Pacific Energy Policy Center

4539 Lee Avenue, La Mesa, California 

Phone: 619-463-9035, Fax: 619-465-5742
To: California Energy Commission and California Public Utilities Commission

From: Pacific Energy Policy Center

Subject: Comments on Proposed California Energy Action Plan II Update

Introduction:

The Pacific Energy Policy Center was formed earlier this year to provide retired regulatory agency, utility, and energy service provider policy makers a continuing voice in helping shape California’s energy policies. PEPC staff and associates have decades of experience designing, planning, managing and overseeing energy service programs implemented and administered by California utilities, as well as federal, state and regional funding and regulatory oversight agencies. The current goal of the Center is to provide knowledgeable unbiased and nonpartisan policy advice too interested parties on pro-bono basis.  


PEPC staff and associates were involved in the development of the original California Energy Action Plan (EAP), and we have reviewed proposed updates to that document put forward recently by regulatory commission staff. 

Below are our comments on proposed EAP updates and suggested edits that the Commissions and staff should consider before finalizing EAP II. 

Comments on Proposed Energy Action Plan Updates

1. Expand the Energy Resource Loading Order to treat Demand Response as a stand-alone resource

The original Energy Action Plan (EAP)’s basic energy resource loading order should be expanded to address demand response as a stand-alone activity, instead of lumping it together with energy efficiency.  Early drafts of the original EAP listed energy conservation as the number one priority in the state’s energy resource loading order.  Later in the process, demand reduction was added as a sub-resource under energy conservation. 

The draft EAP II update analysis treats energy efficiency and demand response separately, and the basic resource loading order should be modified to reflect that separation. Energy conservation should be listed as priority number one and demand response should be listed as priority two, followed by renewable resources, fossil fuel generation technologies, etc. The cheapest unit of energy is that which you don’t use. 

The ratepayer funded energy conservation program portfolios managed by the utilities and overseen by the CPUC have been carefully evaluated by the Commissions and found to be cost effective. Those programs have proven to save both peak and base load gas and electricity.  The Commission has adopted aggressive annual energy savings goals for these programs that will stretch the current capacity of the utilities and third parties that run the programs. 

Demand response (DR) is primarily about moving electric demand from peak hours to off peak hours, and may or may not result in permanent baseload energy savings. It deserves to be evaluated, funded and pursued as a stand-alone activity, even though DR efforts should be undertaken in close coordination with the utilities and third party’s energy conservation efforts. 

2. Utilities should be provided an opportunity to earn shareholder rewards for fielding effective and efficient energy conservation programs, and should face significant shareholder penalties for failure to field effective conservation programs

We believe that investor owned utilities (IOUs) should be afforded an opportunity to earn as much shareholder revenue for helping their customers save energy as they can generating, transmission, distributing and selling energy. But for the utilities, energy conservation should not be an all win - no lose proposition. 

In the past, the CPUC has adopted shareholder penalty/ reward mechanisms that allowed IOUs to earn revenues based on a percentage of the avoided cost of saved energy.  The mechanisms also called for the IOUs to face shareholder penalties of conservation program performance fell below standards adopted by the Commission. However, in practice, wide performance bands prevented IOUs from having to take a loss for failing to plan and manage successful conservation programs. 

In the past, utilities’ energy conservation program budgets have been seen as a very small part of overall IOU operations by senior utility managers, with very little bottom line risk for poor performance.  Far more management attention has traditionally been given to capital projects, which allow IOUs to rate base the value of infrastructure investments and earn revenues over the useful lives of those investments.  Funds spent on conservation programs are typically expensed by the IOUs. Utility executives are less interested in these one-time costs than they are in long-term projects what offer them ongoing earnings streams.  The fact that previous CPUC conservation program penalty/reward mechanisms were designed to limit or avoid any negative impacts on shareholder earnings further limited officers’ interest in this kind of activities. 

If a utility ran successful programs that met or exceeded energy savings goals set by the CPUC, they could then ask to be allowed to increase rates to collect shareholder rewards for that performance. But the CPUC’s Annual Earnings Assessment Proceedings have turned into long drawn out affairs that have prevented IOUs from getting immediate feedback on program performance in the form of shareholder rewards of penalties. 

The CPUC should consider and adopt utility penalty/reward mechanisms as part of its final decisions authorizing multi-year conservation program budgets.  Those mechanisms should provide sufficient opportunity to earn shareholder rewards for good performance to capture the attention of senior utility management.  Shareholder penalties for failure to field effective programs should be significant enough to rivet utility executives attention, and require that they invest more personal attention to achieving their company’s conservation program energy savings goals.  

Allowing a utility an opportunity for its shareholders to earn about 10% of its overall energy conservation programs budget for achieving program savings goals may not have that affect. The CPUC should consider adopting new shareholder penalty/reward mechanisms based on a percentage of overall corporate rates of return. Utility executives would surely pay more attention if their company’s conservation program performance could dictate a swing of anywhere from 1% - 3% of their company’s authorized corporate rate of return. 

The CPUC should encourage the utilities to adopt similar program performance penalty/reward mechanisms in any contracts they sign with third parties to manage conservation programs that contribute to the utilities’ energy savings goals. All up and down the line, utilities and third party service providers should face opportunities to profit for achieving good conservation program performance, but also face significant financial penalties for failure to field effective programs. That policy would align all parties’ efforts around  shared goals that would provide the greatest public benefits. 

3. The IOUs should be authorized to install TOU meters on homes and put residential customers on TOU rates ONLY after the CPUC has adopted final decisions finding that is course of action will be cost effective for all California ratepayers

The Commission has begun a proceeding to analyze the cost effectiveness of an aggressive new statewide effort to install time of use (TOU) meters on all business facilities and customers homes over the next few years. After careful consideration, the Commissions should direct the IOUs to move forward on installing TOU meters on medium to small business buildings and putting those companies on TOU rates, especially where individual companies have the capacity of rescheduling work and production shifts to move electricity demand from summer afternoon peak hours to off peak periods. The Commissions should direct the IOUs to carefully examine the impacts on business like restaurants, and similar businesses that typically stay open during peak summer hours, and carefully balance any actions which may harm the profitability of those businesses with the need to reduce statewide peak electric demand. 

The Commission should consider mandating the IOUs to install TOU meters on the homes of residential utility customers only after it has concluded its current demand response analysis proceedings and adopted final decisions finding that residential demand response entailing installation of TOU meters and putting residential customers on TOU rates will be cost effective and will provide sufficient new public benefits to justify such actions.  

As part of that process, the Commission should carefully examine the electricity use patterns of different subgroups of residential customers. Many residential customers work outside their homes. In today’s productivity focused economy, a large percentage of those customers are still at work at 6  pm or stuck in traffic, and therefore don’t contribute to summer afternoon peak electric load.  Putting those customers on TOU rates and installing TOU meters on homes that typically sit unoccupied during peak demand hours will have little or no affect on statewide electric peak demand. 

Other residential customers don’t have jobs to go to, and have little choice but to use electricity on hot summer days. These include elderly retired customers, disabled customers, and low-income families who don’t have jobs to go to.  Each year, a small number of elderly California energy customers die from heat exhaustion during hot summer months because they are afraid to use their air conditioning systems due to their inability to pay high electric bills, and cannot get to regional cool centers. The Commission should carefully examine the potential impacts of installing TOU meters on these customers’ homes and putting them on TOU rates, on an opt-out basis, before authorizing the utilities to do so. 

We believe that language should be added to the demand reduction section of the draft EAP II update that allows installation of automated metering infrastructure in residential homes ONLY after the CPUC has completed its current proceedings and found that residential demand response will be cost effective. A commitment should also be made to implement demand reduction in a manner that will not harm California's poor, elderly and disabled energy customers.
4. Ensure that EAP updates don’t include actions that may jeopardize the health and welfare of California’s poor, elderly and disabled utility customers 

The original EAP includes a basic commitment to preserving the health and welfare of California's elderly, poor and disabled energy customers. It states “The agencies also will work to ensure that low-income populations do not experience disproportionate adverse impacts from the development of new energy systems
.” 

While there is language to that affect in the energy efficiency section of EAP II, we would like to see that commitment made on a more global basis, at the front of the document, instead of being limited to only one section of the proposed plan.  In all areas of endeavor, the Commissions should ensure that poor, elderly and disabled energy customers are not harmed by actions taken to implement the state’s Energy Action Plan. 

5. Language should be added to the section on new electricity infrastructure section of the EAP calling for new transmission line to be constructed only when we can do so without endangering California's parks and wilderness areas and without harming our state’s natural resources

In the draft EAP II section on electricity infrastructure additions, much is said regarding the need for new transmission lines. But other than passing reference to “environmentally sound” new generation resources and supply development, the draft is silent on the need to ensure that new transmission

projects be sited and designed in a manner that avoids or minimizes any harm to California’s environment, especially to its parks, nature reserves and wilderness areas.  California’s unchecked sprawl development has limited the areas of the state where utilities and regulators can locate and build new transmission lines without running into “NIMBY” problems with local residents. 

This growing problem should not be mitigated by adopting state regulatory policies that would allow new electricity transmission lines to be run through national or state parks, natural resource preserves or wilderness areas, just because fewer people live there, and the animals residing in those areas can’t vote. The regulatory commissions should work with the utilities and other parties to site new transmission lines in a manner which allows greater access to renewable energy resources, and which protects the state’s natural resource areas. 

6. Language should be added to the Natural Gas Supply and Demand  section of the EAP that calls for implementing LNG plans in a manner that assures public safety and preserves our natural environment
The state should promote investment in additional interstate gas pipeline capacity, increased use of in-state gas storage, and pursue access to liquefied natural gas (LNG) facilities only where they can be constructed and operated in a manner that ensures ongoing public safety and safeguards the coast’s natural resources. 

7. The Transportation Fuels section of EAP II should be expanded to call for additional actions to limit sprawl development throughout the state 

Today, millions of Californian’s burn hundreds of millions of gallons of gasoline sitting in their cars in gridlock traffic jams caused by sprawl development. Local governments have proven incapable of standing up to development industry pressures for upzoning outlying rural areas around metropolitan centers to allow additional sprawl housing subdivisions to be built. State residents, seeking affordable housing and conditioned by millions of dollars in building industry advertising, are moving into sprawl exurbs far from their jobs. Thousands of new outlying sprawl subdivisions dump millions of cars daily onto already overloaded state highways. 

This results not only in huge waste of transportation fuel. It also produces serious air quality problems that are ruining the health of California’s children. 

The regulatory agencies cannot adopt goals to reduce vehicle fuel consumption and cut down on the number of single driver commutes on our freeways without attacking the underlying cause of those problems. 

The CEC should work with the legislature to expand its existing PLACE(3)S – (PLAnning for Community Energy, Environmental & Economic Sustainability) program, which offers local governments information on the energy implications of their land use planning and zoning decisions.   This effort should generate to new state legislation requiring local governments to curtail land use planning and zoning actions that leads to additional sprawl development that create additional vehicle fuel waste and further foul the air we breathe. 

The Commissions should also consider developing and adding a new land use planning and zoning section to EAP II to further address these issues. 

8. Ratepayer funded energy Research and Development (R&D) efforts should be focused less on long-term theoretical exercises and more on applied R&D leading to the commercialization of effective new energy conservation measures within the next 1-5 years

Recent legislation and CPUC decisions have transferred ratepayer funded electricity and gas R&D from the utilities management to control by the CEC. The IOUs traditionally worked closely with appliance and equipment manufacturers and with trade organizations like the Electric Power Research Institute (EPRI) and the American Gas Association (AGA). Under the IOUs, the focus was on development of new appliance standards and the production of new cutting edge electric and gas appliance and equipment that produces the same services for far less energy. Emphasis was put on getting new products out of the manufacturer’s laboratories, field beta tested, and into commercial use as quickly as possible while ensuring user safety. 

More recently, ratepayer R&D appears to have become more focused on funding a statewide network of consultants doing long term theoretical studies that may or may not prove useful in reducing the energy demand of our statewide electric and natural gas systems. The CEC needs to work more closely with appliance and equipment manufacturers, and with industry groups like EPRI and AGA to refocus R&D spending on getting more efficient new appliances into commercial production and into customers homes and businesses. It should set clearer, time bound goals focused more on getting new super efficient gas and electric appliance and equipment into customers hands within 1 to five years, rather than spending large sums of R&D money on endless theoretical studies which aren’t required to produce any real increases in system efficiencies. 

Submitted by:

Don Wood, Senior Policy Advisor

Dwood8@cox.net

ATTACHMENT 1

Recommended Edits to Draft Energy Action Plan II Document
Our overarching goal is for California’s energy to be adequate, affordable, technologically advanced, and environmentally sound.  California’s energy systems should be designed to be as efficient as possible, thereby reducing the amount of additional energy resources needed to meet growing customer demand. Energy should be adequate and reliable, provided when needed and where needed.  Energy must be affordable to households, business and industry, and avoid environmental damage.  We must use advanced technologies and we need to improve economic and environmental conditions to lead the way to a better energy future.  These goals affirm the original objectives of EAP I.
We will achieve these goals by implementing specific and measurable actions throughout California’s energy sector.  In a significant expansion of the electricity and natural gas focus of EAP I, the scope of this new Road Map includes transportation fuels, reflecting the importance of these energy resources in California’s energy picture and the potential impacts of their use on the environment.  It also emphasizes that research, development and demonstration activities are critical to implementing energy goals. The regulatory agencies will continue to ensure that new actions taken do not jeopardize the health and welfare of California’s poor, elderly, and disabled energy customers.  

We continue to support strongly the “loading order” – endorsed by Governor Schwarzenegger – that was at the heart of the first EAP and which describes our preferences for future resource additions.  Energy efficiency will remain the State’s preferred means of meeting growing energy needs, and demand response has been treated as a stand alone activity to reflect added attention the regulatory agencies have given to this activity over the last two years.  After cost-effective efficiency and demand response, we turn to renewable sources of power.  To the extent that energy efficiency, demand response and renewable resources are unable to satisfy increasing energy and capacity needs, we support clean fossil-fired generation.  Simultaneously, the bulk electricity transmission grid and distribution facility infrastructure will be improved in an environmentally sensitive manner to support growing demand centers and the interconnection of new generation.

We also see the need to provide open, transparent, and compelling information and education to all stakeholders and energy consumers in the State.  The agencies are committed to more effective information dissemination through increased cooperation among all branches of government, businesses, and energy organizations.  In particular, we pledge to remove remaining barriers to transparency in the procurement processes in the State and to increase outreach to consumers by providing improved education and services regarding energy efficiency, demand response, rates, climate change, and the opportunities to reduce the environmental impacts of energy usage.

The Energy Action Plan is intended as an implementation roadmap for the entire State, not only the 75-80 percent of California that is served by investor-owned utilities.  While some of the actions described herein apply solely to investor-owned utilities, in general they should be seen as applying equally to the municipally owned utilities, even when that aspect is not specified.  The regulatory agencies will work with the legislature to encourage municipal utilities to adopt the policies and practices described herein. 

B.
EAP I Accomplishments

Since 2003, California has worked diligently and successfully to implement EAP I, as described below.  The many successes are described in Appendix A.  They include:

· Establishment of aggressive energy efficiency conservation goals for the State’s investor-owned utilities (IOUs) of 2,631 gigawatt hours (GWh) annually by 2013.

· Adoption of new building and appliance standards, effective in 2005 and subsequent years.

· Increase in demand response goals of over 1,200 megawatts (MW) by 2005.

· Initiation of proceedings to oversee the rollout of advanced metering infrastructure in utility service areas over the next 3-5 years.

· Setting in motion the acceleration of the State’s Renewable Portfolio Standard from 2017 to 2010 and beginning approval of contracts for new renewable projects in California.

· Permitting of 8,345 MW of new generation, approximately 7,000 MW of which has become operational.

· Construction and dedication of additional transmission on Path 15, the major interconnection between northern and southern California.

· Establishment of working groups to facilitate transmission projects to access renewable resources in the Tehachapi and Salton Sea areas.

· Addition of over 1,000 MMcfd of interstate pipeline capacity bringing natural gas to California and over 20 Bcf of storage capacity. 

·  Initiation of a proceeding to achieve 3,000 MW of distributed solar systems in California.

· Establishment of a natural gas research and development program to facilitate more efficient use of natural gas in California.

· Establishment of greenhouse gas reduction targets for California.

II.
Specific Action Areas

1. Energy Efficiency 

As stated in EAP I and reiterated here, energy efficiency is the resource of first choice for meeting California’s energy needs.  Reliance on energy efficiency to the maximum extent possible in California will minimize the state’s contribution to climate change impacts.  California’s energy efficiency programs are the most successful in the nation for achieving cost‑effective reductions in energy use.  These savings are the result of continued progress in cost‑effective building and appliance standards and from ongoing approval of new and augmented efficiency programs implemented by investor-owned utilities (IOUs), customer‑owned utilities, and other entities.  To achieve the full energy efficiency potential that exists in California, we must focus not only on developing and supporting programs, but also on adequate evaluation, measurement, and verification of efficiency programs, increased public outreach and education, and research, development, and demonstration.  The agencies will take the following specific actions:

KEY ACTIONS:

1. Significantly expand efforts to improve public awareness and adoption of energy efficiency.  Special attention should be given to low income, non-English speaking, and other hard-to-reach communities.

2. Implement the Governor’s Green Buildings Initiative to improve the energy use in all State and commercial buildings by 20 percent by 2013.

3. Adopt new appliance standards, effective in 2005 and 2006, supplementing those adopted in December 2004.

4. Moved to demand response section.

5. Increase the availability of State-sponsored low-interest loans for energy efficiency and clean distributed generation investments.

6. Approve IOU and third party 2005-2007 energy efficiency funding by late 2005, and add, verifiable performance incentives for IOU energy efficiency investments that are comparable to incentives for supply investment options in 2006. Provide IOU shareholder rewards for fielding successful energy efficiency programs and significant shareholder penalties for failure to do so. 

7. Update utility evaluation, measurement and verification (EM&V) protocols so that energy efficiency is fully integrated into resource planning, emission reduction benefits are quantified, and compliance goals are verified.

8. Identify and support opportunities to reduce the energy needed to operate water storage, conveyance and treatment systems.
9. Adopt the AB 549 Report on efficiency in existing buildings and pursue legislation and regulations to implement its findings. Identify and pursue additional ways to increase the energy efficiency of existing buildings, including consideration of new state legislation mandating residential weatherization at the time a home is sold.

2.
Demand Response 

California is in the process of transforming its electric utility distribution network from a system using 1960s era technology to an intelligent, integrated network system that is focused on information technology.  This transformation can decrease the costs of operating and maintaining the system and also provide end-use customers with accurate information on energy use and cost.  With the implementation of well-designed dynamic pricing tariffs, California can lower consumer costs and increase system reliability.  In order to achieve this transformation, the agencies will increase the emphasis on ensuring that appropriate, cost-effective technologies are chosen, on public education regarding the benefits of such technologies, and on developing tariffs and programs that result in cost-effective savings.

KEY ACTIONS: 
1. Issue decisions on the proposals for statewide installation of advanced metering infrastructure for all small commercial  IOU customers by early 2006. 

2. Adopt new building standards that include demand response technologies and consideration of integrated photovoltaic systems and other clean on-site generation, for implementation in 2008.

3. Adopt, as appropriate, dynamic pricing tariffs for summer 2006, particularly critical peak pricing tariffs for all commercial and industrial customers with advanced metering systems.

4. Authorize IOUs to install advanced metering infrastructure and adopt time of use rates for residential customers only after the CPUC has adopted final decisions finding residential demand response to be cost effective for all California ratepayers.  

5. Educate Californians about the time sensitivity of energy use and the benefits and effects of dynamic pricing tariffs.

6. Create standardized mechanisms to measure and evaluate demand response to ensure savings are verifiable.  

7. Integrate demand response into the IOUs’ procurement efforts and California’s planning protocols.

8. Facilitate market designs that provide a “level playing field” for demand response opportunities.

9. Identify and support new opportunities to reduce electricity demand related to the water supply system during peak hours.

3.
Renewables 

California can reduce its greenhouse gas emissions, moderate its increasing dependence on natural gas, and mitigate the associated risks of price volatility by aggressively developing renewable energy resources to meet the Renewable Portfolio Standard (RPS) requirements.  The RPS requires 20 percent of IOU energy sales to come from renewable sources by 2017.  In the EAP, we incorporated the acceleration of the 20 percent target from 2017 to 2010.  We are analyzing the steps necessary to achieve Governor Schwarzenegger’s higher renewable standard goal of 33 percent of electricity sales by 2020.  The state must ensure that the utilities’ RPS and other procurement activities are sufficient to reach state policy goals, streamline and make transparent its approval processes, ensure that funding for renewable resources reflects policy priorities, and provide the necessary infrastructure for delivery of power from new renewable projects.  We intend that our increasing reliance on renewable resources in California and the western region will help mitigate energy impacts on global climate change and the environment, without diverting ratepayer resources from existing statewide energy efficiency program efforts.

KEY ACTIONS:
1. Approve expeditiously contracts from the initial IOU RPS solicitations and interim renewable solicitations and approve agreements for any necessary supplemental energy payments.

2. Facilitate the IOU RPS solicitations for 2005 and beyond, while incorporating improvements in the planning and procurement process.

3. Ensure new transmission lines are built to access renewable resources through the state’s comprehensive, integrated transmission planning process.

4. Develop and implement a program to achieve the 3,000 MW goal of the Governor’s “1 Million Solar Roofs” initiative.

5. Identify and implement procedures for integrating an increasing amount of renewable resources into the electricity grid, and for streamlining permitting and market structures that facilitate development of needed renewable resources.

6. Implement RPS standards for energy service providers (ESPs) and community choice aggregators (CCAs) to ensure all load serving entities are participating in the RPS program.

7. Work with customer-owned utilities in the development of their RPS plans and incorporate their results in a comprehensive statewide review to ensure that California reaches its renewable energy goals statewide.

8. Identify western state policies and strategies to achieve production of 30,000 MW of clean energy across the west by 2015, consistent with the Western Governors’ Association initiatives.

9. Complete the Western Renewable Generation Information System (WREGIS) to accurately account for renewable generation through an electronic certificate tracking system while also laying the necessary groundwork for studying and potentially implementing a renewable energy credits (RECs) trading system for meeting RPS goals.

4.
Electricity Market Structure

To promote dependable, affordable, environmentally responsible wholesale and retail markets, the agencies, working in cooperation with the CAISO, must foster sound market rules, increase regulatory certainty, and improve coordination with the rest of the West’s electrical system.  Californians pay some of the highest utility rates in the nation and the State must take action to decrease overall retail energy bills and to improve rate structures so that rates are transparent and consumers have the tools to manage their energy usage.  The agencies commit to reducing total retail energy bills by all means possible, including supporting programs for energy efficiency, demand response, and self-generation, assuring that the utilities’ supply portfolios are least cost, and increasing education and outreach.  Partnering with private industry, the State will also identify and implement actions, such as the development of capacity markets, to enhance reliability and promote investment in energy infrastructure serving California.

KEY ACTIONS:

1. Complete and implement by February 2007, the CAISO’s Market Redesign and Technology Upgrade (MRTU) to reform California’s wholesale electricity market and to ensure adequate market mitigation to protect California consumers.

2. Complete and refine, as necessary, the current IOU electricity procurement process to ensure that it is transparent, open and fair, proceeds in a timely fashion, and achieves California’s resource adequacy requirements.

3. Restructure the IOU rate-making process to reduce the number of proceedings, create more transparency in consumer electricity rates and adopt rates based on clear cost-causation principles.

4. Develop rules that would allow for an effective core/non-core retail market structure, including mechanisms to guard against cost-shifting, preserve reliability, and achieve RPS goals.

5. Work to develop capacity markets, including possible tradable capacity rights and obligations, to create appropriate incentives and flexibility for power plant development. 

5.
Electricity Infrastructure 

Significant capital investments will be needed over the next decade to augment existing facilities, replace aging infrastructure and ensure that California’s electrical system can meet current and future needs at reasonable prices without over-reliance on a single fuel source.  Even with the emphasis on energy efficiency, demand response, and renewable resources, investments in conventional power plants will be needed.  The State will work to establish a regulatory climate that encourages investment in environmentally-sound conventional electricity generation resources.

In addition, an expanded electric transmission system infrastructure is required to mitigate grid congestion and bring new renewable and conventional power plants on line, while safeguarding California’s natural resources.  Transmission planning and permitting must provide a more timelier, seamless, and comprehensive statewide process for moving transmission projects through the planning phase and into construction.  Finally, the distribution system, which has the most direct effect on reliable service for consumers, must be continually updated and reinforced.  
KEY ACTIONS:

1. Ensure that all load serving entities (LSEs) meet the state’s adopted reserve and resource adequacy requirements of a 15-17 percent planning reserve by June 2006 through a reasonable mix of short-, medium- and long-term resource commitments.

2. Encourage cost-effective and environmentally-sound supply development to ensure reliability and consistency with the State’s energy priorities.

3. Manage California’s aging electricity infrastructure to coordinate maintenance and outages and manage retirements.

4. Encourage development of environmentally-sound distributed generation projects.

5. Develop and implement an integrated, comprehensive, statewide transmission planning process that eliminates bottlenecks, improves reliability, and accesses new renewable resources, while protecting California’s natural resources.

6.  Establish a statewide transmission corridor planning process to create and protect critical transmission corridors for potential future development that does not negatively impact existing state parks and natural resource preserves. 

7. Develop a streamlined methodology to expedite environmental assessment, siting and certification review of proposed transmission projects.

8. Apply environmental adders as a resource selection criterion in IOU procurement decisions. 

6.
Natural Gas Supply and Demand 
To ensure reliable, long-term natural gas supplies to California at reasonable rates, the Agencies must first work to reduce or moderate demand for natural gas.  Because natural gas is becoming more expensive, and because electricity demand growth is expected to be met significantly by increases in natural gas-fired generation, reducing consumption of electricity and diversifying electricity generation resources are major elements of any plan to mitigate natural gas supply problems.  The State must also promote infrastructure enhancements, such as additional interstate pipeline capacity and increased use of in-state storage, and seek to diversify our supply sources, including access to liquefied natural gas (LNG) facilities on the west coast, while assuring ongoing public safety and protecting the coast’s natural resources.  

KEY ACTIONS:
1. Ensure that utility and privately-owned natural gas backbone and receipt point capacity, storage capacity, and local transmission capacity are sufficient to meet California’s peak demand needs. 

2. Support the development of additional in-state natural gas storage to enhance reliability and mitigate price volatility.  

3. Support the State’s LNG Interagency Permitting Working Group and a process to facilitate the evaluation of LNG facility proposals.

4. Establish standards for the timing of and payment for capacity additions and for firm rights to transmission access. 

5. Establish rules for emergency supply and backstop capacity for non-core customers.

6. Evaluate the appropriateness of current rules for natural gas quality.
7. Encourage solar hot water heating to reduce the reliance on natural gas for water heating.
7.
Transportation Fuels 

Transportation of California’s goods and population constitutes the third major energy area (in addition to electricity and natural gas) that requires actions to ensure a secure future.  Today, California’s gasoline and diesel markets are characterized by increasing demands, tight supplies, barriers that make it difficult to reduce demand and increase supplies, and high and volatile prices. California’s petroleum-based fuel import, storage, and processing facilities have little excess capacity, but expansion of supply infrastructure is time-consuming and difficult. California imports about half of the petroleum and petroleum products it uses and its dependence on this increasingly expensive energy resource continues to grow.  Further, petroleum-based transportation fuel is a major contributor of carbon dioxide, the principal global climate change catalyst.  California must find ways to reduce its use of oil in all cost-effective ways, such as reducing sprawl development, driving more fuel efficient gasoline and diesel vehicles, adopting new automotive technologies such as hybrids and fuel cells, finding substitutes for oil, reducing single-passenger vehicle commutes, and reducing congestion.  At the same time, we must ensure continuing supplies of clean gasoline and diesel to sustain California’s economic vitality.

KEY ACTIONS 

1. Support state legislation that establishes a goal and time frame to set California on a path to reducing its dependence on petroleum fuels, and establish a process to monitor and measure the state’s progress in reducing consumption of petroleum fuels.

2. Establish a coalition with other states and stakeholders for the purpose of influencing the federal government to double the Corporate Average Fuel Economy (CAFE) standards.

3. Support federal legislation to allow the purchase of high-efficiency gasoline and diesel vehicles in meeting the fleet procurement rules of the Energy Policy Act.

4. Increase the use of high-efficiency and dedicated non-petroleum fueled vehicles in state and local fleets, and identify cost-effective opportunities to expand the infrastructure for fleet use of non-petroleum fuels.

5. Initiate and support a vehicle efficiency education program.

6. Ensure that California port authorities accommodate the need for critical petroleum importing infrastructure in port-related strategic planning processes.

7. Ensure that permitting of critical petroleum infrastructure is carried out in an expeditious and environmentally-sound manner.


8. Establish a strategic planning process with local governments and regional planning organizations to identify opportunities to reduce transportation energy consumption through improved public transit, improved regional and local land use planning and zoning practices.

9. Pursue policies that simultaneously achieve reductions in petroleum fuel use as well as criteria pollutant and GHG emissions.

10. Undertake an independent biennial review of the California Hydrogen Highway Network effort and the state of hydrogen technologies; initiate and lead an outreach plan to inform the public of the benefits and objectives of the California Hydrogen Highway Network

11. Complete the first 100 hydrogen stations in the State on a 50/50 funding match basis with the private sector.

8.
Research, Development, and Demonstration
Technological innovations are necessary to California’s continued success in the energy field.  The agencies are committed to encouraging research, development, and demonstration (RD&D) in technologies that will allow California to achieve its policies to make energy efficiency and renewable resources both more effective and more cost-competitive.  We must work with and encourage appliance and equipment manufacturers to make new more energy efficiency measures available to commercial markets in a more timely manner. We must encourage RD&D for conventional generation sources and transportation fuels to reduce emissions, increase efficiency, and help mitigate environmental impacts.

1. Translate RD&D on energy efficiency technologies into future energy efficiency tools and standards to ensure continuing technology improvements.

2. Work more closely with appliance and equipment manufacturers and industry associations to beta test and bring new energy efficiency measures to market in a more timely manner. Focus more R&D funding on commercialization of new efficiency measures within 1 – 5 years. 

3. Allocate R&D funding for energy efficiency and demand response, including new communication and control technologies, planning models, end-use technologies, software and valuation methodologies, in accordance with policy priorities.

4. Reflect public policy priorities in RD&D funding for new renewable technologies and greenhouse gas mitigation technologies, including efficiency and renewable generation technologies, as well as transportation sector fuel and efficiency improvements.

5. Implement cost-effective dry-cooling technologies and reduce once-through cooling practices to minimize the impact of new generation on California’s water resources.

6. Align public purpose natural gas RD&D to reflect supply policies affecting biogas, syngas, and improved long-term storage reservoir management, safety and efficiency.  

7. Support RD&D to improve the efficiency of light-, medium-, and heavy-duty gasoline and diesel vehicles; reduce the cost of producing, distributing and dispensing non-petroleum fuels; use biomass waste material in producing transportation fuels; improve state-of-the-art vehicle technologies; and capitalize on the synergies of mobile and stationary applications.

8. Support clean coal technology research and development, and continue to develop methods for capturing and storing significant amounts of CO2, either as an integral part of the energy conversion process or in pairing with external CO2 sequestration.

9.
Climate Change
Governor Schwarzenegger signed an Executive Order on June 1, 2005, that continues California’s leadership position in the fight against global warming and environmental protection by establishing greenhouse gas (GHG) emission reduction targets.
   The targets call for a reduction of GHG emissions to 2000 levels by 2010; a reduction of GHG emissions to 1990 levels by 2020; and a reduction of GHG emissions to 80% below 1990 levels by 2050.  Implementation of state agency programs that reduce or avoid additional carbon emissions will be critical in ensuring that the Governor’s policy goals are met.  The Governor has identified CalEPA as the lead agency to coordinate efforts and has called upon the CEC, CPUC and other agencies to be active players in ensuring the Governor’s targets are met.

California must identify, monitor, reduce, and offset adverse effects on the environment from the growing demand for energy.  Global climate change is the most serious concern and immediate, significant steps must be taken to address climate change.  Its symptoms are already evident in California.  Developing energy efficiency, demand response, and renewable resources to the maximum extent possible in California and the western region will minimize our contribution to climate change.  Progress on alternative transportation fuels and efficiency of transportation use will help to minimize climate change impacts and to provide better air quality in California.

KEY ACTIONS: 

1. Implement programs needed to meet the Governor’s GHG emission reduction goals, track the emission reductions achieved by such programs, and provide regular updates on the progress made toward meeting the goals.

2. Establish 2010, 2020, and 2050 (GHG) reduction targets for the IOUs to track progress on meeting the Governor’s GHG emission reduction targets.

3. Coordinate with CalEPA on the proceeding that is reviewing establishment of a cap and trade program for IOUs.

4. Coordinate with other state agencies and stakeholder groups to develop strategies to reduce greenhouse gas emissions.

5. Ensure that electricity supplies serving California, from any source, are consistent with the Governor’s climate change goals.

6. Participate in public outreach efforts to educate residents and businesses in California on climate change impacts and actions to mitigate emissions.

7. Encourage all participants in the electricity and natural gas industry to participate in the California Climate Action Registry and improve reporting of GHG emissions.

8. Participate fully in regional initiatives, such as the Western Governors Association’s Clean, Diverse Energy Advisory Committee (CDEAC) efforts and the West Coast Climate Initiative.

9. Identify methodologies to quantify the expected costs and benefits of climate change policies.
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� See Executive Order S-20-04, dated December 14, 2004, at <� HYPERLINK "http://www.dot.ca.gov/hq/energy/ExecOrderS-20-04.htm" ��http://www.dot.ca.gov/hq/energy/ExecOrderS-20-04.htm�>.


� View the Governor’s press release at <� HYPERLINK "http://www.governor.ca.gov/state/govsite/gov_htmldisplay.jsp?sCatTitle=Press%20Release&sFilePath=/govsite/spotlight/august20_update.html" ��http://www.governor.ca.gov/state/govsite/gov_htmldisplay.jsp?sCatTitle=Press%20Release&sFilePath=/govsite/spotlight/august20_update.html�>.





� See WGA Policy Resolution 04-14, June 22, 2004, at <� HYPERLINK "http://www.westgov.org/wga/policy/04/clean-energy.pdf" ��http://www.westgov.org/wga/policy/04/clean-energy.pdf�>.


� Executive Order S-3-05.


� See WGA’s Clean and Diversified Energy Initiative webpage at <� HYPERLINK "http://www.westgov.org/wga/initiatives/cdeac/index.htm" ��http://www.westgov.org/wga/initiatives/cdeac/index.htm�>. Also see <� HYPERLINK "http://www.climatechange.ca.gov/westcoast/index.html" ��http://www.climatechange.ca.gov/westcoast/index.html�> for information on the Global Warming Initiative.
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