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1. Purpose of This Issue Overview

The Massachusetts Electric Utility Restructuring Act (Chapter 164, Act of 1997) places a priority on the development of renewable energy, both through the obvious advancement of the RPS and the Renewable Energy Trust Fund, and through the emphasis on customer choice, information disclosure and fuel diversity. That the RPS and the green power market are interrelated seems obvious. How they are related, however, may be less obvious, and this Issue Overview is intended to make explicit some of the relationships that should be kept in mind as RPS design issues are discussed and recommended.

More specifically, the purpose of this Issue Overview is to:

· Inform stakeholders regarding green market issues; and

· Avoid unintended consequences of RPS design for the green power market.
Issues raised by the presence or potential of a market for “green” electricity, and the influence of RPS on the development of such a market, will come up repeatedly as the DOER addresses various RPS design issues.  In conducting a stakeholder issues assessment for the DOER prior to convening the RPS Advisory Group, Raab Associates, Ltd.
 asked stakeholders what their “greatest hope” was for the RPS: “Among the most common responses were that meaningful increases in renewables would be accomplished which result in a market with more renewable energy available, that customers purchase products with as great or little renewables content as they desire, and ultimately that the renewables market is able to operate efficiently, without subsidies or special programs such as the RPS or the Trust Fund.”  This indicates that a wide range of stakeholders hope for a development of a thriving green power market, so that someday the market-driven demand for renewables can supplant the need for policies such as the RPS.  Such a market certainly must develop and grow over time to meet such a goal…it cannot reasonably be expected to materialize instantaneously upon termination of an RPS.  Because of this overarching importance in the minds of stakeholders, the significant interaction between the RPS and the market for green power, and the ability for RPS design choices to either advance, stunt, or be neutral toward green market development, a thorough understanding of these interactions may prove a valuable foundation for constructing an RPS that might achieve this goal.
2. What is the “Green Power Market”?

There is no universally accepted definition of the specific characteristics (source types or percentages of various sources) of “green” power offerings.
 As used here, green power refers to the sale of energy products offered to satisfy customer-driven demand for renewable and/or environmentally preferable electricity supply.  Green power is generally expected to carry a premium relative to an otherwise comparable undifferentiated offering (i.e. no particular claim as to generation sources, and represented as system mix or not at all).

Retailers in California and Pennsylvania offer electricity products that contain a higher percentage of renewable energy than undifferentiated system power, exclude unit contracts for nuclear or coal-fired generation, and have lower environmental impacts than standard commodity electricity. In marketing these products, retailers make claims about the resource characteristics or environmental benefits of the products, and they often charge a higher price for these benefits unless subsidies are available to significantly reduce the cost. 

Some 20 to 40 percent of consumers who have switched providers in these states are reported to have chosen a green power product. (In California, practically all consumers are now buying green power because it is cheaper than standard, undifferentiated power, thanks to a state subsidy for eligible renewable resources.  Not all of these consumers, however, would have chosen green power without the subsidy.) This consumer demand for green power is above and beyond any requirement of retailers to include a minimum percent of renewable energy in their portfolios.
 

Given this experience, this paper characterizes the “green power market” by two essential attributes:

· Consumer demand for green power independent of, or in addition to, the RPS; and 

· Retailer opportunity and incentive to differentiate products based on environmental attributes.
 This issue is important because the interaction between the RPS and the green power market will affect (but not determine) the following:

· The overall quantity of renewable resources in the regional mix.

· Whether RPS percentages will represent a minimum or maximum amount of renewables.

· The degree to which retail choice may be able to effect change in the resource mix.

· Whether all or a subset of end-use consumers in the Commonwealth will support the RPS policy.

· The choices available to end-use consumers in the marketplace.

· The credibility of retail choice, of green product offerings, and of RPS policy.

· The appearance of disclosure labels.

· The role and value of green product certification.

3. General Effect of the Green Power Market on RPS

The influence of green power markets and the RPS is bi-directional. That is, the green power market can affect the RPS, and the RPS can have an impact on the green power market. Most of this paper examines the effect of the RPS on the green power market, but first we consider how the presence of a green power market can affect the RPS.

3.1. Competition for resources

One key factor is that consumer demand for green power, when combined with the demand created by the RPS, may drive up the price of renewables. Price is a function of supply and demand, and if the supply is held constant, higher levels of demand competing for the same resources will result in a higher price for the resources.

While higher prices for renewable resources may discourage some consumers and make it more costly for marketers to meet the requirements of the RPS, this is not all bad. Higher prices for renewables is good for the owners of renewable generation. Higher prices for renewable resources may also stimulate investment in new renewable projects and technologies over the longer term. This cumulative demand is likely to lead to increased resource diversity, as different types of renewable resources are pulled into the market. Both of these outcomes are desired by the restructuring legislation, in terms of resource diversity and lower environmental impact.

The combination of consumer demand for green power with the RPS may help develop “critical mass” for economies of scale in manufacture of small-scale or modular technologies, and in construction of generation facilities, each of which might drive down the cost. A market for green power independent of the RPS may also reduce the risk to developers of building new renewables in advance of the start date for RPS implementation, and thereby help assure that there will be new renewables for RPS compliance, and lower the financing costs of those resources.

It is important to note that the competition for renewables between RPS and market-driven demand may be on the fringes, and not directly head-to-head.  Renewables will compete to meet the RPS-driven demand, and the lowest cost resource types will be the ones to succeed.  Consumer-driven demand will be met, at least in part, by consumer preference.  Numerous surveys have indicated that those renewable resource types most highly appealing to customers include resource types such as solar, which today are among the most expensive technologies.  Marketers of green power may find a different mix of resource types appealing, and may draw on a wider array of resource types than would be used to meet purely RPS-driven demand.

3.2. Undermine political support for RPS

Although the RPS has no sunset date, DOER can choose to end it at some point in the future. Certainly any pressure to end the RPS will be influenced by the situation on the ground. 

Some renewables advocates worry that if the green power market demonstrates consumer demand for green power, however small, that the support for mandates such as the RPS may be weakened. Opponents of policy mandates in general, and of the RPS in particular, might point to weak consumer demand for green power and argue that consumers really don’t care about renewable energy, despite all the market research to the contrary. Even if consumer demand for green power is relatively robust, RPS opponents might then argue that the market is doing its job and the RPS is unnecessary. 

RPS supporters, however, may view the market as fickle and unreliable, in terms of demand for renewables, and believe that demand for renewables will be much more assured with the RPS securely in place.  Economic theorists will argue that until “environmental externalities” are  “internalized” or reflected in the cost of electricity, the market alone cannot lead to an “efficient” quantity of renewable resources.

While we do not have to choose between the RPS and the green power market, political support can shift and policy can follow. The RPS is not in danger in the near term, but in the long term DOER may need to demonstrate the desirability of both markets and mandates. 

4. General Effect of RPS on Green Power Markets 

4.1. Competition for resources

The combination of RPS and green power markets, as mentioned, may have the effect of driving up the price of some types of renewables. This will benefit owners of renewable generation and may stimulate new investment in renewable resources.  This may also alter the blend of resources used to satisfy green power demand, relative to markets without RPS requirements.

4.2. Undermine consumer motivation to buy green power

If consumers understand that they are already getting a minimum amount of renewables when they use electricity, they may be less inclined to choose green power, especially if it costs more. Some of their possible rationales for lessened interest include:

· Renewable energy is already in the mix.

· Someone else (government) is taking care of it.

· Government knows how much we need.

· Consumer choice is less important.

· I’m already paying for it.

4.3. RPS as a backstop to uncertain market demand

Renewable generators who target the green market may see the RPS as a fallback market, should consumer demand for green power be lower than expected. This may also lower their investment risk. Similarly, retail marketers may be more willing to enter into relatively longer-term contracts because of their need to meet the RPS requirement. 

4.4. Encourage new renewables

If there is an RPS requirement for existing renewables, set at a percentage to maintain their historic contribution to the resource mix, then green marketers might be forced to focus more on the development of new renewables. This would avoid the charge that green power is just repackaging of renewables that consumers would get anyway. This result, however, depends on whether the RPS renewables can also be sold into the green power market.

5. The Effect of RPS Design on the Green Power Market

How the RPS is designed and implemented can have significant effects on the green power market. Each of the following design questions may affect the development of this market:

· Is renewable energy used to meet the RPS also allowed to be sold as differentiated green power to consumers?

· Does the RPS apply to the retail electricity supplier’s total Massachusetts sales (company-based compliance) or to individual retail electric products (product-based compliance)?

· Are Standard Offer and/or Default Service providers required to meet the RPS?

· Is there an additional RPS requirement for existing renewables?

· How do resources used to meet the RPS appear on the disclosure label?

· Are eligible renewables for RPS interpreted narrowly or broadly?

· Is resource attribute verification accomplished by tracking or by tradable certificates?

· How is RPS compliance represented in marketing claims?

· How might third party green power certification programs interact with the RPS?

· Is early compliance (prior to 2003) allowed?

Each of these questions is taken up in turn.

5.1. Is renewable energy used to meet the RPS also allowed to be sold as differentiated green power to consumers?

5.1.1. If yes, then: 

· The demand for renewable energy will be lower, and as a result the cost of renewables may also be lower.

· The credibility of green products may be undermined if consumers believe they are paying more for something that is required. Consumer motivation to choose green power may be reduced.

· The societal benefits from RPS may be paid for only by consumers willing to pay more, rather than by all consumers.

· Retailers who sell only green power may lack opportunity to shift costs (from all consumers to only those consumers willing to pay more) and thereby may be disadvantaged.

· It may be more difficult for retailers to differentiate green power products.

5.1.2. If no, then:

· This alternative supports the RPS design principle of “meaningful” retail choice, choice that leads to the impact that the customer expects.

· It may increase consumer perception of fairness because all who benefit will pay for RPS compliance.

· The demand for renewables will increase, and as a result the cost of resources may be higher.

· Retailers may have less flexibility in meeting the RPS.

5.2. Does the RPS require company-based compliance, or must individual retail electric products each meet the RPS requirement? 

These design options are similar in result to the previous question on whether RPS renewables can be sold as differentiated green power, yet there are some different implications. 

5.2.1. If RPS applies to the company, then:

· The cost of renewable resources may be lower because there may be less demand for renewables.

· Retailers may try to meet the RPS obligation in one or two green products, in effect shifting the RPS obligation to green consumers willing to pay more.

· All retail companies start on a level playing field, but not all products will because not all products will have the minimum renewable content.

· More retailers are likely to offer green products. Companies that wish to meet the RPS in one or two products will offer differentiated green power, when they otherwise might not have done so.

· Marketers who wish to specialize in environmentally preferred electricity products may have a difficult time finding a market niche if all marketers are in that niche. The fact that all marketers offer green products may even be a barrier to entry to the specialist retailer. 

· Consumers who choose a green power product (and perhaps pay a premium in doing so) may find that their choice yields no net increase in the use of renewable energy. As a result, product credibility may be threatened.

5.2.2. If the RPS applies to each product (or to all consumers), then: 

· Consumers who buy green power product will be assured or purchasing renewable energy that is incremental to the RPS, in effect achieving “meaningful retail choice.” 

· All products will start on a level playing field (competitively neutral). 

· Because all consumer demand for green power will be incremental to the RPS, the demand for renewables will be higher, and the cost of resources may be higher.

5.3. Are Standard Offer and/or Default Service providers required to meet the RPS? 

5.3.1. If yes, then:

· The demand for renewables will be higher than if not because the RPS will apply to the very substantial percentage of consumers who do not switch or who return to the default service. This will support the RPS goal of increased use of renewable energy.

· The RPS design principle of increased diversity of resources will more likely be met.

· The cost of renewable energy for both RPS compliance and green power products may be higher as a result of increased demand.

· The market for renewable resources will grow predictably in a stable fashion, facilitating access to long-term capital by renewable generators on favorable terms. 

· The cost of public policy will be shared by those who do not switch or who return to default service.

· There will be greater competitive opportunity for generators.

5.3.2. If no, then:

· Competitive retailers will be at disadvantage. They will have to comply with the RPS but the suppliers of the Standard Offer and Default Service will not. This is not a level playing field.

· As the RPS percentages rise over time, consumers are likely to flee the market to Default Service because it does not bear the cost of RPS compliance. This may result in an unstable market environment for renewables investment (higher risk, higher cost).

· The demand for renewables will be lower, which will undermine the intent of the statute to increase the amount of renewables in use. 

· Lower demand will tend to drive down the cost of renewable resources, but resource costs could also be increased if investment risk is higher (which could result from the unstable market mentioned above).

· This option does not support the RPS design principle of fairness. Not all who benefit from RPS will pay for it, and the option does not offer a level playing field for competitive marketers.

5.4. Is there an additional RPS requirement for existing renewables?

5.4.1. If yes, then:

· Demand for existing renewables will increase. 

· The impact on resource cost may be minimal or negligible because the availability of existing renewables in the region far exceeds what Massachusetts has been using. If the region is short of supply, however, the cost to retailers may increase, and the cost to consumers of green power products that contain significant existing renewables may be increased. 

· Consumer credibility may be affected either positively or negatively depending on the RPS level relative to the actual level of existing renewables (the baseline). If the existing RPS is set lower than the baseline, then consumer choice will not be meaningful.

· Consumer credibility may also be affected based on decisions similar to the RPS for new renewables (see 5.1, 5.2, 5.3).

· The credibility of green products may increase if an existing renewables RPS leads retailers to focus more on new resources (see 4.4).

· The makeup of green power products may be altered.

5.4.2. If no, then:

· There is still a green power market for existing renewables, although it may not be large enough to support the existing fleet of renewable generation. 

· The cost to retailers and consumers may be lower.

· Some of the higher-cost existing renewables may be lost to attrition, while at the same time new renewables would be increasing due to the new renewables RPS.  Of particular concern from a societal efficiency standpoint: Renewable resources whose ongoing costs exceed the commodity market value of their output, but are less than the “all-in” cost of new renewables, may cease to operate, while new, more expensive renewables are being built.

5.5. How do resources used to meet the RPS appear on the disclosure label?

5.5.1. If the label shows only the renewables above and beyond the RPS 

· Competitive products are more easily differentiated.

· Consumer credibility is higher because the label shows only the incremental benefit.

· Company vs. product argument may be moot (see 5.2) and the implicit double counting of “green” and “RPS-compliance” renewables may become irrelevant (see 5.1).

Examples of a this approach include (a) RPS renewables are removed from numerator and denominator in calculating the percentages for information disclosure purposes, or (b) RPS retailer compliance is achieved through a financial obligation in the wholesale market, sufficient to provide the required renewables but not actually requiring a purchase of energy or tradable certificates by the retailer.

5.5.2. If RPS renewables appear on the  label, then: 

· Products may be harder to differentiate.

· Consumer credibility may be affected if they think that green power claims are being made for something the retail company had to do anyway. A notation on the label that x% is required may help credibility.

5.5.3. If RPS percentages appear on some labels but not on others (e.g. “company-based compliance), then:

· The label could create competitive advantage for some companies, and disadvantages for others, as well as an uneven playing field for individual electricity products. 

· The label could undermine consumer credibility.

5.6. Are RPS-eligible renewables interpreted narrowly or broadly?

5.6.1. If broadly, then:

· Renewables may be in greater supply.

· Resource diversity may be greater.

· Retailers may be able to create a wider variety of products.

· Costs to marketers and consumers may be lower.

· Credibility may be undermined if a broad definition of eligibility stirs environmental attacks.

5.6.2. If narrowly, then:

· Lower initial supply may cause higher costs, at least in the near term.

· Consumer credibility may be higher if renewable resources are restricted to the cleanest and lowest impact resources, or are consistent with public perceptions of renewable energy (low impact and perceived definitions not necessarily being the same thing).

5.7. Is resource attribute verification accomplished by financial settlements tracking or by tradable certificates or credits? 

5.7.1. If via tracking, then: 

· Consumer confidence may be greater because the resource attribute stays with the commodity. There is less possibility of confusing a green kWh with a brown kWh.

· Because it allows less flexibility, tracking may cost retail electricity suppliers slightly more than the alternative in terms of contracting and compliance costs.  Such transaction costs would be reflected in higher retail prices.

5.7.2. If via tradable certificates or credits, then:

· There may be more opportunity for creating and differentiating green products.

· RPS compliance and green products may be cheaper.

· Potential confusion about whether customers are getting the benefits claimed may challenge credibility of products.

5.8. How is RPS compliance represented in marketing claims?

Green power marketing has been the subject of intensive legal study. The Federal Trade Commission has established environmental marketing guidelines, and the National Association of Attorneys General is drafting a set of guidelines for green power marketing. The Massachusetts Attorney General has proscribed certain types of marketing claims. Whether or not the benefits of RPS compliance can be claimed as a product attribute by marketers, the product disclosure label should be consistent with the marketing claim to avoid confusion and loss of credibility. 

5.8.1. If RPS resources can be claimed as a benefit in marketing materials, then:

· Consumer credibility may be undermined by claiming benefits that would have occurred anyway.

· Competitive opportunity may be distorted depending on whether RPS compliance is on a company basis or a product basis (see 5.2).

5.8.2. If RPS resources cannot be represented in marketing claims, then:

· Consumer credibility has the least chance of being undermined.

· Companies and products remain on a level playing field.

5.9. How might third party green power certification programs interact with the RPS?

Although how RPS resources are treated by Green-e or other third party product certifiers is their issue rather the DOER’s, the Advisory Group may want to keep the options in mind in terms of resource cost, product differentiation and consumer credibility.

5.9.1. If RPS renewables are used to achieve product certification, then: 

· The credibility of the certification (as well as the product) may suffer.

·  Retailers may decide to request certification for products that must meet the minimum RPS percentages for new and existing (if adopted) renewables. This could have the effect of standardizing or narrowing the range of renewable content.

· The cost of a certified product may be reduced.

5.9.2. If RPS renewables are not used to satisfy product certification, then:

· The demand for renewables may be increased.

· Consumer credibility in certified products may be enhanced.

· Products may be more greatly differentiated.

5.9.3. If each product must reflect only the RPS minimum percentage in it for certification purposes, and no more, then: 

· Products cannot achieve certification by meeting the RPS requirement in one product.

· Implicit double counting of “green” and “RPS” renewables is minimized.

· Certification will increase demand beyond RPS resources.

· Credibility may be unaffected.

Green-e seems to be leaning in this direction. This approach is consistent with the rules for Maine’s RPS, which state: “Each competitive electricity provider, including standard offer providers, must provide no less than 30% of its total kilowatt-hour sales to customers in Maine with electric energy generated from eligible resources... If a competitive electricity provider represents to a customer that the provider is selling to the customer a portfolio of supply sources that includes more than 30% eligible resources, the resources necessary to supply more than 30% of that customer’s load may not be applied to meet the aggregate 30% portfolio requirement.”

5.10. Is early compliance (prior to 2003) allowed? 

Early compliance might allow generation from a qualifying new renewable constructed in 2001 or 2002 to be “banked” towards RPS compliance in subsequent years.

5.10.1. If yes, then:

· The development of new renewables for the green power market may get underway earlier, because the RPS provides a fallback from an uncertain green power market.

· The risk to developers of new renewable generation is decreased.

· New renewable green products may be available at an earlier date.

· The likelihood of sufficient new renewable generation to meet RPS requirements in 2003 is increased.

5.10.2. If no, then:

· The availability of new renewables and of green products may be delayed by generators and retailers unwilling to take the risk of not having a fall-back RPS market.

6. Conclusions

Depending on alternative design decisions, the RPS can have a significant impact on the green power market, affecting:

· Complementarity with competitive markets

· Consumer credibility and meaningful retail choice

· Cost of resources

· Fairness to suppliers (generators, retailers) and end users

The reverse is also true. Green power markets can affect the RPS. 

DOER’s primary job is to design an RPS that meets the design criteria. In the process, DOER needs to make sure that the RPS, at a minimum, is not harmful to the development of a green power market.
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� The Renewable Portfolio Standard: Key Stakeholder Interviews for the Massachusetts Division of Energy Resources and its RPS Advisory Group, October 19, 1999, Raab Associates, Ltd.


� For that reason, use of the descriptive term “green” by a marketer without substantial qualification is limited by the FTC’s Guides for the Use of Environmental Marketing Claims and Environmental Marketing Guidelines for Electricity being developed by the National Association of Attorneys General.


� California does not have a renewables portfolio standard; Pennsylvania’s is tiny, less than one percent, and varies by utility service territory.


� Environmental externalities are the very real (but difficult to quantify) costs to society that are not captured in the price of electricity.


� Maine Public Utilities Commission, Supplemental Order Finally Adopting Rule and Statement of Policy Basis, Renewable Resource Portfolio Requirement (Chapter 311), Docket No. 98-619, September 28, 1999.
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