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Regional Dialogue

BPA’s Treatment of Conservation and Renewables

A Proposal

Steve Weiss – NW Energy Coalition – February 17, 2006
I.  Competing Interests

1. Equity – Slow-growing and full-requirements utilities’ costs for conservation and renewables in their rates go disproportionately to fast-growing and generating utilities, who also receive more of the benefits.  These utilities have therefore supported decrementing of conservation obtained through bilateral contracts and Con-Aug.

2. Incentives – Utilities have more incentive to acquire conservation and renewables if these investments avoid Tier 2 rather than Tier 1 prices.  This applies to the incentive to both spend their own funds or participate in BPA’s programs.  Decrementing reduces this incentive.  In addition, in general, utilities are averse to losing Tier 1 and being forced further or faster into Tier 2.

3. Targets – BPA has adopted as its target “its share” of the Council’s regional conservation (and renewables) target.  Questions arise over whether or not to count conservation funded by utilities, either generating and non-generating utilities.  

4. Side Issue:  Bush Administration proposal – If BPA decrements utilities’ Tier 1 amount, it will have a larger footprint and be selling more into the secondary market and tempting more involvement by DC politicians.

II.  Solutions

Bonneville’s Proposal – BPA is currently leaning toward decrementing utilities’ Tier 1 for conservation and renewables paid for by BPA and reselling the power into the market (or to Tier 2 at market prices).  This solution addresses the equity issue, but removes the price incentive.  It also muddies the target issue, because conservation and renewables acquired by full-requirement customers on their own nickel will not count, even though conservation in their territories is clearly part of BPA’s target.  Finally, this proposal will, over 20 years, reduce the size of Tier one by over a thousand MWs, forcing even non-growing utilities into Tier 2 and providing OMB with much opportunity for mischief. 

Alternative Proposal – BPA would not decrement utilities for conservation or renewables, whether self-funded or with BPA funds.  However, funding levels would be adjusted proportionally to the percentage of a utility’s load that is placed on Bonneville.  In addition, BPA would count all conservation and renewables acquired in the same proportion as their load placed on Bonneville, no matter how funded, toward BPA’s regional target.  This proposal addresses each of the competing interests.


Example – A utility has 300 MWs of load, 100 served by BPA.  If BPA programs paid $1.5 M per MW generally, it would only pay $0.5 M per MW to this utility.  BPA would also credit only one-third of each MW achieved in the utility’s territory, regardless of funding, toward achieving its share of the Council’s targets.

***

Note on “Side Issue” – Even if BPA ultimately decides to stick with its decrementing proposal, it should consider one change in how it disposes of the decremented MWs.  Instead of reselling decremented MWs into the market as additional secondary sales, Bonneville should use them to augment Tier one.  

Example – Assume that a utility has a Tier 1 HWM that represents 1% of the total Tier 1, and that BPA achieves 1 MW of conservation or renewables in that utility.  The utility’s Tier 1 is reduced by a MW.  But instead of monetizing that MW, BPA would add it to the Tier 1 pool.  The utility would then receive 99.01 MWs as its Tier 1, rather than just 99.  But of course other utilities are also being decremented, so the utility would get .01 MW of each of those decrements as well.  (Note, if each utility did exactly its proportional amount of conservation and renewables achieved by Bonneville, it would not be decremented at all.)  Utilities not able to use all of this additional Tier 1 could be offered a rate discount equal to the market value.  

This solution helps avoid the Bush problem, but it also helps with another issue.  That is the interest expressed by some utilities that they would like to avoid being pushed into Tier 2 any faster than necessary.
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