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Defining the Emergency

Emergency rules should facilitate targeting Trust disbursements to provide the most cost/effective response to the emergency, but that can only be accomplished if the emergency is defined.

One definition comes from the Governor’s Pre-Emergency Energy Task Force Preliminary Report, Executive Summary. 

“Due to the rapid increase in energy costs, many Mainers are currently experiencing [an] energy emergency, since they are no longer able to afford the high cost of fossil fuels.  …
The impacts of rising energy prices are particularly acute in Maine where 99.9% of people are dependent on petroleum products to fuel their vehicles and 80% are dependent on oil to heat their homes. Existing programs such as General Assistance, Meals on Wheels, case management for mental health programs, in-home care, Food Stamps and other safety-net social service programs are already at the breaking point with large increases in case load. With the impending winter, it will be even more challenging to meet the public’s needs.”
To my mind the Governor’s Task Force definition implies that what distinguishes the “emergency” from the many urgencies we face is the “affordability” of the high energy prices this winter.  Is there general agreement on that definition? If so does that imply targeting funds at low income households?

Should Trust funds be used to respond to this emergency?

Through the use of emergency rules, it now seems clear that it is legally possible to respond in ways that are consistent with the statutory language.

But the fact that it can legally be done, does not automatically imply that it should be done.

In this case, however, it is my opinion that it should be done as long as it is clearly seen as a short-term measure that does not create a precedent for the longer term and we can be confident that the emergency rule disbursements will be spent in ways consistent with the statutory intent.  Our mission is after all the promotion of energy efficiency and the promotion of energy efficiency can be a rather direct response to the emergency as defined above. Drafting a set of emergency rules is an important first step in fulfilling this responsibility,  although it does not obligate us to spend funds if the proposals we receive do not fulfill the criteria.
In part my opinion on the need to proceed rapidly and constructively to this emergency has been influenced by the fact that the chairs of the two joint committees involved with the legislation that created the trust have argued that we should use our authority under the fossil fuel portion of our responsibility to respond to this emergency;

To quote directly from the letter:

“..we recognize the current pressing issue of high fuel prices and a possible pending home heating crisis in the coming winter. With this crisis in mind, we support the immediate (underlining in the original) use of RGGI funds, in an amount not to exceed the legislative limit of 15% per year, to put in place fossil fuel efficiency measures, within the confine of the legislative mandate. We recommend that the Trust rapidly ramp up distribution of funds while at the same time putting into place thoughtful and careful procedures for distribution of the funds over the long-term.” Signed by Representative Ted Koffman, Chair of the Joint Standing Committee on Natural Resources and Senator Phil Bartlett, Chair of the Joint Standing Committee on Utilities and Energy.

We were also advised to travel this route by many public comments during our first meeting and by a specific recommendation from the Energy Conservation Board, which advises us.
Moving to Comments on the Draft Emergency Rules

First I would like to express my appreciation to Steve Diamond and Ben Smith for taking the lead on producing a draft set of rules for comment. Personally I find it very efficient use of time to have some specific ideas on the table to comment on.
Now for some comments.

1. The Scope of Funding. The draft rules open up the scope of proposed funding to all users of fossil fuels, as opposed to focusing it specifically on the residential sector. This seems consistent with the recommendation we received from the Energy Conservation Board, but not consistent with the Governor’s task force language on the nature of the emergency or the letter from the legislative committee chairs. The letter from the legislators specifically focuses on the home heating crisis. Furthermore consider the Task Force Report language on the various programs that will prove insufficient to solve the emergency—all of them are programs targeted on low-income households. 

I rather expect that any funding program that did not address the home heating component specifically would not be seen as responding appropriately to the collective sense of the nature of the affordability emergency. Furthermore if the emergency funding is opened to commercial and industrial proposals we run the risk of limiting the impact on the residential sector, since our available funds are so limited. I am merely explicitly raising this question of the role of the residential sector so this characteristic of the emergency rules can be shaped by design, rather than by default. We need to be clear to potential project proposers what we expect to fund.
2. The Selection Criteria. The draft rules stipulate that we should use a benefit cost test (called the Modified Societal Test) unless quantification difficulties intervene, in which case we could use a nonquantified cost/effectiveness test.

I am not clear from the language whether this criterion is intended as a threshold criterion or a rating criterion. I think the distinction is very important. By threshold (or eligibility) criterion I mean a standard that must be passed by every successful proposal, while a rating criterion would facilitate selecting among the projects that satisfied the threshold criterion.
My preference would be to use the modified societal test as a threshold measurement (in other words all funded programs should be able to demonstrate benefits that exceed costs) and use a quantified cost/effectiveness test (specifically the Trust cost of a ton of carbon reduced by that program), not the modified societal test, to prioritize the proposals within a customer class.

Let m put some flesh on this idea.

a. A full-fledged benefit cost test would be difficult to implement on an emergency basis since it requires a rather extensive quantification of diverse aspects of the decision.. It would, to choose only one example, need to include all of the co-benefits (e.g. reduced damages by associated pollutants such as nitrogen oxides or sulfur oxides that are reduced when fossil fuel use is reduced). Including only some of the benefits (presumably those that could be easily measured) could lead to a biased measurement, which could lead to a bias in our funding choices if we were using this as our rating criterion. On the other hand if the modified societal test were used only as a threshold criterion, I suspect that it would not be hard for proposals to demonstrate that benefits exceeded costs for most programs we would consider even if only easy-to-measure benefits were included.

b. To further complicate problems the estimates of the value of a damage reduction to be achieved by a current reduction of a ton of carbon in the air range from $5 a ton to $125 a ton. (The famous Stern report used $85 a ton, while most U. S. economists such as William Nordhaus would use a lower number.) That is a huge range, leading to the possibility that we would be confronted by a similar high range in the estimates in the submitted proposals. We would not want to fund a program simply because it used a higher estimate for the benefits of each ton of carbon reduced.

c. In contrast the cost/effectiveness criterion I mentioned above and also mentioned in the statute is comparatively easy to estimate. It merely requires a quantification of carbon tons reduced divided by the amount of money the trust would put into the program.

d. Why should the denominator be Trust funds rather than total program costs? This formulation would allow the Trust funds to leverage private capital where possible, thereby increasing the potential impact of the funds.  That is programs that are able to leverage the funds would be able to achieve more carbon reductions per Trust fund dollar than programs that didn’t, thereby increasing the carbon reduction impact of the trust funds.

e. We need to address right up front the likely possibility of a conflict of objectives. Any of these criteria could well favor nonresidential programs over programs that provide benefits to households with the greatest affordability needs. If the emergency is indeed an affordability emergency, this would be an undesirable outcome. I believe this shortcoming should be solved, if necessary, by targeting funds to the defined emergency, not by simply passively using the social criteria to compare all projects with each other. In this approach the choice criteria would be used to choose among programs that specifically address a specific class of emergency needs, not by using them to compare proposals from different customer classes. Consider how this would apply to low income households, for example, Using cost/effectiveness within this customer class would give preference to projects that would produce the largest savings for low income consumers, an outcome that seems very consistent with the statutory aims.
f. One weakness of this approach is that it ignores all benefits except carbon. For this emergency period that may not be an important oversight, but perhaps the public comment period will demonstrate otherwise.

3. Discounting. In terms of discounting there are two schools of thought-the ethicists and the positivists. By choosing the 10-year Treasury rate (currently about 3.6%) these rules side with the positivists. The big difference between the two approaches occurs when trying to monetize the benefits from a current carbon reduction that produces benefits some 50 years hence. That problem can be avoided either by using the cost/effectiveness criterion as the rating criterion (since any monetization of benefits is unnecessary when using that criterion) or by using standard existing benefit measures in terms of a prespecified $ per ton reduced (say $30 to $50/ton).

