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Re:  TURN’s Comments on Energy Action Plan II

Dear President Peevey and Chairman Desmond:

The Utility Reform Network (TURN) submits these comments on the draft Energy Action Plan II issued June 8, 2005.  TURN apologizes for submitting the comments a day late; an internal miscommunication caused the delay.  
A substantial portion of the EAP II is devoted to self-congratulations for what has been accomplished since 2002.  While much has indeed been accomplished, much work remains to be done.  Unfortunately, the EAP II risks deflecting attention from maintaining the state’s momentum toward a sustainable and rational energy future by including elements seeking to reinvigorate retail competition, to commit the state to “clean energy” that is a fossil fuel technology that does not yet exist, and to place an “advanced” meter in every home without sufficient regard for whether it is cost-effective to do so.  Perhaps worst of all, the EAP II proposes no action that would directly reduce rates, even though California continues to suffer a severe rate hangover from the 2000-01 melt-down.  
We discuss each of these points more fully below.

-- Rates
The discussion in the “Electricity Market Structure” section recognizes that California’s rates are among the highest in the nation and mentions the need to decrease overall total retail energy bills.  Unfortunately, the associated “key actions” not only miss the point, but risk making the situation even worse.  
The proposal to “restructure the IOU rate-making process” is aimed, in part, at adopting rates “based on clear cost-causation principles.”  (Key Action 3).  This is regulatory-speak for raising rates for residential consumers as payback for the provision of Section 80110 

President Peevey, CPUC

Chairman Desmond, CEC

Re:  TURN Comments on EAP II

June 23, 2005

Page 2

of the Water Code that insulated them from much (but not all) of the costs of the crisis-related procurement costs.  But if the exorbitant procurement costs are recognized for what they are, that is, the product of a deregulatory meltdown, then the current allocation IS based on cost-causation – the proportion of those costs borne by residential customers is roughly proportional to the benefit those customers realized from “direct access.”  
Even if the EAP II is not willing to recognize this aspect of the current allocation, it should not attempt to cloak its rate-increasing impact with such “clear cost-causation principle” language.  If the Governor and the agencies developing the EAP 2 have in mind raising residential rates in order to reduce rates for other customer classes, they should have the courage to simply say so.

The EAP II would be much improved if it committed the state to achieving lower rates for all consumers.  TURN urges the agencies to add a section discussing the need to reduce rates, and to include specific proposals such as the following:  

(1) Rates for any customer class should never exceed the levels in place for that class following the 2001 energy crisis increases.

(2) The CPUC should develop a plan for reducing the rates of each customer class by at least 10% below 2005 levels by 2010, and by 20% below 2005 levels by 2015.

(3) When rate reduction goals are combined with the energy efficiency and demand response initiatives, the CPUC should set goals of average total bill decreases for each customer class of at least 15% below 2005 levels by 2010 and by 30% below 2005 levels by 2015.

-- Core/Non-Core Market
The Electricity Market Structure section refers to developing rules that would “allow for an effective core/non-core retail market structure.”  (Key Action 4).  No such effort should be made until the state is closer to the expiration of the current statutory prohibition on any such retail market structure.  And in light of the re-regulation initiative that  hasqualified for the November 8, 2005 special election, it would make no sense to devote resources to such an effort before the outcome of that election is known.  

-- Demand Response

The introductory material promises to increase the “emphasis on ensuring that appropriate, cost-effective technologies are chosen, . . . and on developing tariffs and 
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programs that result in cost-effective savings [as well as public education].”  TURN is encouraged with the emphasis on cost-effectiveness, and urges the agencies to apply that standard to all customers.  In particular, proponents should be required to demonstrate that their proposed demand reduction efforts targeting residential customers will be cost-effective for those customers.  
To that end, the emphasis of the first “Key Action” regarding proposals for statewide installation of “advanced metering infrastructure” should be shifted from getting decisions early to getting well-supported and defensible decisions, even if they cannot be issued by early 2006.  Given the level of investment needed to achieve the “meter in every pot” proposals currently on the table, it makes little sense to create an artificial timeline that might hinder the level of review necessary to ensure that these proposals will indeed result in “appropriate, cost-effective technologies [and] cost-effective savings.”  Instead, the “Key Action” item should be revised to direct that decisions on the cost-effectiveness of these programs be issued on a schedule consistent with the type of review necessary to make such decisions on an adequately-developed evidentiary record.  
Finally, the agencies should reflect on the risk that adopting an aggressive timeline for broad deployment increases the likelihood of committing to a particular technology to the exclusion of others, even if the selected technology quickly becomes outdated.  The recent increased attention to the promise of broadband over power line (BPL) technology is a case in point.  Spending billions of dollars on AMI proposals that turn out to be the metering equivalent of Sony’s Beta video cassettes is an outcome that ought to be avoided.
-- Renewables

The introductory language of this section describes a goal of “increasing reliance on renewable resources in California and the western region.”  TURN fully supports this goal and, with the exception of “Key Action 8,” raises no objection to the items in this section.

Key Action 8 should be stricken from the EAP 2, or at least given its own section, perhaps one entitled “Plans To Develop Fossil Fuel Resources.”  There is no evidence that the Western Governors’ Association initiatives referred to in this action item will lead to 30,000 MW of renewable power.  The word “clean” is intended to reference coal-fired electricity, so the inclusion of this item is completely inappropriate as a renewable energy action item.  There is no zero-carbon coal being developed at this time throughout the western US and, even if there were, “clean” coal is not a renewable resource.  Rather than allow any confusion about California’s commitment to the development of truly 
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renewable resources, Key Action 8 should be stricken or given its own section with a title that does not include the word “renewables.”  

-- Capacity Markets

The Electricity Market Structure section discusses development of a capacity market.   Adoption of a capacity market should be considered, but not preordained before careful review has taken place.  There are major differences between the Western markets and those in the East where capacity markets have been implemented.  For example, the West relies significantly more on hydroelectric power and other energy limited resources than the Eastern markets that have adopted capacity market structures.  Further, the West has for decades relied upon the significant seasonal diversity that exists between the Northwest and the Southwest, and enjoys substantial transmission capacity to take advantage of such diversity.  The situation in the East is simply not comparable.  Any new market structure developed in California must recognize, as a central feature, this State’s substantial reliance on imports to meet resource adequacy requirements.  Consideration must also be given to the West’s historical reliance on an active bilateral trading market, as opposed to the “tight pool” structure that is more typical in the Northeast.  It would be extremely dangerous to simply assume that market structures designed to meet the needs of the Northeast can be applied in a “cookie cutter” fashion to the very different conditions that exist in the West.  

-- Procurement Processes
The EAP II has the agencies “pledge to remove remaining barriers to transparency in the procurement processes in the State.”  The language appears in the “overview and summary” section rather than in any action item.  It is not clear exactly what the pledge is intended to mean, but to the extent that it is intended to allow potential sellers to gain access to confidential data regarding utility net short positions and specific resource needs, it should be removed from the plan.  Such access would “un-level” the playing field to the disadvantage of the utilities and their bundled ratepayers.  Suppliers do not reveal their market positions and alternatives, and buyers should not be required to do so either.  The only result of such action would be to increase prices.  The overarching goal of procurement policy should be to protect consumers, not suppliers.  Of course an effective and efficient wholesale market requires healthy suppliers, so the goal is not to drive them out of business.  But adoption of policies that unduly favor suppliers over purchasers would clearly be counterproductive.  

TURN appreciates this opportunity to comment on the EAP II.

Respectfully submitted,

Robert Finkelstein

Executive Director
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