Renewable Portfolio Standards (RPS)

General Description of Portfolio Requirements

A resource portfolio requirement, also typically referred to as a renewable portfolio standard or an RPS, is a market mechanism used to encourage the development and operation of legislatively designated types of generating facilities (usually renewable resources).  Generally, the purpose of a renewable resource portfolio requirement is to promote regional resource diversity in a manner that is consistent with a competitive regional generation market.  It does so by creating a premium over electricity wholesale market prices for resources that might not otherwise be developed or operated. 

The mechanism works by legislatively creating a demand for designated resources by mandating that pre-specified percentages of a retail electricity provider’s load are served by the designated resources.  The market then operates to meet this legislatively created demand at the lowest cost.  The result of the portfolio requirement mechanism is that a premium over wholesale electricity market prices is created for the designated renewable resources.  This premium is paid for by electricity customers through the supply portion of their bills.  This is intended to incentivize grid size facilities. 

Maine’s Portfolio Requirements 


Maine currently has two portfolio requirements: 1) a new renewable capacity resources requirement (referred to as Class I); and 2) an eligible resource requirement (referred to as Class II).  Maine’s original restructuring legislation included a 30% eligible resource portfolio requirement that became effective in 2000 (35-A M.R.S. § 3210(3)).  In 2007, the Legislature enacted a “new” renewable resource portfolio requirement that defines eligibility as a renewable resource that began service, resumed operation or was substantially refurbished after September 2005 (35-A M.R.S. § 3210(3-A)).  The percentage requirement started at one percent in 2008 and increases in annual one percent increments until it reaches ten percent in 2017 and remains at ten percent thereafter.  The statutes limit portfolio requirement resource eligibility to generation facilities that are 100 MW or less, except for wind facilities for Class I eligibility.     

As specified in the statute, a new renewable resource used to satisfy the Class I portfolio requirement must be of the following types: 

· Fuel cells;

· Tidal power;

· Solar arrays and installations;

· Wind power installations; 

· Geothermal installations; 

· Hydroelectric generators that meet all state and federal fish passage requirements; or 

· Biomass generators, including generators fueled by landfill gas. 

Moreover the resource must satisfy one of four vintage requirements.  These are: 

1) Renewable capacity with an in-service date after September 1, 2005; 

2) Renewable capacity that has been added to an existing facility after September 1, 2005; and 

3) Renewable capacity that has not operated for two years or was not recognized as a capacity resource by the ISO-NE or the NMISA and has resumed operation or has been recognized by the ISO-NE or NMISA after September 1, 2005; and 

4) Renewable capacity that has been refurbished after September 1, 2005 and is operating beyond its useful life or employing an alternative technology that significantly increases the efficiency of the generation process. 

For the most part, suppliers demonstrate compliance with Maine’s portfolio requirement by obtaining renewable energy credits (RECs) that are created and tracked by the New England Generation Information System (GIS).  This system allows for the trading of the renewable attribute separate from the energy commodity.  Eligible generators receive RECs from the GIS and may sell the RECs to retail electricity suppliers at market driven prices, thus creating a premium over market prices for the generators.  Suppliers then use the purchased RECs to satisfy the portfolio requirements in Maine and the other New England states.  

Ratepayer Costs 

The price of the RECs determines the cost to ratepayers and the incentive amount to generators.  During 2011 (the last year for which complete data is available) the average cost of Class I RECs used for compliance was $27.46 per MWh with a total cost of $12.4 which translates into a rate impact of .10 cents per kWh (or about 50 to 55 cents monthly for a typical residential bill). 

During 2011, the average costs of RECs used to satisfy the eligible resource portfolio requirement (Class II) was $0.18 per MWh and a total cost of $627,094.  This translates into less than a 3 cents monthly impact on a typical residential bill. 


Primarily due to a large number of recently certified refurbished facilities, the Class I REC prices have been declining significantly and are currently in the $10 to $15 per MWh range per REC.  This drop in Maine REC prices is likely to be sustained given the continued certification by the Commission of projects to date and will result in a continued reduction of REC compliance costs to approximately half the 2011 compliance cost presented above.  Assuming a $10.00 to $15.00 REC price range the cost of the RPS to ratepayers in 2013 will range from .06 cents/kWh to .09 cents/kWh (or about 30 cents to 40 cents per month for a typical residential bill).


The REC prices in other New England states vary based on individual state eligibility requirements and the percentage of sales requirement.  Class I RECs for Massachusetts, Connecticut and Rhode Island for 2013 are generally in the $55.00 to $65.00 per MWh range per REC.  The solar RPS RECs in Massachusetts in 2013 are in the range of $250.00 per MWh range per REC. 

Benefits

The January 30, 2012 RPS Report prepared for the Commission by London Economics International (LEI) noted the following benefits due to the RPS programs in New England:  
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Note:  Because this benefit analysis is by definition based on cumulative investment over multiple years, LEI did not attempt to convert the multi-year benefits into annual rate impacts.  Additional assumptions would need to be made regarding the specific timing of these investments and their commercial on-line operating dates to conduct this analysis properly. 

Issues

· Refurbishment Definition 

· Uncertainty regarding scope and meaning of fish passage requirement 

Related Carry Over Bills 

LD 646 – An Act to Remove the 100 MW Limit on Renewable Energy Sources

· Would remove 100 MW eligibility cap on all resources for both Class I and Class II requirements

· Primary effect – would allow large hydro facilities (likely located in Canadian provinces) to quality 

· Expanding RPS eligibility requirements to large generating facilities  is likely to have the effect of greatly increasing the eligible supply for Maine’s RPS -- with the consequence of lowering (perhaps substantially) the price for Maine RECs

· This could have a negative impact on currently eligible renewable facilities and if prices drop to the point where there is no significant market premium – there may be little purpose for maintaining any RPS 

LD 1252 – An Act To Improve Maine’s Economy and Energy Security With Solar and Wind Energy

· Would require PUC to submit a report to the Legislature on options for establishing a solar carve-out or set-aside in Maine’s RPS

· A solar carve-out is a requirement that a certain percentage of electricity supply must come from solar facilities

· Solar resources must be used for a percentage of the RPS even if there are other eligible renewable resources that could fulfill the RPS requirements at a lower cost – so a solar carve-out would necessarily increase the cost to ratepayers of the State’s RPS (the exact amount would depend the precise parameters of the program)

· To understand what the cost may be – need to consider the cost of solar power, the appropriate percentage requirement and a cap on the program through the establishment of an alternative compliance payment

· Supply and demand for solar power in the regional market would have to also be assessed because solar RPS requirements and sources of supply in other states would affect costs in Maine

· This would require a complex analysis and substantial PUC resources – ask Committee to consider the number and nature of solar incentives that may be desirable before requiring PUC to conduct such a comprehensive review of a solar carve-out.
LD 1507 – An Act to Include Useful Thermal Energy as a Renewable Energy Source

· Would amend Maine’s Class I new renewable RPS to include “useful thermal energy.”  

· Useful renewable energy is defined as -- renewable energy derived from geothermal, solar thermal or biomass thermal sources that can be metered and that is delivered to an end user in the form of direct heat, steam, hot water or other thermal form and that is used for heating, cooling, humidity control, process use or other thermal end use.  

· Would also require the PUC to conduct a proceeding and adopt rules on a methodology for measuring “useful thermal energy” and valuing that energy for purposes of calculating renewable energy credits (RECs). 
· An RPS is a ratepayer incentive mechanism used to encourage the development and operation of legislatively designated types of electric generating facilities (usually renewable resources)

· Generally, the purpose of an RPS is to promote regional resource diversity in facilities that generate electricity.   It does so by creating a premium over electricity wholesale market prices for resources that might not otherwise be developed or operated. This premium is paid for by electricity customers through the supply portion of their bills.  

· It is unclear why “useful thermal energy” would be included as eligible for an electricity portfolio requirement and the PUC does not know how such an approach can be workable within an RPS mechanism.  

· In the event the Committee is interested in incentives for thermal energy, the PUC  suggests that the Committee consider other mechanisms, such as tax incentives or customer rebates.  
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Benefits to Maine

(Assumes 625 MW wind built with a capital cost of $2,563/KW)

Investment in Maine* $560 million
Increase in local Jobs (temporary or permanent) 11,700
Increase in GSP $1,140 million
Annual Tax Revenue 6.3 milllion
LMP Reduction** $0.375/ MWh
Annual Savings to Maine ratepayers from reduced electricity prices***  $4.5 million
Annual Emissions Reductions $13 million

* Assumes 35% of investment stays in Maine

** Based on ISO-NE 2011 Economic Study Update (adjusted for 625 MW). Wayne
Coste, Principal Engineer. September, 2011

*** Assumes retail sales of roughly 12,000 GWh
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