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STATE OF CALIFORNIA Public Utilities Commission
San Francisco

Memorandum

Date: June 4, 2003

To: The Commission
(Meeting of June 5, 2003)

From: Alan LoFaso, Director
Office of Governmental Affairs (OGA) — Sacramento

Subject: SB 107 (Bowen) Independent System Operator: report:
demand management: renewable, ultra-clean, low emission
distributed generation resources
As amended May 5, 2003

Legislative Subcommittee Recommendation: Oppose, unless amended.

Summary: This bill would replace the existing Self Generation Incentives
Program with a new program, with specified, narrowed parameters.

Digest: Existing law, Chapter 329, Statutes of 2000 (AB 970, Ducheny, et. al.),

required the Commission, in consultation with the Independent System Operator

(ISO) and the Energy Commission (CEC), to “adopt energy conservation

demand-side management and other initiatives in order to reduce demand for

electricity and reduce load during peak demand periods” (Public Utilities Code

§379.5 (b), formerly 8399.15 (b)), including providing for:

* Incentives for load control and distributed generation to be paid for enhancing
reliability.

» Differential incentives for renewable or super clean distributed generation
resources. (emphasis added.)

Pursuant to this statute, the Commission implemented distributed generation
incentives in its Decision (D.) 01-03-073 by creating the Self Generation Incentive
Program (program). In this decision, the Commission also authorized funding for
the program from the utilities’ distribution revenue requirement in the amount of
$125 million annually through the end of 2004. The program was officially
launched on June 29, 2001, and later modified by the Commission on February 7,
2002 in D.02-02-026.
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Existing law, Chapter 515, Statutes of 2002 (SB 1038, Sher), defines “ultra clean
and low emission distributed generation” (DG) as electric generation technology
that:
(1) commences initial operation between 1/1/03 and 12/31/05; and
(2) produces either (a) zero emission or (b) emissions meeting the 2007 Air
Resources Board emission limits for DG, with specified exceptions.
(Codified in P.U. Code section 353.2.)

This bill would require the Commission to establish an incentive program, to
succeed the Self Generation Incentive Program, for “renewable and ultra-clean
and low-emission distributed generation resources” with a goal of achieving
commercialization of ultra-clean clean and low emission by January 1, 2007.

This bill would further require the Commission, in establishing incentive levels, to
consider the amount and duration of existing incentives, including exemption from
standby tariffs, exemption from Department of Water Resources (DWR)
procurement obligations, and state and federal tax credits and deductions. This
bill would also require the Commission to report to the Legislature on the cost,
benefits, environmental impacts, and efficiency impacts of the incentive program.

This bill would sunset the Self Generation Incentive Program on January 1, 2007.

This bill would also repeal an obsolete provision requiring the ISO, within six
months of its approval by the Federal Energy Regulatory Commission to issue a
report regarding reliability. (See P.U. Code sec. 350, as proposed to be
repealed.)

Analysis: SB 107 would narrow the parameters of the Commission’s current Self
Generation Incentive Program from the undefined term “super clean” DG to
conform to the recently enacted definition of “ultra clean” DG. Moreover, the bill
would sunset the program at the end of 2006, when there is no ending date now.

The bill would prohibit incentives for DG that do not meet the “ultra-clean and low
emission” standard. This prohibition may result in fewer installations of DG
resources, impacting efforts to reduce loads during periods of peak demand.

DG enhances system reliability and helps reduce load at periods of peak
demand. The Commission’s current Self Generation Incentive Program helps
make an array of DG options available, increasing the amount of load served by
customer generation.

The existing program is designed to make available generation technology to
serve the varying needs of customers. Systems eligible through the program are
designed to accommodate:

» Customer’s specific on-site power needs (e.g. peak load shaving or power

quality)
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» Limitations posed by the location characteristics (i.e. no south facing
exposure or limited wind flow)
o Affordability

The flexibility of the existing program allows customers to consider DG
installations to address specific power needs by including systems capable of
responding to these needs, such as small gas turbines. The criteria established
by this bill would make these types of generation ineligible for incentives under
the program, potentially impacting the amount of new distributed generation
installed in the state.

The non-renewable generation technology eligible for incentives in the existing
program also enable customers to install DG resources where the installation of
ultra-clean generation would be inappropriate (i.e. a photovoltaic installation in an
area without sufficient exposure to the sun). In these instances customers may
still be encouraged to install DG resources, such as microturbines, where
renewable DG resources would not be an option.

Including incentives for non-renewable DG technologies in the existing program
also provide accessibility to customers who would not otherwise be able to afford
more expensive renewable DG resources. For example, the average project cost
for a photovoltaic system — a system that would meet the “ultra clean” definition —
is $8.67/watt. In comparison, the average project costs for a microturbine
operating on a non-renewable fuel source is $2.22/watt.

Subsidizing customer DG purchases via the Self Generation Incentive helps
offset the high costs of systems currently available at this stage of development of
the DG market. While this DG market is still immature, the program’s incentives
help increase customer investment in this technology, potentially leading to more
affordable DG options in future.

Finally, SB 107 would also sunset the program, requiring further legislative action
in order for the program to continue beyond January 1, 2007. This requirement
would create uncertainty for potential DG customers, as well as manufactures and
marketers of DG systems.

Amendments:

The language should be amended to give the Commission discretion to include
incentives for DG in addition to those meeting the “ultra-clean and low emission.”
As such, the bill should be amended not to repeal the current statute (P.U. Code
sec. 379.5) that provided for the Self Generation Incentive Program and that
program should not sunset. A separate section promoting the goals of ultra-clean
and low-emission distributed generation could supplement the current statute.

Amending the bill as follows would achieve this effect:
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On page 2, lines 3 through 10, and page 3, lines 1-12, amend as follows:
SEC. 2. Seection-379.5-ef the Public Utilities Code-is-amended-to-read:

Section 379.55 of the Public Utilities Code is added, to read:

—379.5-- 379.55. (a) The commission shall establish an incentive program,
to sueeeed supplement the Self Generation Incentive Program, for
renewable and ultra-clean and low-emission distributed generation
resources. A goal of the incentive program is to achieve commercialization
of ultra-clean and low-emission distributed generation resources by
January 1, 2007. In establishing incentive levels, the commission shall
consider the amount and duration of existing incentives, including
exemption from standby tariffs, exemption from Department of Water
Resources electricity procurement obligations, state and federal tax
credits, deductions, and exemptions.

(b) The commission shall, by January 1, 2006, report to the Legislature
on the costs, benefits, environmental impacts, and efficiency impacts of the
incentive program.

(c) This section shall remain in effect only until January 1, 2007,and as of
that date is repealed, unless a later enacted statute, that is enacted before
January 1, 2007, deletes or extends that date.

LEGISLATIVE HISTORY
Senate Floor: 37-0 (passed to the Assembly) (5/22/2003)

Senate Appropriations: 11-0 (do pass) (5/19/2003
Senate E.U.&C: 8-0 (do pass) (4/22/03)

SUPPORT/OPPOSITION
Support: None reported.
Opposition: None reported.

LEGISLATIVE STAFF CONTACT

Carlos A. Machado, Deputy Legislative Director cm2@cpuc.ca.gov
CPUC-0OGA (916) 327-1417
Alan LoFaso, Legislative Director alo@cpuc.ca.qgov
CPUC-OGA (916) 327-7788

Date: June 4, 2003
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BILL LANGUAGE:

BI LL NUMBER SB 107 AVENDED
Bl LL TEXT

AMENDED | N SENATE MAY 5, 2003
AMENDED | N SENATE APRIL 9, 2003

| NTRODUCED BY Senat or Bowen
JANUARY 30, 2003

An act to anend Section 379.5 of, and to repeal Section 350 of,
the Public UWilities Code, relating to electric power, and declaring
the urgency thereof, to take effect i mediately.

LEG SLATI VE COUNSEL' S DI GEST

SB 107, as anmended, Bowen. | ndependent System Operator: report:
demand nanagenent renewabl e, ultra-clean, |ow
em ssi on distributed generation resources

(1) The Public Utilities Act requires the Independent System
Qperator, in consultation with the California Energy Resources
Conservation and Devel opment Conmi ssi on (Energy Conmi ssion), the
Public Utilities Conm ssion, the Western Systemnms Coordi nating
Counci |, and concerned regul atory agencies in other western states,
within 6 nonths after Federal Energy Regul atory Conmi ssion approva
of the Independent System Qperator, to provide a report with certain
information to the Legislature and the Electricity Oversight Board.

This bill would repeal that provision.

(2) Existing law requires the Public Uilities Commr ssion
notwi t hst andi ng any ot her provision of |aw, on or before March 7,
2001, and in consultation with the |Independent System Operator, to
take certain actions, including, in consultation with the Energy
Conmmi ssi on, adopting energy conservati on denmand-si de managenent and
other initiatives in order to reduce demand for electricity and
reduce | oad during peak demand periods, including, but not limted
to, differential incentives for renewable or super clean distributed
generation resources. Pursuant to these provisions, the
conmi ssion has established the Self Generation Incentive Program
(Deci sion 01-03-073, March 27, 2001), which will expire at the end of
2004.

This bill would nodify those provisions to require the Public

Utilities Comission ——i-n—eonsutati-on—w-th-thetndependent

H-mted to—differentialineentives for renewable or—

to establish until January 1, 2007, an incentive program for
renewabl e and ultra-clean and | ow em ssion distributed

generation resources , with a goal of achieving

conmerci ali zation of ultra-clean and | ow eni ssion distributed
generation resources by January 1, 2007. The commission would, in
establ i shing incentive levels, be required to consider the amunt and
duration of existing incentives, including exenption from standby
tariffs, exenption from Departnent of Water Resources electricity
procurenent obligations, state and federal tax credits, deductions,
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and exenptions. The bill would require the Public Utilities
Conmmi ssion to report to the Legislature, by January 1, 2006, on the
costs, benefits, environmental inpacts, and efficiency inpacts of the
i ncentive program .

(3) The bill would declare that it is to take effect i mediately
as an urgency statute.

Vote: 2/3. Appropriation: no. Fiscal conmittee: yes.
St at e- mandat ed | ocal program no.

THE PEOPLE OF THE STATE OF CALI FORNI A DO ENACT AS FOLLOWS:

SECTION 1. Section 350 of the Public Utilities Code is repeal ed.

SEC. 2. Section 379.5 of the Public Uilities Code is anended to
read:
—379-5—

379.5. (a) The comm ssion shall establish an incentive program
to succeed the Self Generation Incentive Program for renewabl e and
ultra-clean and | ow eni ssion distributed generation resources. A
goal of the incentive programis to achi eve conmercialization of
ultra-clean and | ow emni ssion distributed generation resources by
January 1, 2007. In establishing incentive |levels, the conm ssion
shal | consider the anpbunt and duration of existing incentives,

i ncludi ng exenption fromstandby tariffs, exenption from Depart nment
of Water Resources electricity procurenent obligations, state and
federal tax credits, deductions, and exenptions.

(b) The conmi ssion shall, by January 1, 2006, report to the
Legi sl ature on the costs, benefits, environmental inpacts, and
efficiency inpacts of the incentive program

(c) This section shall remain in effect only until January 1, 2007,
and as of that date is repealed, unless a |later enacted statute,
that is enacted before January 1, 2007, deletes or extends that date.
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SEC. 3. This act is an urgency statute necessary for the i nmedi ate
preservation of the public peace, health, or safety within the
neani ng of Article IV of the Constitution and shall go into inmediate
effect. The facts constituting the necessity are:

In order to encourage early conpliance with air quality standards
established by the State Air Resources Board and ensure that the
cl eanest, nost environnentally sound distributed generation resources
are eligible for substantial ratepayer subsidies offered by the
Public Uilities Conm ssion, including avoi dance of energy crisis
cost obligations, it is necessary that this act take effect
i mredi ately.
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