, the Commission provisionally adopted rules that would establish standards and procedures for the periodic solicitation by the Commission of long-term bids to supply portions of the standard offer load from new renewable resources.  Amendments to Incorporate Renewable Resources Into Standard Offer Supply (Chapter 301), Order Provisionally Adopting Rule, Docket No. 2004-606 (Feb. 23, 2005).  Consistent with major substantive rulemaking procedures, the Commission submitted the provisional rules to the Legislature for review.

Legislative Review


The Commission’s provisional rules came before the Committee in the form of a Resolve that would authorize final adoption of the rules (L.D. 1392).  During the hearings on the Resolve, the Commission presented testimony in opposition to the authorization of the provisional rules (a copy of the Commission’s April 27, 2005 testimony is attached).  As stated in the April 27th testimony, the Commission summarized its opposition to the rules as follows:



The Commission opposes adopting the amendments



because they would place the costs and risks of the 



State’s policy of promoting the development of new 

renewable resources on standard offer customers, while

the benefits of that policy affect the public more generally.

Because the majority of smaller customers receive 

generation through the standard offer, the costs would

fall disproportionately on Maine’s smallest consumers.
The Commission went on to explain that it already had adequate authority to procure standard offer supply in a manner that reasonably hedges against price volatility and that it had recently implemented that authority through the adoption of a bid segmentation approach for the residential and small commercial classes.  That segmentation approach reduces price volatility for these classes by the solicitation of supply for only one-third of the standard offer load each year.  Because the Commission had already acted to reduce price volatility in a commercially reasonable manner, we testified that the new renewable resource supply requirement that would be established through the adoption of the provisional rules would only act to increase the cost of price hedging.  Thus, the provisional rules would primarily be a means to promote new renewable power (rather than a least costly price hedging mechanism) that would be paid for only by standard offer customers.  The Commission concluded that this result would simply be unfair.
As mentioned above, the Committee voted not to approve the provisional rules, but did authorize the Commission to submit revised provisional rules during the next legislative session.  That legal authorization was accompanied by the June 1st Committee letter formally requesting that the Commission undertake a reexamination of the matter.

Commission Reexamination 

The Commission has carefully reexamined the matter and has decided not to submit revised provisional rules for consideration during this session.  The Commission’s concern that caused it to oppose the provisional rules submitted during the last session is based on a fundamental flaw with the implementing statute.  That statute, 35-A M.R.S.A. § 3212(4-A), authorizes the Commission to procure long-term arrangements with renewable generators only to provide supply for standard offer service.  This results in the basic fairness issue described above.  Because the fairness issue is inherent in the implementing statute, the problem cannot be addressed through a revision of the provisional rules.  As stated in the Commission’s April 27th testimony, if the Legislature wants to use the standard offer procurement process as the means to promote new renewable resources, the provisional rules submitted last session represent the best approach within the limits of the implementing statute.  The Commission continues to recommend against such action.  

The Commission, however, has been working with some members of the Committee and as a participant in the Renewable Resources Stakeholder Group to develop the aspects of a long-term contracting program that would promote the development of renewable resources and provide a price hedge to a wider range of electricity customers.  The program would be developed so that the benefits, costs and risks are spread through the population of electricity ratepayers, rather than just standard offer customers.  The Commission’s efforts in this regard are described in an August 11, 2005 letter to the Committee Chairs (a copy of the letter is attached) and in a November 30, 2005 report by a sub-group on long-term contracts to the Renewable Resources Stakeholder Group (a copy of the report is attached).  The Commission understands that the Renewable Resources Stakeholder Group submitted its final report to the Committee earlier this month. 

The Commission looks forward to continuing the dialogue with the Committee on the issues surrounding the promotion of renewable resources, long-term contracting, and the hedging of price volatility.







Sincerely, 





Public Utilities Commission






Kurt Adams, Chairman






Stephen L. Diamond, Commissioner






Sharon M. Reishus, Commissioner

Attachments

cc:
Members of the Utilities and Energy Committee


Lucia Nixon, OPLA     
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