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Beyond 2010, the goal of achieving 33 percent of our energy from renewable resources by 2020
is possible, but we must work together to determine the most effective means of attaining this
goal. All energy suppliers, including municipal utilities, energy service providers and
community choice aggregators should meet the same renewable energy goals required of the
investor-owned utilities.

Energy Efficiency

Consistent with the loading order, energy efficiency is the State’s preferred energy resource
strategy. California should aggressively pursue all cost effective energy efficiency investments
to help meet future energy needs.

As T outlined in Executive Order S-20-04 (known as the Green Buildings Initiative), the State
must demonstrate leadership by taking measures to reduce its overall electricity use in State
buildings. The Green Buildings Initiative calls for a 20 percent reduction of electricity by 2015.
The Initiative established a Green Buildings task force to ensure that all strategies are pursued to
meet the goals. I have also called upon the Division of the State Architect in the Department of
General Services to adopt guidelines by December 31, 2005, to enable and encourage schools
built with State funds to be resource and energy efficient. Non-executive branch agencies within
California’s state government have also been asked to actively participate in these energy
efficiency efforts.

I have also asked the California Energy Commission to propose a benchmarking method and
building guidelines to increase energy efficiency in commercial buildings by 20 percent, and to
collaborate with the building and construction industry and state licensing entities to ensure
compliance with standards. To further this effort, I have asked the CPUC to support a campaign
to inform building owners and operators about the compelling economic benefits of energy
efficiency measures, improve commercial building efficiency programs to help achieve the 20
percent goal and provide progress reports on these efforts. In addition, the California Public
Employees’ Retirement System and the State Teachers’ Retirement System have been asked to
target resource efficient buildings for real estate investments and to commit clean technology
funds to advanced and sustainable efficiency technologies.

I support the long term energy efficiency goals that were adopted by the CPUC in collaboration
with the Energy Commission, and encourage all energy suppliers to achieve commensurate
goals.

Dynamic Pricing and Advanced Metering

To date, advanced dynamic meters and tariffs have not been fully deployed. There is potential
to improve electricity system efficiency, reduce energy demand during the peak hours of greatest
cost and lower customer bills through customer response to time-differentiated prices. In the
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near future, California should work to ensure that all electricity customers have advanced meters
and tariffs that help them make better decisions about how and when to use electricity.

Competitive Customer Choice

Competition drives innovation, price reduction and improvements in customer service. I support
allowing large customers to choose their electricity supplier; however, we must protect those
customers that elect not to change suppliers. Drawing from the example of existing natural gas
market rules, which allow customers to choose to remain with their gas company as “core”
customers or elect to buy from another natural gas provider as “non-core” customers, large
electricity customers should be given a similar choice. My Administration is committed to the
development of retail electricity markets that allow core customers to continue to receive
regulated electricity service, while allowing large customers to shop for competitive wholesale
power prices, provided that cost-shifting between customer classes does not occur and that no
new stranded assets are created.

Research, Development and Demonstration

Energy research and development today prepare the way for a better energy future by bridging
the gap between the laboratory and the marketplace. However, research, development and
demonstration projects should not be an end unto itself, but should respond to California’s
energy policy goals. Consistent with this principle, State funded research and development and
demonstration projects should focus on emerging technologies that improve the efficiency and
effectiveness of energy supplies, uses and infrastructure while mitigating any environmental
impacts. The State must partner with private industry and coordinate with the federal
Department of Energy and national laboratories to identify steps which best achieve these
principles.

Petroleum

Today, California imports more than half of the petroleum it consumes. In the future, this trend
is expected to continue. To address this trend, California must improve the planning and
permitting processes to help facilitate an adequate petroleum infrastructure to meet the State’s
economic needs.

In addition, petroleum transportation fuels are one of the major contributors to air pollution,
including greenhouse gases, in California. As such, the State needs to promote efforts to
improve the efficient use of petroleum products and promote reductions in demand for
petroleum by: supporting new automotive technologies including hybrid and fuel cell vehicles;
the increased development of alternative fuels including implementation of the Hydrogen
Highway; investment in micro-turbines and fuel cells; reducing the need for long-distance
commuting in single-passenger vehicles by deploying an effective transit network; and reduced
congestion.
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Energy Reorganization

With respect to managing the development of energy policy in California, I have considered both
the California Performance Review’s recommendations and recommendations from government,
industry and consumer groups. After reviewing these recommendations, it is clear that we must
work together to improve California’s energy bureaucracy.

If we are to address California’s energy future in a cohesive way, we must work together to
improve the way energy policy is developed and implemented and we need to consolidate the
duplicative and overlapping energy policy functions that are the responsibility of multiple state
agencies. To address this need, and to make government more responsive and accountable to the
people of California, I have proposed a reorganization plan that would establish a cabinet-level
Department of Energy.

I look forward to working with the Legislature to further develop and implement energy policies
for the benefit of all Californians.

Enclosure

cc:  The Honorable Dick Ackerman
The Honorable Kevin McCarthy
The Honorable Fabian Nuiflez




The Honorable Don Perata
August 23, 2005
Page eight

bee: The Honorable Sam Aanestad
The Honorable Richard Alarcon
The Honorable Jim Battin
The Honorable Debra Bowen
The Honorable John Campbell
The Honorable Dave Cox
The Honorable Joseph Dunn
The Honorable Robert Dutton
The Honorable Martha Escutia
The Honorable Dennis Hollingsworth
The Honorable Christine Kehoe
The Honorable Sheila Kuehl
The Honorable Alan Lowenthal
The Honorable Mike Machado
The Honorable Bob Margett
The Honorable Carole Migden
The Honorable Bill Morrow
The Honorable Kevin Murray
The Honorable Gloria Romero
The Honorable Joe Simitian
The Honorable Joe Baca
The Honorable Sam Blakeslee
The Honorable Ross Bogh
The Honorable Rebecca Cohn
The Honorable Hector De La Torre
The Honorable Loni Hancock
The Honorable Tom Harman
The Honorable Jerome Horton
The Honorable Rick Keene
The Honorable Paul Koretz
The Honorable John Laird
The Honorable Doug L.aMalfa
The Honorable Lloyd Levine
The Honorable Cindy Montafiez
The Honorable Pedro Nava
The Honorable Mark Ridley-Thomas
The Honorable Lori Saldafia
The Honorable Lois Wolk
The Honorable Mark Wyland
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bee: Mr. Fred Aguiar, Secretary, State and Consumer Services Agency
Ms. Kimberly Belshé, Secretary, Health and Human Services Agency
Mr. Alan Bersin, Secretary of Education
Mr. Matthew Bettenhausen, Director, Office of Homeland Security
Ms. Victoria Bradshaw, Secretary, Labor and Workforce Development Agency
Mr. Tom Campbell, Director, Department of Finance
Mr. Mike Chrisman, Secretary, Resources Agency
Mr. Roderick Hickman, Secretary, Department of Corrections and Rehabilitation
Mr. Thomas Johnson, Secretary, Department of Veteran Affairs
Mr. Arthur G. Kawamura, Secretary, Department of Food and Agriculture
Dr. Alan C. Lloyd, Secretary, California Environmental Protection Agency
Ms. Sunne Wright McPeak, Secretary, Business Transportation and Housing Agency
Brigadier General John Alexander, Acting the Adjutant General,
California Military Department




allows the CPUC to require Southern California Edison (SCE) to
purchase at least one percent of additional renewable energy per year
between 2006 and 2020, reaching 25 percent by 2010, 30 percent by
2015, and 35 percent by 2020. | support this very achievable 2010 goal. It
signals our willingness and intent within the State and to the other
Western states that California is committed to energy diversity. The
Energy Commission‘s Energy Reports should reflect progress on this and
other energy diversity goals and identify not only barriers to
implementation throughout the state, but solutions to surmounting those
challenges.

In order to achieve a goal of 33 percent by 2020, the Energy
Commission, in consultation with the CPUC, Cal EPA and other
agencies, should evaluate this and other renewable resource goals
beyond 2010 in light of cost-benefit and risk analysis to ensure that
consumer costs will not be raised unnecessarily, that that renewable
assets will be accommodated efficiently into electricity grid operations,
and that a workable implementation path, which shows how and when
additional resources should come on line, will be developed.

Achieving diversity is another goal in which deliverability is important. For
example, one utility may be able to develop renewable energy in its
service area but be unable to use all of its generation capacity because of
transmission or other constraints. | encourage the Legislature to enable a
tradable credit or other system to encourage development of the vast
renewable resources available throughout the West.

To help meet renewables goals, California’s older wind sites should be
repowered to harness wind resources more efficiently and reduce bird
deaths; the CPUC should also require I0Us to facilitate such repowerings
in its pending effort to develop renegotiated Qualifying Facilities contracts.
Local permitting agencies for wind repowering projects should implement
actions similar to those identified in the Energy Commission’s recent study
on wind energy and bird deaths.

Create a transparent electricity distribution system planning process that
addresses the benefits of distributed generation, including cogeneration. |
agree. An important benefit of clean distributed generation for electricity
systems is that it can occur right at load centers, reducing the need for
further infrastructure additions. The CPUC should develop tariffs that
encourage the installation of distributed generation and cogeneration
systems.

Research CA ISO tariff modifications to better accommodate renewables.
Additional attention should be given to incentives for renewable resources
and all agencies should work collaboratively to obtain appropriate tariff
incentives for renewable resources.



Improve the transmission planning and permitting processes

Consolidate the permitting process for all new bulk electricity
transmission lines within the Energy Commission, using the Energy
Commission’s power plant siting process as the model. This is a bold
proposal composed of two parts: consolidating the bulk transmission
permitting process at the Energy Commission and modeling it on the
Energy Commission’s generation licensing process. | will comment on
both parts.

Transmission planning and generation planning should be closely linked,
not only because they are both complements and potential substitutes for
one another, but because other non-wires alternatives, such as energy
efficiency, should be considered with them simultaneously in the
development of an efficient, integrated and dynamic electricity system.
The Energy Commission is to be commended for offering its siting
expertise as one potential solution to cut through the tangled transmission
planning and permitting processes. | agree that transmission and
generation planning and permitting should be consolidated, preferably
within a single organization. | believe that the best location, based upon
an extensive examination of energy organization, functions, roles and
responsibilities, must be closely linked with the electric generation
facilities siting program within the Energy Commission.

The proposal to use the Energy Commission’s power plant licensing
process as a model for transmission licensing has merit for a number of
reasons. The best transmission licensing process should also
encompass related generation planning aspects, environmental impact
analyses, broad public input, consideration of multiple jurisdictional
responsibilities, regulatory certainty, and decision maker involvement that
ensures direct access by interested and affected parties. The Energy
Commission’s power plant siting process possesses these elements. In
addition, the Energy Commission’s licensing experience already includes
transmission elements.

Nevertheless, modeling a new transmission licensing process on the
current generation process without allowing for differences between
transmission resources and planning, generation and other resources
and planning, and involvement by different jurisdictions, could invite
disaster. For example, the Energy Commission’s California
Environmental Quality Act analyses for generation may be exemplary, but
for transmission permitting purposes it may be insufficient if lines cross
federal land, requiring a broader environmental impact analysis. The
Energy Commission must make sure that a streamlined and more
consolidated transmission licensing process is adaptable, flexible and is



designed with the active participation of a broad range of affected and
interested parties, both within and outside of government.

The Energy Commission, pursuant to its new responsibility to develop a
strategic transmission plan in its 2005 Energy Report proceeding, should
establish a comprehensive statewide transmission planning process with
the CPUC, CA ISO, other key state and federal agencies, local and
regional planning agencies, investor owned and municipal utilities,
generation owners and developers, stakeholders and interest groups, and
the public [to] 1) assess statewide transmission needs for reliability and
economic projects as well as transmission to support Renewables
Portfolio Standard goals; 2) examine non-wires alternatives to
transmission (demand response, energy efficiency, generation, etc.); 3)
approve beneficial transmission infrastructure investments that can move
into permitting; examine the right-of-way needs for future transmission
projects, designate and conduct environmental reviews of needed
corridors, and allow utilities to set aside or bank necessary land for longer
periods of time; and assess transmission costs and benefits that
recognize the 30-50 year useful life of transmission assets, incorporate
methods (quantitative and qualitative) to assess the long-term strategic
benefits of transmission, and use an appropriate social discount rate.

| support the concept of a streamlined, open, and fair transmission
licensing process. That is a major reason why my reorganization plan
proposes that the Energy Commission add the licensing responsibility for
all bulk electricity transmission facilities to its well-respected licensing
responsibility for generation resources.

An effective transmission planning process should be at the bedrock of
the state government’s commitment to upgrading and expanding
California’s transmission infrastructure to promote competition, access
low cost resources, increase reliability, meet renewable resource goals
and assure resource adequacy. Convincingly identifying transmission
investment needs early in the planning process should help speed up and
provide regulatory certainty in the permitting process for conforming
projects.

The State must find a way to realize the long term benefits of
transmission, as these assets contribute to the state’s economic growth
and development. Transmission assets have such long lives, as do
power plants and efficiency measures resulting from building standards,
that the State should have a means of evaluating the strategic benefits
and the benefit and cost streams of proposed transmission projects over
multiple decades, as we have for power plants and efficiency measures.
The Energy Commission should develop a range of recommended
discount rates for transmission lines, compare them to other discount
rates used for energy projects and report its recommendations in its 2005



Energy Report. Government should be consistent when evaluating
energy capital projects.

Under its legislative mandate, Public Resources Code section 25324, the
Energy Commission has initiated a transmission corridor planning
process to develop and adopt a strategic plan for expansion of the state’s
electricity grid. As part of that process the Energy Commission will
identify and evaluate potential transmission corridors to accommodate
future siting and construction of needed transmission lines. To ensure
that the identified corridors will be available when needed, the Energy
Commission should have the authority to designate and preserve them.

The Energy Commission’s planning and licensing work also should reflect
the particularly important role of transmission in the western region. |
have participated in the Western Governors’ Association’s efforts to
improve the ways the states work together to resolve energy issues. |
recognize and support the need for broader regional planning, and have
asked the Energy Commission to recommend means to broaden
California’s participation in these efforts.

California should also re-examine the link between the CA ISO
transmission expansion process and local area reliability assessment to
stimulate adequate investment in a more robust transmission system,
allowing California to more rapidly transition away from dependence on
reliability must-run (RMR) contracts. | support obtaining locationally
important resources through utility procurement and other processes.
However, RMR contracts offer certain advantages: they can help
maintain local reliability and they can be useful in mitigating market
power. For example, some RMR contracts contain terms that are
remedial for past exercises of market power. Great care must be taken to
ensure that RMR contracts are not abandoned unless, or until, the
benefits they convey are replaced by equally effective alternatives.

Natural Gas

In the area of natural gas | support:

Increased funding for natural gas efficiency programs to achieve an
additional 100 million therms of reduction in natural gas demand by 2013.
In September 2004, the CPUC, working with the Energy Commission and
others, exceeded this goal. It adopted cost-effective efficiency programs
for customers of IOUs that will provide a reduction of 444 million therms
in natural gas demand by 2013.

Encouraging the construction of liquefied natural gas facilities and
infrastructure and permit reviews coordinated with all entities to facilitate
their development on the West Coast. With conventional supplies of



North American natural gas at or nearing peak production capability, new
supplies would be welcome to help meet continuously growing demand
and keep prices affordable. California faces competition for energy
resources not only in North America, but worldwide. In future Energy
Reports, the Energy Commission should provide ongoing assessments
of global natural gas markets.

As liquefied natural gas (LNG) issues cut across many areas of
responsibility and jurisdictions, | would like to see a continuation of State-
sponsored workshops that address these issues and consider under what
conditions LNG would be a beneficial addition to conventional supplies in
California. The approach by state and federal agencies must ensure that
siting and permitting of LNG facilities are coordinated and conducted
efficiently, including meeting the necessary economics, safety and
environmental requirements.

Use existing natural gas storage capacity to provide adequate supplies
and protect prices. This recommendation was made at a time when
natural gas storage capacity was being underutilized. Since that time,
both private and utility reserves have been well utilized. It is a good
recommendation to keep.

Conduct legislative hearings to examine the issue of gas quality and gas
gathering as it relates to California gas production and determine whether
additional legislative action would help resolve the issues. The Energy
Commission, CPUC, California Air Resources Board (CARB) and
Department Conservation, Division of Oil, Gas and Geothermal
Resources held a workshop on natural gas quality in February 2005 to
investigate the technical and policy issues and possible legislative and
administrative actions that could help resolve them. The CPUC, in a
separate proceeding, set conditions that will allow additional price
competition for gas coming into California.

Transportation Fuels

For transportation fuels, | agree that the state should improve vehicle efficiency
and diversify fuels:

Build a coalition with other states and stakeholders to influence Congress
and the U.S. Department of Transportation to double the combined fuel
economy of new passenger cars and light trucks by 2020. If the federal
government fails to revise corporate average fuel economy standards,
California must reassess its petroleum reduction strategy.

Gasoline prices already strain our budgets. We must take advantage of

every alternative fuel, technology and opportunity to reduce gasoline and
diesel use. Though there are hundreds of thousands of flexible fuel
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vehicles on California’s roads today, very few use anything but gasoline
and many of their drivers are not even aware that their cars and trucks do
not have to use gasoline. Part of our new strategy should consider the
development of alternate fuel stations or pumps and the expanded use of
hybrid and other fuel-efficient vehicles. Cal EPA has released its
Hydrogen Blueprint that lays out a path for the increased use of hydrogen
as a clean fuel. The Hydrogen Highway Initiative, along with the Fuel Cell
Partnership and the Fuel Cell Collaboration, has the potential to
significantly reduce California’s dependence on petroleum.

Adopt a goal of increasing the use of nonpetroleum fuels to 20 percent of
on-road fuel consumption by 2020 and 30 percent by 2030 based on
identified strategies that are achievable and cost-beneficial. Simply
adopting a goal is not enough — the means identified are insufficient to
reach the goal. The 2004 Energy Report Update notes that little progress
has been made.

| would like the Energy Commission, in partnership with Cal EPA and
other agencies, to further assess transportation fuels. The Legislature has
mandated the Energy Commission to: assess the trends in transportation
fuels, technologies and infrastructure supply and demand; the outlook for
wholesale and retail prices for petroleum and petroleum products;
evaluating needed changes to increase conservation of resources and
other actions to maintain sufficient, secure and affordable transportation
fuel supplies; and recommend strategies to reduce dependence on
petroleum fuels. To this end, the Energy Commission should take the
lead in crafting a workable long-term plan by March 31, 2006 that will
result in the significant reduction of gasoline and diesel use and increase
the use of alternative fuels so that the State is working toward a set of
realistic, achievable objectives with identifiable and measurable
milestones.

Coordinate with government fleets to acquire and demonstrate non-
petroleum fueled vehicles and advanced technologies with improved
efficiency. Though the state government’s vehicle fleet is but a small part
of the California’s on-road vehicle population, the state government
should lead by example. For example, demonstrating a commitment to
the reduced petroleum dependence future, a Department of General
Services (DGS) purchasing program, run by staff of DGS, Energy
Commission and CARB, has added credit for increased fuel economy
and lower emissions in new state vehicle purchase decisions, leading to
the purchase of 140 new hybrid and alternative fueled vehicles in the last
year. Further, DGS intends to increase its purchases of such vehicles as
its older vehicles are replaced. The Department of Motor Vehicles has
also begun adding hybrid vehicles to its fleet.
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e Develop a public information program to inform consumers of the fuel
saving benefits of efficient tires, proper tire inflation, and vehicle
maintenance. Consumer education is a necessary step in reducing
California’s dependence on petroleum. A public information program
should also include important facts about hybrid vehicles, non-petroleum
fuels and other alternatives.

Improve petroleum infrastructure permitting

e [Establish a one-stop licensing process for petroleum infrastructure,
including refineries, import and storage facilities, and pipelines that would
expedite permits to increase supplies of transportation energy products
available to California while maintaining environmental quality. The one-
stop licensing process for electricity generation projects has reaped
considerable benefits for government, consumers and business. There
appears to be a need for improved coordination of petroleum infrastructure
permitting by local, regional and state agencies. Information sharing
among all permitting agencies, applicants and members of the public is
needed to facilitate the timely permitting of petroleum facilities. State
involvement and oversight could add value by identifying and promoting
best permitting practices, including closer coordination of permitting and
California Environmental Quality Act (CEQA) analysis, to enhance the
efficiency and consistency of the processes, or by providing an ability to
appeal local decisions. The State would also help strengthen California’s
energy infrastructure by increasing the awareness of, and coordination
with, the State’s needs and policies and by developing guiding principles
for approval of new petroleum facilities. The Energy Commission should
continue to investigate, recommend and support means by which the
State could help the licensing process and report its findings beginning in
the 2005 Energy Report.

Environment

To protect the environment, the state should:

e Require reporting of greenhouse gas emissions as a condition of state
licensing of new electric generating facilities.

e Account for the cost of greenhouse gas emission reductions in utility
resource procurement decisions.

e Include climate change mitigation and adaptation strategies in state
planning and policy.

e Conduct a Mexico Energy Program to fulfill joint declarations developed
by the Border Governors’ Conference Energy Worktable. The program
should address energy and air quality issues on the California-Mexico
border and stimulate energy technology exports for California energy
companies.
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Because of its growing demand for energy, California must be mindful of
the potential adverse effects on the environment that meeting this growth
in demand could cause, and thus reduce, minimize or offset such
impacts.

Cal EPA and the other state agencies in the Climate Action Team are
reviewing many different mechanisms to reduce greenhouse gas
emissions, including “Cap and Trade” systems, and will be providing
those recommendations for meeting the greenhouse gas emission
reduction targets in January 2006.

With a view to the long-term reduction of greenhouse gases from motor
vehicles and the environmental protection benefit this can provide, Cal
EPA is coordinating the work done by a variety of agencies (Resources,
CARB, Energy Commission, CPUC) to implement Executive Order S-3-
05. Cal EPA will submit a report on next steps recommendations to
achieve greenhouse gas emission reduction targets in January 2006 and
it will include recommendations developed as part of the 2005 Energy
Report.

Other

| recognize that the Energy Report contains other recommendations that are in
concert with the major recommendations contained herein. Also, various state
government entities are currently undertaking, or plan to conduct, numerous
implementation actions that do not appear as individual policy recommendations.
Nonetheless, these recommendations and actions are critical to the formation
and implementation of state energy policy, and to the extent that they support my
energy policy goals, | expect them to continue.

The Energy Commission should work with all appropriate agencies to develop a
collaborative Energy Implementation Road Map that furthers the overall energy
plan laid out in my letter to the Legislature and in my goals, priorities and policies
contained in this response to the Energy Report, and to regularly report on the
State’s progress in preparing and following the energy road map. | call on other
agencies and departments to participate actively in this broad collaborative, for
one agency cannot do it alone. It is important for the Energy Commission to
work closely with Cal EPA to fully understand and consider the environmental
impacts of the various energy proposals it examines.

| would also ask the Energy Commission, in future Energy Reports, to lead the
State in a transition to the use of risk analysis and dynamic simulation methods,
among others, for evaluating future energy needs. Such new planning tools are
necessary for all energy areas (electricity, natural gas and transportation fuels) to
deal with the wide range of energy challenges that face California.
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| support the Biomass Collaborative and its potential for contributing to the
diversity of energy resources, and have reinvigorated the Interagency Working
Group, composed of state agencies with important biomass connections, to
develop an integrated and comprehensive state policy on biomass. This policy
should include electricity, natural gas and petroleum substitution potential. It
should also reflect the substantial potential benefits, such as reducing municipal
solid waste, which a wide range of conversion technologies can capture. The
Energy Commission’s Public Interest Energy Research program should support
this initiative.

The electricity crisis of 2000-2001 has heightened the need for energy policy
development, both at the state and federal levels. It is necessary for the Energy
Commission to increase its capability for policy research to provide current
energy information, energy research, bill analysis and other services to the
California State Legislature in support of that body’s partnership with me in
crafting and implementing effective energy policy for California.

Conclusion

The Energy Report is, as | have modified its assessments and recommendations
pursuant to Public Resources Code 25307(a-b), a sound basis for energy policy
analysis and development, going forward. | expect all state agencies to use it as
the common foundation for making their energy related decisions. Other state
agencies are also encouraged to use the modified Energy Report as a basis for
their energy-related decisions.
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