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Executive Summary

Introduction

The purpose of this report isto identify and characterize the range of options available to
municipdities for purchasing green power and improving the efficiency with which
electricity isconsumed. Municipdities have saverd viable options for purchasing
electricity in afashion that is congstent with the energy, codt, and environmenta goal's of
the community. Municipdities are in a better position to achieve certain policy gods
than areindividua customers through their collective buying power. A municipdity’s
advantage liesin the Sze of its dectricity load, in the potentid for more sophigticated
decisionmaking than individua customers can gpply, and in the potentid for reflecting
more of the public interest in the decison-making process.

There are many reasons why cities and towns should consider purchasing power from
generators with low environmenta impacts, frequently called “green power.” Electricity
generation creates a host of pollutants that lead to some of society’s most threstening
environmenta problems, including acid rain; ground-level ozone; hedth risks dueto air-
borne particulates, highly-dangerous and long-lived nuclear wastes, and climate change
with its potentialy devastating ecologica impacts. Green power offers communities a
chance to change the way that dectricity is generated, and to reduce these environmental
problems.

Municipa policymakers should be aware that renewable energy is extremey popular

with the generd public for dl of the reasons mentioned above. In February, asurvey was
conducted on behdf of the Massachusetts Technology Collaborative's Renewable Energy
Trust that demonstrated widespread support in Massachusetts for renewable energy. In
particular, a sgnificant number of residents expressed awillingness to pay more for their
eectricity if it is based upon clean, renewable sources of dectricity, especidly wind and
solar.

The RET survey and other smilar surveysthat have been taken across the nation affirm
two related ideas. Firgt, about half the population is willing to pay more to purchase
green power for their own consumption. Second, alarger mgjority believesthat it makes
sense to publicly purchase green power o that "we dl pay” for what is essentidly a
public good. The RET survey and others show particularly strong support for the idea of
putting solar on schools. That general concept of public procurement is achieving
tangible resultsin many places — with San Francisco being aleading example.

Energy efficiency aso offersimportant benefits for acommunity. There is a multitude of
energy efficiency technologies that cost sgnificantly less than the price of eectricity.
Thus, energy efficiency offers a huge, untapped resource for towns and cities to reduce
their dectricity costs. Energy efficiency aso has sgnificant environmenta benefits.
Every kWh that is saved through efficiency resultsin less dectricity generation, and thus
less environmental damage.
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Municipalities as Power Consumers

Managing, Planning and Prioritizing

There are many opportunities available for municipa governments to purchase green
power for meeting municipd load, and for improving the efficiency of municipa
buildings and facilities. Given these opportunities, plus new opportunities for reducing
electricity cogts from competitive generation companies, municipa governments should
congder hiring an energy manager to investigate and manage the options available to
meet municipa eectricity needs.

Municipd governments should explicitly determine the gods and priorities for
purchasing power and managing the municipa load. Thetwo primary goals to consder
are reducing the cost of dectricity services, and reducing the environmenta impacts of
eectricity generation and consumption. Sometimes these god's can be achieved through
the same means (e.g., through energy efficiency), and sometimes these god's must be
traded off against each other.

Municipa governments should consider how they want to integrate the community’s
electricity objectives — such aslow cost power and loca economic growth —and
environmenta objectives — such as those embodied in climate change action plans.
Defining dear environmenta objectiveswill help in striking the gppropriate badance
between reducing dectricity costs and reducing environmenta impacts.

Municipdities should develop srategies for obtaining energy efficiency and green power
to meet their goas and priorities. These dtrategies should include a combination of (a)
the procurement of low-cogt eectricity from the competitive market, (b) the procurement
of green power resources, and (c) the implementation of aggressive, cost-effective energy
efficiency programs.

Green Power Opportunities

Whenever municipa governments solicit proposals for new power supplies, they
should also inquire about green power products. If acceptable green power
products are not available in the short-term, municipa governments should avoid
long-term contracts (e.g., greater than one year) that would preclude the purchase
of green power products that may become available in the future,

In order to fully test the competitive dectricity market, municipa governments
should issue RFPs for purchasing green power. The RFPs should solicit
proposals for various types of green power products, in order to identify the
tradeoffs between more stringent environmenta goa's and higher dectricity codts,
and to investigate various options for integrating e ectricity and environmentd
policies.

Municipa governments should communicate periodicaly with the Massachusetts
Energy Consumers Alliance, MMA, the Massachusetts Hedlth and Education
Facilities Authority (HEFA), and other Smilar organizations to inquire about
purchases from green power aggregators.
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Municipa governments should investigate the opportunities for ingaling
renewable and other clean distributed generators (e.g., solar PV, wind, fud cdlls)
on municipd facilities and Stes. They should issue RFPs to identify the costs,
benefits and other implications of ingtaling generators at specific Sites.

Municipa governments could aso work with suppliers or renewable developers
regarding opportunities to fund specific new renewable ingalations.

Energy Efficiency Opportunities

Municipa governments should work with their loca digtribution companiesto
identify al opportunities for participating in on-going energy efficiency programs.
They should aso consder investing their own funds to implement cost-effective
efficiency measures beyond those financed by the distribution company programs.

For those facilities with the largest eectricity consumption, municipd
governments should hire ESCOs to perform technical assessments of efficiency
potentia and to offer financia packages for achieving that potentid.

Municipal governments should ensure that al municipa buildings comply with
building energy codes, ensure that building ingpectors are well-trained, and
require building ingpectors to enforce the building codes for resdentid and
commercid buldings.

Municipa governments should establish protocols to investigete and purchase
ENERGY STAR equipment whenever new municipa equipment is purchased.

Municipal Aggregation

The Redtructuring Act alows cities and towns to establish amunicipa aggreggtor, which
will have the authority to purchase power on behdf of dl the cusomers within the
community. A municipaity must first obtain loca gpprova to become an aggregator,
through town meeting or city council votes. 1t must also obtain approvd for its
aggregation plan from the DTE. Customers do not have to actively choose to be a part of
the aggregation, but they have the opportunity of opting out if they wish. Municipa
aggregators can dso implement energy efficiency programs for their communities; in

place of those offered by the local distribution company, and can apply for fundsto
support renewable resources from the Renewable Energy Trust.

In the newly restructured eectricity market in Massachusetts, municipa aggregation
offers the best opportunity to reduce the eectricity coststo dl cusomers within a
community and to make purchases consstent with public policy objectives. Infact, it
may be the only way that smal commercid, resdentid and low-income customerswill
be able to redize dectricity savings from the competitive eectricity market. In addition
to reducing power supply costs, municipa aggregators can serve as advocates for the
community on avariety of energy and environmenta issues.

Municipa governments may have to incur considerable costs in order to develop an
aggregation plan, have the aggregation plan gpproved by the DTE, and negotiate
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favorable contracts with power suppliers. However, these up-front costs could be quickly
paid back through successful negotiations for power supply for the community.

Communities interested in municipa aggregation should begin investigeting municipa
aggregation options soon. Thiswill dlow enough time to develop and obtain approvd of
an aggregation plan, so that the community will be poised to take advantage of low-cost
power supply options in 2005 when the standard offer is diminated.

Municipa aggregetion offers significant green power opportunities for al members of
the community — not just for the municipa dectricity load. Municipa aggregators may
be able to combine higher priced green power with cost reductions from power supply
dedls or energy efficiency programs, thereby creating a package that is more
economicaly and politicaly acceptable.

With regard to energy efficiency, municipa aggregators are well positioned to design and
implement much more aggressve and successful efficiency programs than those
currently provided by dectric distribution companies. Municipa aggregators are not
driven by powerful incentives to increase dectricity sdes and profits; they place greater
vaue in environmental protection and local economic development; they can use their
extensve loca networks to promote efficiency programs, they can pursue innovative
initigtives, they can ensure that efficiency funds raised within a community are spent
within the community; and they are in a better position to respond to loca concerns and
priorities.

However, municipa aggregators should only undertake efficiency initiativesif they can
improve upon the programs that are currently delivered by the distribution companies.
Municipa aggregators face the risk that their administrative cogts outweigh the benefits
that might be gained from replacing the didtribution company’ s efficiency programs.
Thisrisk increases as the sze of the municipality decreases, because many adminigtrative
cods are essentialy fixed.

Those cities and towns whose eectricity demand isrdatively smdl (e.g., less than the
Cape Light Compact’s), should be very cautious about implementing efficiency programs
because of the high administrative costs' Communities should consider joining together
to establish a centraized energy efficiency program administrator that could serve severd
municipa aggregators. A centrdized energy efficiency adminigrator with alarge
efficiency budget can reduce the risk of high adminigtration costs undermining the
efficiency programs.

Communities that pursue municipa aggregation should ensure that there is meaningful
public input to the decison-making process. This should include input from loca
representatives and municipa agencies, as well asinput from citizens and businesses.

1 Among the communities participating in this study, Boston' s electricity demand (6,150 GWh) is nearly
three times larger than the Compact’s, Cambridge’ s demand (3,738 GWh) isdlightly less than the
Compact’s, and the others are all much |less than the Compact’s.
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Municipal Electric Utilities

Between 1889 and 1926, when the Massachusetts eectricity industry was in itsinfancy,
severd towns and cities established municipa dectric utilities to provide their own
eectricity service. These utilities own the transmission and digtribution facilities within
their borders, and either own power plants or purchase generation from other’ s power
plants. There are currently 40 municipa eectric utilitiesin Massachusetts, serving
roughly 13 percent of retall dectricity sdes. They are different from the investor-owned
utilitiesin Massachusdtts, in that they are not for profit; they set their own dectric rates,
they are not subject to many DTE regulations, they are not subject to many provision of
the Restructuring Act; and they are not required to alow retail competition within their
borders.

Creeting amunicipa eectric utility provides acommunity with the greatest amount of
local control over the provison of dectricity services within the town or city.
Government representatives will operate, purchase and manage the dectricity generation,
tranamission, distribution, metering, billing, green power development, and energy
efficency within the community. The municipa dectric utility will be exempt from

most DTE regulations, and will probably be exempt from the competitive market
provisons of the Restructuring Act unless it wishes to sdl power in other jurisdictions.

Creating amunicipa dectric utility would be an extremdy difficult undertaking under
current conditions. Theloca digtribution company islikely to oppose such an effort with
al of itsfinancid, palitica, regulatory and public relations resources. The process
required to create amunicipa eectric utility could teke aslong asfive years or more, and
itisnot likdy thet the effort will be successful. In sum, the creation of amunicipd

electric utility potentidly has the grestest risks and greatest rewards for acommunity.

Even if acommunity could convert to amunicipa eectric utility, the converson itsdf is
no guarantee of improvement upon the way that power is provided now by the local
digtribution companies. Theresults of anew municipd initiative — in terms of power
cogts, rdiability, customer service, green power and energy efficiency —would depend
criticaly upon how the municipa eectric utility is managed, how the key policy
decisons are made, the politica climate of the government, and the public input from the
community.

Those municipa dectric utilities that do exist in Massachusetts should investigate and
pursue dl of the green power options that are available and are consstent with the wishes
of their community. Thiswould include al of the opportunities listed above for
municipas as power consumers, but would aso include additiona opportunities for
owning al or part of renewable generatorsin order to meet dl of the community’s energy
load.

Municipda eectric utilities should dso develop energy efficiency programsfor dl
customer types, in order to both reduce total e ectricity costs and reduce the
environmenta impacts of dectricity consumption within the community. They should
use the éectricity ratesto raise funds for energy efficiency programs, and should
coordinate with and build off of the efficiency programsthat are currently being offered
by the dectricity distribution companies in Massachusetts.
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Public Input

Regardless of whether a municipdity is purchasing power for itsdlf, as an aggregator, or
as an dectric utility, municipal governments should ensure thet their actions do indeed
reflect the wishes of the community. There are now many more opportunities and pitfals
associated with purchasing dectricity in Massachusetts as a result of the Restructuring
Act. Municipa agencies have an important role to play in addressing the interests of
their citizensin order to make the most of these opportunities.

Many municipdities may need to establish new procedures for obtaining adequate public
input. It may require a public education campaign to inform customers of the importance
of eectricity purchases— in terms of the economic and environmenta implications
Mestings of city councils and boards of selectman can be used to solicit input from local
citizens and businesses.

Municipdities can dso establish acommunity energy board or commission, composed of
public representatives from severa perspectives (e.g., low-income, businesses,
environment). Therole of the community board would be to represent the public views
to the municipa agency, the municipa aggregator or the municipa dectric utility. The
community board could also play arole in encouraging citizens and businessesto
persondly participate in dectricity-related offerings, such as green power programs and
energy efficiency programs.

Green Power & Energy Efficiency Opportunities for Massachusetts Municipalities
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1. Introduction

With the restructuring of the dectricity industry in Massachusetts, municipdities now
have grester opportunities for lowering power cogts, improving the efficiency of
electricity consumption, and reducing the environmental impacts of dectricity

generaion. Infact, towns and cities may be in the best position — rdaive to dl other
customer types — to take advantage of some of the new provisions of the Massachusetts
Restructuring Act. The purpose of this report isto identify and characterize the range of
options available to municipalities for purchasing green power and improving the
efficiency with which éectricity is consumed. It discusses green power and energy
efficiency with regard to amunicipaity’ s own power needs, with regard to the power
needs of the customers within their communities, or both

There are many reasons why cities and towns should consider purchasing power from
generators with low environmenta impacts, frequently called “green power.” Electricity
generation creates a host of pollutants that lead to some of society’ s most threatening
environmenta problems, induding acid rain; ground-level ozone; hedth risks dueto air-
borne particulates; highly-dangerous and long-lived nuclear wastes, and climate change
with its potentidly devastating ecologica impacts. Green power offers communitiesa
chance to change the way that eectricity is generated, and to reduce these environmenta
problems.

The case for energy efficiency is even more compdling. Thereisamultitude of energy
efficiency technologies that cost Sgnificantly less than the price of eectricity. Thus,
energy efficiency offers a huge, untapped resource for towns and cities to reduce their
electricity costs. Many efficiency measures have a payback period of two years or less.
Energy efficiency aso has sgnificant environmenta benefits. Every kWh thet is saved
through efficiency resultsin less dectricity generation, and thus less pollution. In fact,
because it reduces both ectricity costs and environmenta impacts, efficiency offersa
wirn-win gtuation — a* no regrets’ gpproach to meeting environmental and energy service
gods.

Both green power and energy efficiency dso offer other significant benefitsto a
community, induding:

Renewable resources and efficient technologies do not rely upon fossil fuels and
their inherently unstable supply and price characteristics, and thus provide price
gtability and security for amunicipality’ s eectricity budget.

In many cases, renewable resources and efficiency programs will cregte locd jobs
and prevent the exporting of locd dollarsto pay for foss| fuelsthat are obtained
from other parts of the US or other countries.

Renewable resources and energy efficiency can improve the reiability of
electricity supply, by reducing demand growth and increasing the diversity of the
fuels used to generate dectricity.
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Energy efficiency and digtributed renewable resources and can reduce the need
for new transmission lines and substations, and can help address problems
associated with overloaded distribution circuits.

Cities and towns (as well as other government agencies) can play akey role in promoting
the development of green power and energy efficiency. By purchasing green power and
energy efficiency to meet their own needs, municipdities can help develop the market for
renewable and efficient technologies, thereby making it eesier for others to make smilar
purchases over time. Furthermore, there are severd ways that municipaities can
purchase green power and efficiency on behdf of al the cusomers within their
community, thereby making an even bigger impact.

Municipa governments are well- positioned to take advantage of green power and energy
efficiency opportunities. They can represent public sentiment and dlow for community
input to the decison-making process. Given recent opinion polls that show increasing
public preference for addressing environmental problems, municipa agencies may be
inclined to make more environmentally benign dectricity purchases than other customers
of amilar 9ze and influence.

This sudy is focused on opportunities to improve the environmenta impacts of

electricity consumption. It does not address other forms of energy consumption — such as
energy consumed in oil and gas furnaces or trangportation energy — which aso contribute
to environmenta problems. Nonetheless, some of the lessons learned from the dectricity
sector could motivate communities to address these other sectors as well.

This study begins with a description of the Massachusetts Restructuring Act and the
many actors and systems that make up the eectricity industry in Massachusetts today. It
then presents opportunities avallable to municipdities in three different contexts:

(8) when amunicipdity purchases eectricity to meet its own ectricity loads, (b) when a
municipaity purchases dectricity as amunicipa aggregetor, on behdf of dl customers
within the community; and (¢) when amunicipality purchases or generates dectricity asa
municipa eectric company, on behdf of dl cusomers within the community. The last
section of this study provides a summary of conclusions and recommendations.

This study was prepared with afocus on five cities and towns in the metropolitan Boston
area, including Boston, Brookline, Cambridge, Somerville and Newton. Representatives
of these municipaities have actively participated as Planning Partnersin the
Massachusetts Energy Consumers Alliance green power aggregation research effort,
funded by the Massachusetts Technology Collaborative' s Renewable Energy Trust and
the John Merck Fund. This study has benefited from the assistance of representatives
from these five cities, and attempts to provide recommendations specific to their needs.

It is hoped that the findings of this study will be useful to other cities and towns
throughout M assachusetts.
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2. Background, Definitions and Green Power Issues

The Massachusetts Electricity Restructuring Act hasintroduced a confusing array
changes and new initiatives. This section provides a brief description of some of the
electricity services, public policy mechanisms, and mgor actors operating in the
eectricity industry in Massachusetts today. It dso presents an important discussion of
the challenges of defining green power.

2.1 Definitions

Default service. The generation service provided by the loca distribution company to
those customers who are no longer receiving standard offer service, and are not receiving
generdion service from a competitive supplier. Thisisintended to be a security net from
the locd digtribution company for al customers that cannot obtain competitive power, for
whatever reason. The price for default service is intended to represent the competitive
market price for eectricity. Each distribution company is required to purchase
generation services from competitive suppliers, usng periodic competitive bidding
processes. The price for default serviceis based on the results of those processes, and is
reviewed by the DTE. The pricesfor default servicesin Massachusetts have been
sgnificantly higher then the prices for sandard offer services, dthough that gap has been
closing in recent months.

Department of Telecommunications and Energy (DTE). The agency that regulates the
investor-owned e ectric companies in Massachusetts. The DTE determines the standard
offer rates and the default service rates, and issues regulations and orders on avariety of
policy issues affecting the dectric distribution companies. The DTE a0 licenses
competitive retall dectricity suppliers.

Didributed generation (DG). Small, modular technologies for generating or storing
electricity located near the point of use. The term “clean distributed generation” refersto
those DG resources with low or no emissions, such as combined heat and power,
microturbines, fud cdls, wind, and photovoltaics. There are other DG technologies, such
asdiesd engines, that have rdaively high emisson profiles.

Didribution company. The eectric company that provides transmission and distribution
services to a specific region. Asaresult of restructuring, the Massachusetts investor-
owned dectric utilities sold off their generation assets. The remaining companies now
provide only digtribution and transmission services (dong with billing, metering and

other operationa services). Each distribution company serves as a monopoly busnessin
adigtinct geographic franchise. They continue to be regulated by the DTE.

Divison of Energy Resources (DOER). The state agency responsible for statewide
energy policy. DOER is responsible for implementing severd provisons of the
Restructuring Act, such as those pertaining to energy efficiency and the renewable
portfolio standard.
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Energy effidency. Theimplementation of practices, measures or technologies that
reduce the amount of energy needed to provide a given dectricity service (e.g., heating,
cooling, lighting, motor drive). An energy efficiency program provides cusomers with a
package of financid, educationd, technica and practica assstance to implement energy
efficiency measures. A cost-€effective energy efficiency measure or program is one
whose totd cost of implementation is less than the cost of generating, transmitting and
distributing a comparable amount of dectricity —i.e., one that resultsin anet reduction in
eectricity costs.

Generation attributes. The characterigtics of a particular eectricity generator that can be
associated with the generator’ s production, including the generator’ s locetion, fuel type,
ar emissons, and vintage. Priceis not considered a generdion attribute. As an example,
the Hull wind turbine’ s generation attributes would consis of itslocation (Hull, MA), its
type (wind, renewable), its vintage (commissioned in 2001), its air emissions (none).

Generation company. An entity that engages in the business of generating electricity
from power plants. Most generation companies sal ectricity at the wholesale leve, and
do not sall power to retail customers, unlessthey aso become aretall dectricity supplier.

Green-e. A program of the Center for Resource Solutions for certifying retall
electricity products as “green power,” based upon environmenta standards
that are approved by a nationa board using input from regiond advisory
committees. The purpose of the green-e standard is to provide customers
with asmple, widely accepted sedl- of-approva to identify environmentaly
preferable green power offerings. For more information, see www.green
e.org.

Green power aggregator. An entity that represents many customersin researching,
soliditing, negotiating for and purchasing green power. By combining the loads of many
customers, an aggregator can increase the customers buying and negotiating strength,
and can sgnificantly reduce the transaction costs associated with buying green power.

| ndependent System Operator — New England (ISO-NE). The operator of the bulk power
transmisson system for New England, responsible for the dispatch of power plants and

the management of wholesale dectricity transmisson for NEPOOL. 1SO-NE operates
pursuant to a contract with NEPOOL.

M assachusetts Renewable Energy Trust (MRET). A trust fund designed to promote the
increased availability, use and affordability of renewable energy, and to generate the
maximum economic and environmenta benefits from renewable energy. The MRET is
financed by asmall charge (currently 0.075 ¢/kWh) on dl investor-owned utility
eectricity customers. It is managed by the Massachusetts Technology Collaborative.

M assachusetts Electricity Restructuring Act. Thislegidation introduced retail

competition in Massachusetts, by alowing al ectricity customers to choose anong
competitive generation companies. The Act, dong with subsequent settlementsand DTE
regulations, required the existing eectric utilities to sdl their generation assets and

become distribution companies. The Act included a number of other provisons such as
those establishing standard offer services, default services, the system benefits charge, the
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renewable portfolio standard, the Massachusetts Renewable Energy Trugt, and municipa
aggregation. The Act was passed in 1997 and dlowed customers to begin choosing
dternative generatorsin March 1998,

Municipd aggregation When amunicipdity or group of municipalities acts as a power
broker on behdf of al the eectricity customers within their borders. Once established
through loca authorization and approva by the DTE, amunicipa aggregetor can
automaticdly represent al customers within its communities, except for those customers
that decide to opt out. Municipa aggregetors can dso implement energy efficiency
programs for their communities, and gpply for funds to support renewable resources from
MRET.

New England Power Pool (NEPOOL). A power pool that establishes the rules governing
the angle regiona eectricity network in New England. In the past, NEPOOL has
coordinated and directed the operations of nearly dl of the wholesde generation and
transmisson facilitiesin New England. Some of these roles are now under the
respongbility of 1ISO-NE, under contract to NEPOOL. The NEPOOL members include
the investor-owned utilities, municipal and consumer-owned utilities, generation
companies, retail eectricity suppliers, and representatives of end use customers.

NEPOOL Generation Information System (GIS). An dectricity generation accounting
and verification system for the generation attributes of dectricity produced and consumed
within New England. The GIS establishes amarket for these generation attributes based
on “certificates’ that may be traded independently from undifferentiated, or
“commodity”, eectricity, and tracksttitle to these attributes through registration of
certificates in the accounts of market participants. This system is designed to provide
information necessary to support severd palicies, including environmental disclosure and
the RPS. The GISis due to become fully operational in the second quarter of 2002. For
more information see www.nepoolgis.com

NEPOOL GIS Certificates. Records created by the NEPOOL GIS administrator which
represent title to generation attributes associated with energy from power plantsin New
England. Certificates establish clear and specific property rightsto al attributes of
generation to support compliance with renewable portfolio standards, emisson
performance standards, disclosure requirements, and verification of marketing clams for
electricity sold within New England. A certificate will be created for every MWh
generated by power plants within New England. All retail dectricity suppliers must
generate or purchase GIS certificates in sufficient quantity to equd their retail sdesand
meet their RPS requirement. These certificates can be traded among many parties,
independently of the sdles and tranamission of the eectricity.

Renewable portfolio standard (RPS). A provison of the Restructuring Act requiring all
retall eectricity suppliersto include a certain portion of renewable resourcesin their
eectricity products. The following types of renewable resources are digible for the RPS:
solar photovoltaics and solar thermd; wind energy; fud cdls using an digible renewable
fud; qudifying landfill methane gas and anaerobic digester gas; qualifying low-emission,
advanced biomass technologies, and ocean thermad, wave or tidal energy. In order to be
eligible for the RPS, these renewable resources must be “new,” i.e., they must have
begun commercia operation sometime after December 31, 1997. The standards take
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effect on January 1, 2003, and require that renewables represent one percent of sdesin
2003, increasing by 0.5 percent each year thereafter until 2009 when it reaches four
percent, and then increasing at one percent per year after that. DOER will determine the
extent to which the RPS percentage should increase after 2009. Retall dectricity
suppliers will be required to use renewable GIS certificates to demonstrate compliance
with the RPS.

Retall dectricity supplier. An entity that sdls generation services to retall eectricity
customersin Massachusetts. Thisincludes al the digtribution companies providing
sandard offer and default services, aswell asdl the entities that sdll retail eectricity ona
competitive basis. The Restructuring Act requires that retail eectricity suppliers must be
licensed by the Massachusetts Department of Telecommunications and Energy. The
DTE has established licensing regulations that require gpplicants to demonstrate evidence
of financid viability, including being a member of the New England Power Pool or
having a contractud relaionship with amember of NEPOOL to meet the supplier’s
electricity obligations.

Standard Offer services. Customersthat did not choose competitive generation
companies when retail competition began were automaticaly provided standard offer
service from their locd digtribution company instead. The standard offer priceis
regulated by the DTE, and is meant to protect customers from potentia price increasesin
the early years of competition in Massachusetts. The standard offer service isdueto
expire after saven years of retail competition in Massachusetts, which will be & the end
of February 2005. At thistime, customersthat have not switched to dternative retail
eectricity supplierswill be switched to the default service provided by the loca
distribution company.

System benefits charge (SBC). A small charge gpplied to dl eectricity customersto

raise funds for public polices that result in benefits for the entire dectricity sysem. In
Massachustts there is currently a system benefits charge of 0.25 ¢/kWh to raise funds for
the energy efficiency programs that are operated by the distribution companies and the
municipal aggregator. This efficiency charge was reauthorized in 2002, and is place for
the next five years, at which time the DOER will review whether to extend it further.
Thereisaso asmdl system benefits charge to support the Massachusetts Renewable
Energy Trudt.

Undifferentiated power. Electric generation that is not distinguished from average

System power inany way. It includesdl power that is not sold as green power or as
meeting an RPS. This power could come from a specific power plant or contract, from a
generation company with many different power plants, or from the mix of dl the power
plantsthat sdll into the New England spot market. Before retail competition was
introduced and green power became an option, al dectricity sold in Massachusetts and
New England was undifferentiated power.

2.2 Defining Green Power — It's Not a Simple Task

Theterm green power typicaly refersto dectricity generation that is more
environmentally benign than undifferentiated power or the average power on the market.

Green Power & Energy Efficiency Opportunities for Massachusetts Municipalities Page 12



However, there are many ways to define green power, and different people will define
green power differently. Some of the more contentious questions pertain to whether
green power should include existing renewables or only new renewables;, whether green
power should be 100 percent renewable or only partialy renewable; what type of hydro
generation should qudify; what type of biomass generation should qudify; whether
landfill gas should qudify; and even whether new, efficient gas generators should

qudify.

For the purposes of this report, we define green power generaly as any environmental
improvement beyond undifferentiated power. We use the term light green power to refer
to amodest improvement. Light green power may be a product that is 50 percent
renewable and 50 percent undifferentiated power. We use the term dark green power to
refer to an aggressve improvement over undifferentiated power. This may include, for
example, 100 percent new renewables with an emphasis on wind and solar technologies.

In many cases, defining the degree or leve of green power that should be purchased or
sold will be agrategic decison. Thereislikely to be atrade-off between (a) dark green
power with greater environmenta benefits per kWh, but greater costs and thus less
customer participation and less kWh sold; and (b) light green power with less
environmenta benefits per kWh, but lower costs and thus greater participation and
greater kWh sold. (These trade-offs are addressed briefly in Section 6.)

It is not the purpose of this report to define what types of resources should be included in
green power purchases or sales. That isadecison to be made by the municipa
governments and their representatives and congtituents

2.3 Renewable Generation Attributes
There are many different ways for amunicipdity in Massachusetts to purchase green
power, including:
1) to construct, own and operate renewable generators or clean distributed
generation;
2) toown or purchase aportion of ajointly-owned renewable generator or clean DG;

3) to purchase green power from a competitive dectricity supplier;

4) to purchase green power through a green power aggregator; and

5) to purchase renewable generation certificates created by the NEPOOL Generation
Information System independent of the purchase of dectricity.

The NEPOOL Generation Information System requires that each sde of dectricity have a
generation attribute associated with it. Thus, with each of these options, the municipaity
will purchase both eectricity generation and generation certificates. For every MWh of
eectricity purchased, there must aso be a MWh worth of generation certificates.
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The latter option, however, gppears to be different from the others because the generation
certificate will be purchased independently of the purchase of eectricity. The dectricity
purchased could be from undifferentiated power, but the generation certificates would be
from arenewable generator. Consequently, the latter option sometimes raises questions
as to whether it should redly qudify as green power. Certificate-only purchases may be
more confusing than purchases of green power directly from a power plant.

The GIS was established for severd reasons. Firg, it is not possible to physicaly track
where dectrons flow through the transmission system in New England.? Without such a
system, compliance with different policies in different states might rely on different,
conflicting methods of verification, and might dlow for intentiona or inadvertent fraud

or double counting of attributes. The GIS creates away to account uniquely for the
various characterigtics of eectricity generation within the New England ectricity pool
with a high degree of credibility. Second, the GIS creates amore liquid and flexible
market for buying and selling generation attributes, thereby lowering transaction costs
and making it much eader for generation companies and retail eectricity suppliersto
comply with environmentd regulaions and to sal green power. Findly, the GIS will
create atransparent market and price for renewable generation — and mechanisms like the
RPS and green power products will create a demand for that market.

When a customer purchases a new renewable generation certificate, he or she will
increase the demand for those certificates, which will in theory increase the price for
those certificates. Asthe price for new renewable generation certificates increases,
generation companies will be more able to finance and develop new renewable
generators, because they will be able to count on higher revenues from the sde of their
certificates in the future. Thus, the purchase of new renewable generation certificates
should, in theory, lead to an increase in new renewable generation in New England.?

In sum, municipdities and othersinterested in purchasing green power should investigate
the opportunities available from new renewable generation certificates, because they may
result in much more flexible and affordable green power products. However,
municipalities should aso be cautious thet renewable certificates might creste customer
confusion, and they should be prepared to provide clear marketing materids to ensure
that customers are comfortable with the products that they purchase.

Itis, however, possibleto track financial electricity transactions.

Whilethisistrue for the purchase of “new” renewable generation, it is not necessarily true for the
purchase of existing renewable generation because the supply of existing renewable generation is
currently much greater than the demand for it. Because of this*over supply,” purchasing power from
existing renewable generators is unlikely to have muchimpact on the electricity generation in New
England, and its associated air emissions— regardless of whether that purchase isthrough adirect bi-
lateral contract or through renewable generation certificates.

Green Power & Energy Efficiency Opportunities for Massachusetts Municipalities Page 14



3. Municipalities as Power Consumers

Municipa governments tend to use eectricity for avariety of purposes. Most towns and
cities require dectricity to run their schools, libraries, police departments, fire
departments, parks and recregtion programs, public works departments, community
centers, town hdls, city hdls, traffic lights, sreet lights, and more.

While the municipa eectricity load tends to be asmal portion of the totd dectricity

load within atown or city, it is nonethel ess an important part of the eectricity market.
Municipa governments have the incentive and wherewithal to manage the eectricity

load in order to reduce costs and environmenta impacts — many eectricity customers do
not have this opportunity. In addition, municipa governments can play an important role
in influencing the markets for dectricity generation and energy efficiency products and
sarvices, aswell as acting as arole mode for the citizens and businesses within the
community.

Chicago, Illinois

Last year the City of Chicago made acommitment to purchase 20% of its electricity from
renewable energy resources within the next five years. Thisisthe most significant
energy proposal put forth by any municipality in terms of the total amount of energy
being purchased. Twenty percent of Chicago’sload is equivalent to 80 MW, more than
the current level of local renewable energy generation.

Chicago’s Mayor Richard Daley, hopes that this will be the incentive that begins to get
renewable energy projectsonlinein thearea. Theinitiative wasled by Daley, whose
emphasis on environmental programs has helped make the initiative possible, and was
supported by members of the Local Government Power Alliance and 48 suburban
governments. In June, 2001 Chicago signed an agreement with ComEd, who will
provide the city with 10% green power in thefirst year and will gradually increase that
amount to 20% within five years. A majority of the power will initially be generated
from landfill gasfacilities, although as part of the agreement, ComEd will aim to
incorporate wind power from proposed facilitiesin northern Illinois and newly installed
solar projects throughout the city.

Although the clean electricity purchases will cost about a quarter of a cent more than the
city’ s previous 6 cent/kWh generation charge, ComEd’ s profits from the extra charge will
enter into a Reinvestment Fund, which will be used to promote the devel opment of new
renewables. In addition, the City of Chicago has entered a separate agreement with
ComeEd, which will include retrofitting 15 million square feet of public building space
with energy efficiency upgrades.

The following sections describe the severa opportunities that municipa governments
have for relying upon cleaner generation sources, and improving the efficiency with
which they use dectricity.
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3.1 Green Power Purchases for Municipal Load

Purchases Directly From the Competitive Electricity Market

The most direct way for atown or city to purchase green power isto negotiate a ded with
apower supplier willing to provide the type of power desired. While the dectricity
market in New England is currently not very robust, and there are not many dectricity
supplierswilling to sel green power, there may be many more options available when the
standard offer rates expire in 2005 and the entire Massachusetts electricity market
becomes more competitive.

Santa Monica, California

Santa Monica became the first city in the nation to commit to purchasing 100% of its
electricity from renewable energy resources when its City Council voted to approve the
decision in February, 1999. The city entered into a contract with Commonwealth Energy,
which provides energy for the municipality’s entire electric load, including the Santa
Monicaairport, afigure which totals 5 MW. The premium for the purchase is roughly
$140,000 a year, equivalent to a 5% increase on the city’ s electric bills. The power
supplied by Commonwealth Energy will be mainly from geothermal resources, although
solar and wind will bein the mix aswell.

In purchasing green power from the competitive eectricity market, municipdities will
want to firg identify (a) those suppliers willing to provide green power, (b) what types of
green power products those suppliers can offer, and (¢) how much the various green
power productswill cost relative to undifferentiated power. Municipdities can obtain
thisinformation by issuing arequest for proposas (RFP) to comptitive e ectricity
suppliers.

Green power RFPs should explicitly request proposasfor avariety of different green
power options, in order to assst the municipdity in deciding how clean its dectricity
purchases should be and how much it iswilling to pay for different types of green power.
For example, RFPs could request proposds for the following types of green power
options: (a) packages that somehow improve upon undifferentiated power (e.g., No
nuclear or cod generation), (b) packages that rely heavily upon new gas generation,

(c) packagesthat include a certain portion (e.g., 50 percent) of renewable generation,
(d) packages that include 100 percent renewable generation, or (e) support for a certain
cgpacity amount from specific new renewable generation. Alternatively, an RFP could
use an environmentd indicator to differentiate among various green power options— e.g.,
CO, emissionsratesin lbsMWh.

Oakland, California

In June, 2000 the Oakland City Council voted to purchase 100% of the power for its
municipal load from renewable electricity resources. Oakland has entered a contract with
ABAG Power to provide energy for Oakland’s City Hall, administration buildings and all
of the street and traffic lights, afigure totaling 9 MW. The purchase, which totals

$4 million annually, will come at a$70,000 premium thefirst year, rising to 2.5%, or
$100,000, and 3%, or $125,000, the two following years. In addition, ABAG Power has
committed to incorporate an increasing amount of “new” renewablesinto the energy mix,
which should reach 20% by 2004.
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Purchases Through Green Power Aggregators

Under current conditions in the New England market, municipdities might find that
responses to green power RFPs either do not offer many desirable products, or offer
products that are too expensve. Consequently, communities may wish to purchase their
power from existing green power aggregators, where they might find increased choices
and lower costs.

Aggregators may be able to increase green power opportunities for municipditiesin
severad ways. By combining a number of customers into a single load, aggregators make
the load more gppedling to power suppliers, thereby increasing the buying power and
negotiating power of dl the participating customers. In addition, aggregators can
undertake the many tasks necessary for soliciting, selecting and negotiating among
different green power providers, thereby reducing the adminigtrative and transaction costs
associated with green power purchases. Furthermore, aggregators can maintain a
portfolio of different products, available under different terms, conditions, and

timeframes, dlowing municipaities much greater flexibility regarding their green power
purchases.

Westport, Connecticut

In January, 2002 the Town of Westport, Connecticut became the first municipality in the
Northeast to purchase green power for part of its municipal load. The Westport Board of
Selectmen voted to purchase the energy from the Connecticut Energy Cooperative. The
Town of Westport has agreed to purchase the Co-op’s EcoWatt product, a 100%
renewable electricity blend consisting of 65% hydro, 29% landfill gas and 6% wind.
Power purchased from the Co-op is enough to power Westport’s Town Hall aswell as
most of itsrecreation buildings. The premium for the EcoWatt offering is equivalent to
an extra 25-30 cents aday for the average household.

Municipdities in Massachusetts may have severd options for purchasing green power
through an aggregetor. The following initiatives may provide opportunities for
municipdities in the near-term future:

The Massachusetts Energy Consumers Alliance (Mass Energy) was awarded a
$120,000 grant from MRET, and a matching $50,000 grant from the John Merck
fund, to investigate the possibilities of establishing a green power aggregation
program for dectricity customersin eastern Massachusetts.* Mass Energy has
partnered with 15 other energy and environmental organizations and
municipaities for this investigetion, with the god of offering a green power
product to interested customers by the end of 2002. (The partners of this effort
are. Boston Public Health Commission, City of Cambridge, Town of Brookling's
Moderators Committee, City of Newton, Clean Water Action, Coalition on the
Environment and Jewish Life, Environmenta League of Massachusetts, Green
Decade Codlition of Newton, Mass. Audubon, MASSPIRG, Mass. Climate
Action Network, Sierra Club — Mass. Chapter, Somerville Climate Action, Tufts
Climate Initiative (let’ s double check to make sure we re not missing anyone).
Mass Energy is explicitly designing its green power aggregetion to meet the needs

4 Thisstudy was funded by a portion of thesegrants.
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of municipa governments and other environmentally conscious organizations,
and intends to encourage participation by such customers.

Currently, Mass Energy offers ReGen, arenewable eectricity product that
enables customers to support the generation of dectricity from recovered landfill
methane (99.9% of product) and solar panels (0.1% of product). ReGenis
purchased completely separately from, and in addition to, one's standard eectric
bill. ReGen can be purchased in blocks, each equd to 2,000 kWh of eectricity
annually. Each ReGen block costs $72 per year ($6 per month). ReGenisa
product of Sun Power Electric, and Mass Energy functionsasaresdler. ReGen
can aso be purchased directly from Sun Power Electric.

The Massachusetts Municipa Association (MMA) was awarded a $75,000 grant
from MRET, to educate MMA members about renewable energy, and to research
the interest level of MMA membersin joining a green power aggregation

initiative. MMA is anon-profit organization that provides advocacy, training,
publications, research and other services to Massachusetts cities and towns.

The Massachusetts Health and Education Facilities Authority was avarded a
$120,000 grant from MRET to aggregate health and educationd facilities for the
purchase of green power. In the past, HEFA has marketed power to municipal
agencies.

Installation of Green Power Generators at Municipal Facilities

Municipa governments can aso advance the market for green power by ingaling clean
digtributed generation (DG) units a municipa buildings and facilities. School rooftops
might provide ided locations for photovoltaic ingalations. Parks and recregtion
facilities might provide suitable Ste for photovoltaics or smal wind generators. Public
housing facilities might offer opportunities for combined heat and power technologies.
Municipd office buildings might be suitable for fud cdls or microturbines. Each
community can investigate different DG opportunities based on their own facilities and
energy needs.

Severd steps are necessary to indall green power generators at municipd facilities. One
of the most important stepsis financing the up-front capita costs of indalation. For
many types of clean DG resources, the up-front costs are rdatively high, while the on
going fud or maintenance costs are quite low. Municipa governments are in agood
position to provide this up-front capita by issung rddively low-interest bonds. They
aso tend to have alonger perspective than private developers, and may be willing to
accept longer payback periods for their investments.

Municipa governments will aso need to identify appropriate Sites for the ingtdlation of
DG resources, and conduct all the necessary economic analyses and feasibility studies for
each ste. They should aso issue RFPs to identify the most appropriate type of generator,
aswdl asthe best company to ingdl and maintain the unit. The hogt of the DG facility
will have to comply with interconnection agreements of the loca distribution company,

to ensure that the safety and operation of the transmission and distribution system is not
jeopardized.
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Newton SUNERGY

In the spring of 2000, the City of Newton, Massachusetts joined the U.S. Department of
Energy's Million Solar Roofs Partnership. Through strong encouragement from the
Mayor and the Board of Aldermen, the city created the partnership, now called Newton
SUNERGY, to help pronote the use of solar energy inthearea. Newton SUNERGY has
pledged to create 500 new solar projects, by installing solar systems at public buildings
and promoting the use of solar energy by private organizations and citizens. SUNERGY
partners include the City of Newton Planning & Development Department, the City of
Newton Public Buildings Department, Newton Public Schools, Green Decade Coalition
of Newton, and the Newton/Needham Chamber of Commerce.

In addition to outreach and technical assistance to Newton’scitizens, Newton SUNERGY
has succeeded in securing further funding for the promotion of solar energy. In 2001
Newton was awarded funding by the Massachusetts Technology Collaborative's
Renewable Energy Trust. Early in 2002, Newton also received funding from the
Renewable Energy Trust for the green design of Newton South High School which will
likely include more than 50 kW of photovoltaics. At least two other schoolsin Newton
are planning to incorporate solar energy into their renovations as well.

The Redtructuring Act includes a“net metering” provision, which alows customers who
inddl ongte generation facilities of 60 kW or less (including renewable resources and
clean digtributed generation) to be compensated for any dectricity that is generated
beyond the amount required by the host customer. In any month where there is a postive
difference between energy generated and energy consumed, the loca distribution
company isrequired to pay the customer the average monthly market price for generation
times the differencein kWhs. At the end of each month if the customer is a net producer
of energy, the ditribution company will issue the customer a credit on his or her next

bill.

This means that dectricity cusomers, including municipd fadilities, can ingal

renewable and clean DG resources that might be larger than what is needed for their own
load, and essentidly sdll the excess generation back to the local distribution company.
The redtructuring Act dso prohibits the loca ditribution company from requiring net
metering customers to comply with onerous ratemaking provisions such as exit fees,
backup charges, demand charges, additional controls, or ligbility insurance (DTE 1998).

The Massachusetts RPS regulations adlow ontSite renewable generators to qudify for the
renewable portfolio standard.> This means that customers who host renewable facilities
can sl the Renewable Generation Attributes associated with the renewable generation.

Clean DG resources can aso assigt in dleviating transmission and digribution (T&D)
loadsin locd neighborhoods. Small generation units that are srategicaly located near
heavily loaded substations or distribution systems can reduce the demand on the nearby
circuits and ether improve the rdiability of the loca didtribution sysem or potentialy
defer the need for new T&D lines or subgtations. NSTAR is currently investing millions
of dollarsfor T& D upgrades in the metropolitan Boston area as aresult of eectricity
outages in the summer of 2001. Some municipaities may wish to work with NSTAR to

> However, small generation units whose metered datais not provided to the |SO-NE Monthly Settlement

System must be able to verify its electricity output in amanner that is satisfactory to the DOER.
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include clean DG ingd|lations as part of the overdl approach to improving T&D
religbility in the Boston region.

San Francisco, California

In November 2001, two voter approved bond measures were passed that will help make
San Francisco one of the country’ s leaders in renewable energy production. Thetwo
measures, Propositions B and H will generate $100 million for the installation of solar,
wind and energy efficiency technologies throughout the city. Proposition B, the Solar
Revenue Bond, will be used to fund the installation of 10-12 MW of solar power along
with 30 MW of wind. San Francisco’s current electricity usage for its municipal load is
160 MW. The solar installations will be placed on municipal buildings throughout the
city, while the wind facilities will likely be built on city owned property in Almeda and
San Mateo counties.

The sale of the bonds will be repaid through the energy savings produced from the
installations and energy efficiency improvements. Asaresult, no tax increaseswill to be
necessary to repay the bonds measure. Proposition H permits the city to use general
revenue bonds for future projects without continuing to seek voter approval. Whilethe
legislation has been approved, it will be about four years before the all the planned
installations will be complete.

Opportunities from the Massachusetts Technology Collaborative’s
Renewable Energy Trust

There are three new programs from the Massachusetts Technology Collaborative' s
Renewable Energy Trust that municipalities can participate in. They are described
briefly below. The RET will be developing additiond programs over time that may dso
be of interest to municipdities.

Green Buildings Initiative

The Green Buildings Initiative (GBI) isintended to assst project owners and developers
with the costs associated with including renewable energy technologies and enhanced
energy efficiency measuresin green building projects. Municipdities should congder the
GBI for any non-school municipa buildings that are undergoing congtruction or mgor
renovation or for other public buildings associated with the state government, federd
government, MBTA, etc. Grantswill be avarded in cycles over the next two years.

There are two main programs within the GBI:
1. "Early Stage and Feasibility Study Assstance Grant,” Solicitation No. 2002-GB-01.

Twenty-six grants of up to $20,000 will be awarded to support the costs of early stage
feagbility studies to evauate and assess the inclusion of digible renewable energy
technologies and reated renewable energy and energy efficiency featuresin new

green building congtruction or mgor renovation or rehabilitation projects.

2. “Green Buildings Design and Congtruction Assstance’, Solicitation # 2002-GB-02.

Grants of up to $500,000 are available over the next three years to support the design
and congtruction costs associated with the inclusion of digible renewable energy
technologies and related features in selected green building projects that are engaged
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in design development or congtruction. Seventy percent of the grant must be used for
eligible renewable energy technologiesthat actively generate dectricity.

Green Schools Initiative

Municipdities that have schools undergoing congtruction or mgjor renovation that arein
the early stages of planning and design and that intend to begin construction between
2003 and 2005 should consider the Green Schools Initiative (GSI) Track Il program.
This program is intended to provide technica and financid assistance to schools that
incorporate renewable energy technologies, environmenta qudity, and efficient resource
use. RET isawarding grants of $20,000 to support feasibility sudies of high
performance green design and building options. After performing the feagibility study,
schools may apply for $130,000 to assist with incremental costs associated with green
design and $500,000 for the incremental costs of incorporating and commissioning
eligible renewable energy technologies into a green schoal.

Solar-to-Market Initiative

The Renewable Energy Trust recently issued solicitations for the Solar to Market
Initiative (SMI). RET has committed $10 million to the SMI with the god of increasing
the use of solar energy in MA and strengthening the solar industry. Over four million
dollars have been dlocated for an ingtdlation program that will offer rebates to
consumers who purchase photovoltaic sysems. Theingdlation portion of the SMI will
likely be separated into two categories:

1. Cluger Program:

The cluster program will provide rebates of $4 to $5 per watt for ingalations within a
defined geographic area. Thiswould cover gpproximeately forty percent of the cost of
inddlingaPV sysem.

2. OpenIngdlations.

Ingtallations that are not within a cluster are expected to be digible for rebates under
the open ingdlation program. This program will focus primarily on larger
indalations.

For more information about these programs see the Massachusetts Technology
Collaborative s Renewable Energy Trust web Ste a www.mtpc.org; or contact Ledie
Grossman at Mass Energy at 617-524-3950.

Challenges and Limitations of Municipal Green Power Purchases

One of the greatest challenges facing municipa governmentsin pursuing green power
options will bein obtaining the palitical support for any additiona costs associated with
green power. While polls consstently indicate that people are willing to pay
consderably higher eectric billsin order to support renewable energy, this sentiment is
not often reflected by the government representatives who make the decisions about
municipa energy budgets.
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Municipa governments may wish to develop a strategy for gaining politica support for
any additional costs associated with green power. The strategy could include presenting
the green power as a part of an overdl portfolio of energy initiatives, which intotd is
designed to meet the dua god's of reducing the cost of eectricity services and reducing
the environmenta impacts of dectricity. These dua gods can best be met with a
combination of (a) the procurement of low-cost eectricity from the competitive market,
(b) the procurement of green power resources, and () the implementation of aggressive,
cost-effective energy efficiency programs.

Municipa governments may be able to gain political support for green power by
including it as akey option in meeting the environmenta gods of the community. For
example, towns with climate change action plans can point to green power as potentialy
one of the most cost-effective means of reducing the community’s CO, emissions. ©

On the other hand, it isimportant to recognize that the municipa eectric load isonly a
small portion of the tota eectric load for dl of the citizens and businessesin the
municipdity. For example, Boston’s municipa eectric load is only roughly four percent
of the entire dectricity load of dl cusomerswithin Boston. Thus, in order to

sgnificantly reduce the CO, emissons from acommunity, municipa governments will
have to look beyond their own energy use and seek opportunities to improve the way that
their dtizens and businesses use energy. Municipa aggregation and municipaization
might help in seizing such opportunities,

3.2 Energy Efficiency Initiatives for Municipal Facilities

There are myriad opportunities for improving the end- use efficiency of municipa
fecilities. A recent study estimated that as much as 21 percent of the commercid and
industria dectricity demand in Massachusetts could be reduced through cost-effective
efficiency measures (RLW 2001). It is safe to assume that a Smilar percentageis
available from municipd fadilities” This esimate only indudes those efficiency

measures that will result in net reductions in dectricity costs— it does not account for the
fact that energy efficiency aso offers environmenta benefits.

Distribution Company Efficiency Programs

The mogt effective and low-cost way to improve the efficiency of municipd facilitiesis
to take full advantage of the energy efficiency programs currently being offered by the

& Brookline (Brookline 2002) and Medford (Medford 2001) have recently prepared climate change action
plans for their communities, and Cambridge is currently in the process of developing such aplan. Each
of these action plansrelies heavily upon the adoption of energy efficiency measures and renewable
resources, as some of the most cost-effective means of reducing CO, emissions. These cities are part of
the Citiesfor Climate Protection CCP campaign, whichin turnis part of the International Council for
Loca Environmental Initiatives (ICLEI) campaign. Arlington, Boston and Somerville are also part of
the CCP/ICLEI campaigns, and may soon develop their own climate change action plans.

The same study found that even greater efficiency savings (31 percent) are available from the
residential customers (RLW 2001).
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loca digtribution company. All eectric customers, including municipa eectric accounts,
are currently paying a system benefits charge that is used to fund energy efficiency
programs delivered by each digtribution company. Municipa governments should make
the mogt of their contributions by actively participating in the rlevant efficiency
programs offered by their loca distribution company.

These efficiency programs offer severd features that will facilitate the implementation of
energy efficiency measures for municipd fadilities, incdluding financid incentives that

cover from 50 to 80 or even 100 percent of the costs of the efficiency measures, technical
assessments of the energy efficiency potentid and payback periods for specific facilities,
training and educeation on efficiency opportunities, and greater access to efficiency
measures and contractors.

Some of the key NSTAR programs that are available to municipad customersinclude:

The New Construction Program, which offers rebates and technica assstance for
high-efficiency equipment at the time of new congtruction projects, remodeling,
renovations or replacement of failed eectrica or mechanica equipment.

The Medium and Large C/I Retrofit Program, which offers rebates and technical
assgtance when retrofitting existing dectrica or mechanicd equipment, including
lighting, motor controls, and heating, ventilation and air conditioning (HVAC)
equipment.

The Smdl C/I Retrofit Program, which offers rebates when replacing existing
eectrical and mechanica equipment, including lighting, lighting contrals,
economizer free cooling, weather-stripping, motors, HVAC systems, and motor
controls. NSTAR dso offers substantid incentives for ingtaling high- efficiency
dreet lights and traffic lights.

Products and Services Programs, which offer information and incentives for
various efficiency measures, such as efficient motors, HVAC equipment, lighting
remodding and redesign, the commercia and industrid building energy code.

These efficiency programs are currently avallable to dl municipal dectricity cusomers,
and only require that municipa governments dedicate sufficient staff resourcesto

(a) contact NSTAR, (b) investigate the opportunities, and (c) work with NSTAR over
time to implement those programs that are found to be appropriate® While the latter
effort may require some municipa saff time, the payback to the municipaity could be
enormous, with significant reductions in eectricity cogts for very little investment, as
well as subgtantia environmenta benefits due to reduced dectricity usage.

However, it isimportant to recognize that the distribution company energy efficiency
programs have limited budgets that must be shared among al customers that seek access
to the programs. Also, the amount of funding provided by the system benefits chargein

8 For information on how to contact NSTAR to participate in these programs, see the NSTAR web site at

www.nstaronline.com, and follow the links to “your business’ and “energy efficiency.” Or contact
your NSTAR Account Executive.
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Massachustts is not sufficient to capture al of the cost-effective efficiency savings
available in the commercid and indudtrid sector. So there will be many opportunities for
cost- effective efficiency improvements a municipd facilities beyond those thet can be
supported by the distribution company programs.

Municipal Investments In Energy Efficiency

While energy efficiency can reduce dectricity costs by much more than the cost of the
efficiency measures, most ectricity cusomers do not implement much efficiency on
their own. Thisis because of the many market barriers that they face, including lack of
information about efficiency benefits; lack of access to efficiency measures; lack of funds
to cover up-front costs necessary to ingtdl efficiency measures; lack of understanding of
the environmentd benefits of efficiency; and more. The primary rationae for

digtribution company efficiency programsisto help customers overcome these market
barriersto energy efficiency.

Municipa governments, on the other hand, are in a good position to overcome these
market barriers on their own. With relatively modest contributions from existing or new
daff dedicated to energy management, municipa governments can investigate energy
efficiency opportunities and invest their own fundsin efficiency resourcesin order to
obtain the future benefits of reduced eectricity costs— as well as the additiond benefits
of reduced environmental impacts, loca economic development, and increased energy
Security.

Brookline and Medford Climate Change Plans

Both the Brookline and Medford Climate Change Action Plansinclude proposalsto hire
an energy efficiency manager. In Brookline, the Energy Efficiency/Environmental
Coordinator would be responsible for maintaining the CO, emissions inventory and
measuring progress towards CO, goals. The Coordinator’s general roleisto “protect and
improve environmental quality in Brookline through programs and projects that prevent
pollution, encourage environmentally friendly alternatives and promote energy
conservation” (Brookline 2002).

Municipa governments can take advantage of distribution company efficiency programs
to the extent they are available, but can then use that experience and knowledge to go
further to get as much of the cogt-effective efficiency potentia as possble. Some of the
key opportunities include the following:

Hire afull-time municipal energy manager or work with an energy consultant to
investigate and implement energy efficiency opportunities. The energy manager
would work with municipa department directors, finance committee members
and others responsible for energy budgets, NSTAR representetives, the
department of public works, energy service companies, and others to identify and
develop as many cost-€ffective efficiency improvementsin municipd facilities as
possible.

Implement some of the energy efficiency measuresthat NSTAR (or the loca

digtribution company) offers, even if incentives from NSTAR are no longer
available. The NSTAR efficiency programs provide a useful blueprint for
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identifying efficiency opportunities a municipa facilities. If NSTAR does not
have sufficient funds to address al the efficiency measures, the city or town can
pitch in their own funds to make sure the efficiency measures are implemented.
These investments would be more than paid back over time in the form of lower
eectric billsfor the municipa accounts. Some of the obvious measuresto
address would include efficient lighting and HVAC in municipd buildings and
schoals, efficient motorsin municipa facilities that use motors, and efficient
dreet lights and treffic lights.

Work with energy service companies (ESCOs) to implement efficiency measures
a municipa facilities. Many ESCOs will offer “shared savings’ packages, where
they will implement a host of energy efficiency measures at no cost to the
customer, and the ESCO is paid through a portion of the energy savings over
time. Inthisway, the customer takes no risk in implementing efficiency

measures, but has technica and financid assstance to put the measuresin place.
These types of sarvices aretypicaly only avalladle for facilities with rdatively
high energy demands.

Meset and enforce exigting building codes. Many new and exigting buildings do
not mest the efficiency sandards embodied in current building codes. At a
minimum, municipdities should ensure that their own facilities are in compliance
with exigting building codes. Municipa governments are dso in agood position
— through their building inspectors — to ensure that the homes and businesses
within the community dso comply with the exigting building code.

Purchase ENERGY STAR equipment for municipd facilities. The US Department
of Energy’s ENERGY STAR program offers awedth of information and resources
for municipal governments seeking to improve energy efficiency. The ENERGY
STAR labd identifies those products and measures thet are energy efficient. At a
minimum, municipa governments should purchase ENERGY STAR equipment for
ther offices and other facilities whenever such equipment isavailable. Such
labels are available for lighting, air conditioning, windows, roof products, water
coolers, traffic lights, refrigerators, and many more.

Take advantage of other ENERGY STAR resources, including energy management
tools, such asthe Portfolio Manager; technica support regarding the costs and
bendfits of efficiency measures; and information on finding and purchasing
energy efficiency products and services. °

®  Seethe ENERGY STAR web site at www.energystar.gov.
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4. Municipalities as Aggregators of Other Customers

4.1 Background on Municipal Aggregation in Massachusetts

Section 134a of the Restructuring Act dlows any city, town or county (or groups of
cities, towns or counties) to act as a power supply aggregator for al of the eectricity
customers within their geographic boundaries. In thisrole, amunicipa aggregator can
shop around for and negotiate the best deal for power supply for adl the participating
customersin the town or city. Thiswould dlow towns and cities to potentialy reduce
not only their own eectricity cods, but aso the eectricity cogsfor dl of ther citizens
and businesses.

Severa steps are necessary for acommunity to become amunicipa aggregator. Firdt, a
municipaity must get loca gpprova and authorization through amgority vote at town
meeting, town council or city council. A community-wide referendum is not necessary to
become amunicipa aggregator.

The municipdity must then develop an aggregation plan for review by its citizens, and

for review and gpprova by the DTE. According to the Act, the aggregation plan should
be developed in consultation with the DOER. The aggregation plan should describe the
process and consequences of aggregation, and should provide for universal access,
reliability, and equitable treatment of al classes of cusomers. The aggregation plan
should include at least the following dements: (a) an organization structure of the
program, its operation and its funding; (b) identification of rate setting practices and other
codts to participants, (€) the methods for entering and terminating agreements with other
entities; (d) the rights and respongbilities of program participants, and (€) the process for
termination of the program.

The municipa aggregation plan must be filed with the DTE for review and gpprovdl.

The DTE isrequired to hold a public hearing on the plan before making its decison. The
DTE is not dlowed to approve a municipa aggregation plan if the price for power would
initidly exceed the standard offer price for power — unless the price will be lower than
the stmlo(l)ard offer in later years, or the excess price is due to the purchase of renewable
energy.

All cusomers within the municipdity will automaticaly be served by the aggregator;
customers do not have to make an affirmative decison to participate. This provisionis
one of the great advantages of municipa aggregation — it provides dl cusomerswith
access to competitive power services, without requiring that they incur the many
transaction costs that are necessary for active participation in the market. It also provides
the municipa aggregator with ameans of obtaining alarge and diverse customer base
without incurring many marketing costs.

10" For this purpose, renewable resources are defined in the same way that they are defined for the
M assachusetts renewabl e portfolio standard.
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At the same time, customer participation in amunicipa aggregetion program will be
voluntary in that any customer will be able to “opt-out” by selecting an dternative
supplier of power. Participantsin the municipa aggregation can opt-out at any time, and
any participant that chooses to opt-out within 180 days of the commencement of the
program will be entitled to return to the standard offer service provided by their loca
digtribution company. Each municipa aggregator has the respongbility to inform dl
customers of the autometic enrollment well in advance of the commencement of the

program.

At the current time it is difficult for even amunicipa aggregetor to find and negatiate a
favorable power supply dedl. The Compact has not been able to secure a power supply
contract to serve al of its customers, despite severd years of effort. Much of the reason
for thisisthat the standard offer rates in Massachusetts are still much lower than the
wholesde eectricity pricesin the region, so suppliers are unable to besat the standard
offer. Asdescribed in Appendix B, the Compact has been able to secure power supply
for the customers on default service. This suggests thet, in generd, the New England
electricity market can provide competitive power at or below the default service price,
but not below the standard offer price.

In the future there should be much greater opportunity for municipa aggregeatorsto
negotiate favorable power supply deds as the slandard offer prices increase over time,
and especidly when the standard offer prices are diminated in March of 2005. Most of
the discussions below assume that municipa aggregation efforts take place when the
standard offer has been eiminated, or when the stlandard offer price has become very
close to the default price. While these conditions may not occur for severd years,
municipdities may want to begin the process of establishing a municipa aggregator
soon, S0 that the aggregator will be operationa by the time the markets are ready.

4.2 Reducing Power Costs Through Municipal Aggregation

One of the primary advantages of atown or city becoming a municipa aggregator isthe
ability to reduce eectricity cogsfor al customersin the community through negatiations
with competitive power suppliers. Municipa aggregation may be the only way that many
customers get access to the competitive dectricity market in Massachusetts, at least for
undifferentiated power. (Progpects for the competitive green power market are a bit more
hopeful, but chalenges remain in that area as well.)

Since eectricity competition was introduced in Massachusetts in March 1998, very few
customers have switched to competitive power suppliers. Asindicated in Table 4.1, only
one percent of Massachusetts electricity customers are currently purchasing from a
competitive power supplier. The vast mgority of these are large customers that have
greater buying power and fewer transaction cogts than smaler customers.

Smadl commercid, resdentid and low-income customers are dways likely to be at a
disadvantage in a competitive power market — unless some entity iswilling and able to
aggregate them. Small customers are much less likdly to be offered competitive power
supplies, because the costs of marketing to and serving them are high relative to the
potentia profits that can be made off of each individua customer. Small cusomersaso
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face dgnificant barriers to competitive shopping as aresult of lack of information,
confusion about options, smal motivation to reduce bills, lack of experience in shopping
for power, and distaste and distrust for marketing campaigns. These barriers and
problems are often worse for low-income dectricity cusomers. After the standard offer
isdiminated in March 2005, small customers will be subjected to greater risks and higher
electricity prices than today, creating an even greater need for municipa aggregators.

Table4.1 Sourcesof Power Suppliesin Massachusetts, as of January 2002

Customer Class Percent of Customersin Class Percent of Salesin Class
Standard Comp- | Standard Comp-
Offer Default etitive Offer Default etitive
Residential Non-Low Income 70 29 0 76 24 0
Residential Low-Income 9 1 0 9 1 0
Residential Time-of-Use 83 16 1 0 9 1
Small Commercid & Industrial 66 32 3 69 27 4
Medium Commercia & Industrial 69 24 7 69 20 11
Large Commercial & Industrial 59 21 20 53 15 32
Farms 93 7 0 83 3 14
Street Lights 83 12 5 75 5 19
Total 72 28 1 66 19 14

Source: DOER website: www.state.ma.us.doer.

In addition, power suppliers have a strong preference for serving eectricity customers
that have ahigh “load factor” —i.e., ahigh demand for basdload power, and rlatively
low demand for pesking power.!! Thisisbecause basdload power is significantly less
expensive than peaking power, and poses less risk to the power supplier. Large industria
customers and some municipa loads (e.g., Streetlights) tend to have high load factors,
while smdler customers tend to have lower load factors, and are thus much less desirable
to power suppliers. However, when the smdl customers' |oads are combined with the
large customers' loads, and the entire community’ s load is served as awhole, then the
load is much more desirable to power suppliers and there are greater opportunities for
negotiating more favorable power supply deds.

Municipa aggregators can o act as agenerd consumer advocate for dl the eectricity
customers within their communities. Such advocacy may take the form of educating
customers about various opportunities and risks. 1t may include negotiating customer
sarvice, hilling, rdiability or transmission and digtribution related issues with the loca
digtribution company. Advocacy may aso include addressing rate-setting or other
regulatory policy issueswith the DTE or the DOER.

For example, in addition to its other activities, the Cape Light Compact has. purchased
dreetlights for anumber of Cape and Vineyard communities, producing thousands of

' Theterm baseload power refersto energy that is generated through most hours of the day at arelatively
constant level. Peaking power refersto energy that is generated only during those few hours of the day
when electricity demand is at its highest, and consequently the cost of electricity generationisat its
highest.
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dollars of savings each year; helped produce millions of dollars of savings for Cape and
Vineyard customers through a DTE proceeding pertaining to the Cand Electric plant; and
negotiated a natura gas contract that can save schoolsin the region an estimated
$165,000 (Compact 1/2002). The Compact has also audited eectric billsto ensure that
town accounts were not incorrectly switched from standard offer to default service. This
effort has saved towns thousands of dollars on their ectric bills, indluding $10,000 for

Y armouth aone.

Cape Light Compact Default Pilot Project

The Cape Light Compact was recently successful in establishing a Default Pilot Project,
which will provide discounted power to all Compact members that have been shifted to
default services — including 45,000 customers, representing 23 percent of the Compact’s
members. The Compact secured a contract with Mirant Corporation to provide default
service power at aprice of 4.9¢/kWh for May through December 2002, and a price of

4.8 ¢/kWh for all of 2003. The NSTAR default rates for Compact residential and
commercial customers are currently 6.3 and 6.5 ¢/kWh, respectively, and are both
dropping to 5.5 ¢/kWh in July 2002. The Compact’s default prices will result in nearly
$2 millionin electricity cost savingsin 2002, with additional savings anticipated for
2003. Thiscontract isthefirst of itskind in New England, and will more than double the
total number of customers that are now receiving competitive supply in Massachusetts
(Compact 3/2002). See Appendix B for additional details.

4.3 Providing Green Power Through Municipal Aggregation

There are severd different ways that municipa aggregators can facilitate the purchase of
green power. They can purchase green power on behdf of al customers, they can offer
green power products for only those customersthat are interested in them, and they can
asss with the development of new renewable resources within the community. These
opportunities are described in turn below.

Green Power for All Customers Within the Municipal Aggregation Program

Municipd aggregators have the opportunity to solicit and negotiate for power supplies
that contain adesired level of green power. The advantage of this gpproach isthat all
customers participating in the municipal aggregation program would receive equa
amounts of the green power, thereby creating an equitable way to support green power,
and potentiadly creating alarge customer base to support green power.

One of the critica issues that municipa aggregators will have to wrestle with is how

much green power to include in the power supply mix, and how much above market
prices they should pay for that green power. Municipa aggregators will most likely need
to obtain loca gpprova for additiona costs associated with green power purchases. Such
goprova could be obtained at the time the municipa aggregation plan is gpproved by the
town or city government, but more likely would have to occur much later, after the
aggregator has had a chance to solicit power supply bids and gain information on how
much green power is available and at what costs.

Municipa aggregators, like municipa governments, may wish to develop a strategy for
how to gain politica support for any additional costs associated with green power. The
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grategy could include presenting the green power as a part of an overal portfolio of
energy initiatives, which in totd is desgned to meet the dud gods of reducing the cost of
electricity services and reducing the environmenta impacts of dectricity. These dud
godls can best be met with a combination of (&) the procurement of low-cost dectricity
from the competitive market, (b) the procurement of green power resources, and (c) the
implementation of aggressive energy efficiency programs.

A municipa aggregator may be able to gain paliticad support for green power by
including it as akey option in meeting the environmenta gods of the community or the
aggregator. Those towns with climate change action plans can point to green power as
potentidly one of the most codt- effective means of reducing the community’s CO;
emissons

It may be possible for municipa aggregators to improve the environmenta profile of the
entire community without causing asgnificant increase in dectricity prices. Through
credtive solicitations and negotiations, aggregators may be able to purchase light green
power that, for example, excludes power from cod or nuclear power plants, or includes
only generation from new, efficient gas power plants.

Northeast Ohio Public Energy Council

The Northeast Ohio Public Energy Council (NOPEC), an aggregation of 95 Northeast
Ohio communities, has signed asix year contract with Green Mountain Energy that will
provide lower electric rates to more than 400,000 residential customers. The aggregation
was formed as aresult of Ohio’s recent deregulation legislation, which took placein
January, 2001. Ohio isthe only state other than Massachusetts which has a“ Community
Choice” provision in their restructuring legislation, allowing municipalities to become
aggregators on behalf of their residents.

As part of the deal, Green Mountain has agreed to sell its environmentally friendly
electricity product to these consumers at adiscounted price. Thefirst five years of the
contract, the priceis guaranteed to be 1% below the local utility’ s (FirstEnergy Corp.’s)
standard offer price, and 1.5 % below during the final year. Green Mountain has also
agreed to devel op solar and wind generating facilities in the area within the next two
years. Until the new resources are developed, Green Mountain Energy will be providing
amix of 98% natural gas and 2% from sources such as hydro, landfill gas, wind and solar
to the NOPEC customers. Green Mountain Energy has also agreed to install solar panels
on at least one school in each of the eight NOPEC counties. NOPEC is also planning to
pursue asimilar contract for the purchase of natural gas, with Green Mountain Energy
being one of the potential suppliers.

According to the Restructuring Act, if the price of the green power purchased by a
municipa aggregator exceeds the standard offer rate of the locd distribution company,
then those green power resources must conform to the definition of renewable resources
used for the Massachusetts RPS requirements. This means that the green power could
only come from the following types of renewable resources. solar photovoltaics and solar
thermd; wind energy; fud cdls usng an digible renewable fud; qudifying landfill

methane gas and anaerobic digester gas, qudifying low-emission, advanced biomass
technologies; and ocean thermal, wave or tida energy. In addition, these resources
would have to have begun commerciad operation sometime after December 31, 1997.
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It isimportant to note that dl retail eectricity suppliers—induding municipd
aggregators — will be required to comply with the Massachusetts RPS beginning in 2003.
Thus, if amunicipa aggregator wishes to purchase more green power than that which
would be provided under the status quo, it should purchase a portion above and beyond
the portion dictated by the RPS.

Separate Green Power Products for Some Interested Customers

Municipa aggregators can aso offer green power products as an option for interested
customers who are willing to pay the higher prices. Unlike the approach described
above, thiswould be an “opt-in” program where customers would have to make an
affirmative decision to select agreen power product over the typica eectricity service,
Municipa aggregators can offer avariety of different green power products for customers
to choose from, in order to accommodate customers willingnessto pay different amounts
for different levels of green power.

The primary advantage of this gpproach — relaive to providing green power to al
customers— isthat there is no need to obtain approva from town or city government to
incur the additional costs necessary to buy the green power. Each customer makesthe
cost decision, based upon his or her own environmenta vaues and willingnessto pay.

Municipa aggregators could also offer both green power to al customers as a portion of
the total |oad, and green power products to those who are willing to pay more for even
greater levels of environmenta benefits. This gpproach might result in the best balance
between obtaining politica support for increased costs and maximizing the
environmenta philanthropy of the individua members of the community.

The primary disadvantage of this approach is that it requires customers to make a
conscious effort to switch to the green product. Many customers who are willing to
support the environmental goa's of the product might not participate for dl of the reasons
that customers are generdly uninterested in, or unwilling to, switch dectricity suppliers.
Thus, the green product might be able to influence only a small portion of the total
electricity supply. Nonethdless, this concern gppliesto al sdllers of green power
products, and municipal aggregeators might be in the best pogition to develop customer
interest and participation.

Offering separate green power products would require a more flexible, dynamic
relationship with the municipa aggregator’ s power supplier. It would probably not be
possible for the aggregator to determine in advance the amount of green power needed
for its community and the additiona cost required. Thus the negotiations with power
supplierswould have to include provisons for responding to customer demand for green
power asit develops over time. Municipa aggregators should consider whether it makes
sense to contract with one power supplier to provide severa products, or with severa
suppliers each with their own product.

It may be difficult for municipa aggregatorsto find power suppliersthat are willing to
provide power exclusively for a green power product. The Restructuring Act requires
that only licensed power suppliers can provide power to retail customers. However, there
are substantia costs associated with being alicensed power supplier, mostly due to the
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many requirements of being a member of NEPOOL, including scheduling requirements,
reserve requirements, ingtalled capacity requirements and membership dues. While there
may be severa renewable generation companies willing to provide green power to
Massachusetts customers, these companies are usudly not willing to incur the costs to
become licensed suppliers, and thus cannot provide their power directly to retail
customers (or aggregators acting on behalf of retail customers). For their green power
products, municipa aggregators must find licensed power suppliersthat are willing and
able to purchase green power from renewable generation companies. In itson-going
research into green power aggregation opportunities, the Massachusetts Energy
Consumers Alliance has hed difficulty finding power suppliersthat are readily willing to
provide an exclusively green power product.

CapeLight Compact Default Pilot Project and Green Power Options

The Compact’s new Default Pilot Project (described in Appendix B) includes two
voluntary green power products: one option including 50 percent renewable power at a
price of 7.2 ¢/kWh, and oneincluding 100 percent renewable power at a price of

9.9 ¢/kWh. The generation will initially be provided by hydroelectric plants. These
prices represent increases of 47 percent and 100 percent, respectively, above the price
offered other customers within the Default Pilot Project. The 50 percent renewable
product would cost aresidential customer using 7,000 kWh per year roughly $13
additional per month, and the 100 percent renewable product would cost that customer
roughly $29 additional per month. These relatively large price premiums are an
indication of the difficulty in finding power suppliers willing to provide green products in
the current electricity market in New England. The Compact is also offering athird
voluntary green power product, where customers contribute one ¢/kWh to afund that will
be used to develop new renewabl e generators on Cape Cod and Martha’ s Vineyard.

Utilities that have offered green power productsin the past have found thet it is difficult
to obtain high customer participation rates*? While opinion surveys frequently find thet
50 to 90 percent of Americans are willing to pay more for renewable power, much
smaller percentages tend to actudly sign up for renewable power when offered (NREL
10/2001). Some successful utilities have achieved participation rates of three to four
percent, with a seven percent rate being the highest achieved to date (NREL 9/2001).
However, among the 40 million American households that have had accessto green
power in recent years, only one percent have chosen to purchase it. Non-resdentia
customers are even less likely to purchase green power, with a green power demand that
isroughly one-fifth of the residentia green power demand (NREL 10/2001).

There are many factors that lead to this disparity between customer interest in renewables
and customer participation in green power programs — including low standard offer rates,
the lack of customer understanding of green power products, the types of green power
products that have been offered to date, and more. A recent study identifies severa best
practices that can be used to increase customer participation, including: supporting the
best, localy available renewable resources; kegping the product smple and making
participation easy; working with environmenta and community groups, seeking out
business and civic champions, and including non-residential customers (NREL 9/2001).

12 Green power products are often referred to as “green pricing” when offered by autility in anon-
competitive electricity market.
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It isimportant to note that dl retail dectricity products must comply with the
Massachusetts RPS beginning in 2003. Thus, if amunicipa aggregeator wishesto offer a
green power product to some of its customers, the product should offer green power
above and beyond the renewables requirement of the RPS.

Development of New Renewable Resources

There are severd ways that municipa aggregators can facilitate the ingdlation and
operation of new renewable resources, particularly within their geographic boundaries.
In genera, amunicipa aggregator can asss project developers with overcoming the
many barriers— legd, financid, inditutiond, regulatory barriers— that tend to inhibit the
development of renewable facilities and clean digtributed generation.

Some examples of the project development support that municipa aggregeators could
provide to renewable developers are summarized below.

Assg with the development of potentid stes. With its knowledge of locd
businesses, indudtries, inditutions and facilities, municipa aggregatorsarein a
good position to identify host Sites for development of renewable resources and
distributed generation — including the use of municipd facilities as hogt Stes.
Municipd aggregators might aso be able to assst with feasbility sudies and

other research needed to support specific projects. They might also be able to
assist project developersin gaining loca support for projects, and presenting all

of the various costs and benefits of a project, to help address local concerns about
potential negative impacts of the project.

Energy and environmenta planning. Asdescribed in Section 4.5, municipa
aggregators can play akey role in short- and long-term energy and environmenta
planning for the community. These plans could help identify the various costs

and benefits of different renewable and distributed generation projects, and
demondrate the importance of such projectsin the eectricity resource mix of the
community. These planning efforts could aso identify congiraints and weak spots
on the loca didribution system, and identify distributed generation options that
would be able to address ditribution problems and improve rdigbility of service.

Use green power programs to provide financia support. By promoting green
power to customers, either to al customers or through a voluntary program,
municipa aggregators can help provide financid support to potentia renewable
and distributed generation developers. Aggregators might even tie the green
power programs to the development of loca renewable options, and provide local
devel opers with a power contract that they can use to obtain the necessary
financing for thelr project. Electricity customers might be more willing to support
green power programsif they knew that the programs were supporting projects
within their community.

Addressingtitutiona and regulatory barriers. One of the greatest challengesin
developing renewable and digtributed generation projects is overcoming the
various technicd, inditutiona, and regulatory barriersthat exist today. Technica
barriers arise from distribution utility reguirements to ensure enginesring
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compatibility of interconnected generators with the exigting grid. Inditutiona
barriers arise from burdensome utility business practices reating to contracting

for power, gpproving interconnections, interconnection applications and fees,
insurance requirements, and operationa requirements. Regulatory barriers arise
from tariff Sructuresthat are unfavorable to project developers, such as back-up
charges and unfavorable by-back rates.(NREL 2000) Municipa aggregators can
help address these barriers by working with the project developers, the local
digtribution utility, the DTE and other rdlevant agenciesto educate al parties and
establish more streamlined procedures for project development.

Provide education, training and political support. Municipa aggregetors can dso
assis in the educating and training thet can be useful in supporting renewable and
distributed generation projects. The education can be directed to government
representatives whose approval may be necessary for political support, aswell as
training for town and city employees who may play important rolesin ste
selection, assessment, development and operation. Also, it may be important to
educate the community’s citizens and business leaders about the implications of
certain projects. The energy and environmenta plan described above can play a
key role in the education process, but additional, more focused efforts may be
needed as well.

In addition, the Restructuring Act dlows municipa aggregators to gpply for funds from
the Renewable Energy Trust to support renewable dectricity initiatives. The Cape Light
Compact has received such agrant from MRET, and is in the process of implementing
various renewable generation and DG initiatives (Compact 2001).

Much of this support could aso be offered by amunicipa agency, regardless of whether
the community has formed amunicipa aggregator. However, amunicipa aggregator is
likely to be in a better pogtion to assist with project development because: (a) it may
have the staff resources and expertise necessary to support project development, (b) it
may have a more clearly defined mandate to promote renewable development, (c) it may
be in a better position to develop energy plans and investigate the costs and benefits of
various options, and (d) it may have better connections with the regulatory agencies,
utilities and market actors that are involved in the project development process.

4.4 Providing Energy Efficiency Programs Through Municipal
Aggregation

Background on Municipal Aggregation and Efficiency Programs

Section 134b of the Restructuring Act alows municipa aggregators to obtain the energy
efficiency funds raised through the system benefits charge, and to implement efficiency
programs in place of those currently provided by the electric distribution companies. As
an energy efficiency program adminigtrator, municipal aggregators can assert greater
locd control over the efficiency programs and seek opportunities for improving upon the
programs currently offered by the distribution company.
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The Massachusetts legidature recently re-authorized the efficiency system benefits
charge to run from 2003 through 2007, a arate of 0.25 ¢/kWh. Thischargewill rasea
totd of roughly $122 million throughout the state of Massachusetts. Table 4.2 presents
the amount of efficiency revenues that would be created for each of the municipdities
participating in this study. 1t dso presents the amount of efficiency revenues that will be
generated for the Cape Light Compact, for comparison purposes.

Table4.2 Efficiency Revenues Generated by the System Benefits Chargein M assachusetts

2000 Electricity Sales Efficiency Revenues Percent of Total

(GWh) ($1,000) (%)
Boston 6,150 15,376 126
Brookline 336 841 0.7
Cambridge 1,495 3,738 31
Newton 586 1,465 12
Somerville 348 869 0.7
Cape Light Compact 1834 4585 38
Massachusetts Total 48,861 122,152 100.0

The 2000 electricity sales were provided by NSTAR. The 2000 electricity sales were the most recent
available. 1n 2003 and later yearsthe saleswill be higher than in 2000 due to load growth, and the
efficiency revenues will be higher proportionately.

Summary of Requirements that Must be Fulfilled for a Municipal
Aggregator to Implement Energy Efficiency Programs

In order to become an efficiency program administrator, amunicipa aggregator must
first develop an energy efficiency plan that describes the manner in which the energy
efficiency programs will beimplemented. This energy efficiency plan should be
developed in consultation with DOER. The plan must be approved by town mesting or
other legidative body.

The Restructuring Act specifiesthat in order for amunicipa aggregator to obtain energy
efficiency funding, the DTE must firgt certify that the energy efficiency plan is conastent
with state energy efficiency goads. These energy efficiency gods are presented in Table
4.3 bdlow. Thisprovison of the Act prohibits municipa aggregators from spending the
efficiency fundsin just any way thet they want. In generd, the Sate energy efficiency
godsrequire: that the benefits of the programs outweigh the codts, thet programs are
offered to adl customer types consstent with their contributions to the efficiency funds;
that low-income customers receive a prescribed amount of efficiency programs, that
programs address both immediate savings and savings avallable over the long-term
through transformation of the efficiency market in the region; and thet programs utilize
the various competitive actors in the energy efficiency market where gppropriate.

However, the Restructuring Act dso includes a provison that alows municipa
aggregators grester discretion than dectric utilitiesin designing ther efficiency
programs. According to the Act:

Green Power & Energy Efficiency Opportunities for Massachusetts Municipalities Page 35



The municipdity or group of municipdities shdl not be prohibited from
proposing for certification an energy plan which is more specific, detailed, or
comprehensive, or which covers additiona subject areas than any such date-
wide conservation goals (Restructuring Act, Section 134b).

It isnot clear just how much additiona discretion thislanguage provides. Devidions
from the state energy efficiency gods would have to be gpproved by the DTE when the
municipa aggregator applies for certification of the energy efficiency plan.

Table 4.3 Massachusetts State Energy Efficiency Goals.

Overall Statewide Energy Efficiency Goal:

1. Toprotect the environment and strengthen the economy by increasing the efficiency of energy use.
Energy Efficiency Operational Objectives:

2. Toreducethe use of electricity cost-effectively (as defined by the DTE).

3. Toensurethat energy efficiency funds are allocated to low-income customers consistent with
requirements of the Act, and allocated equitably to other customers.

Energy Efficiency Programmatic Objectives:

4. Toreduce customer energy costs by balancing short- and long-run savings from energy efficiency
programs.

5. To support the development of competitive markets for energy efficiency products and services.

Source: DOER 1999.

The DOER requires that dl program adminigtrator’ s energy efficiency plansfollow a
certain format and contain specific information, in order to promote consistency across
different plans and ensure that sufficient information is provided for regulatory review. It
requires that each plan contain: a description of each efficiency program; a detailed

budget broken out by program and by type of expense; a demondtration that the programs
are cost-€effective; a demondration that the programs are consstent with state energy
efficiency gods, and adiscusson of how the programs will be monitored and evauated
over time. (DOER 1999)

The DOER ds0 requires that dl efficiency program adminigtrators provide an Annua
Report on Energy Efficiency Activities that describes the programs historical experience
over the preceding year.®> These reports must contain detailed data describing the
program expenditures, participation and savings. These data are used by the DOER to
compile a state-wide report on the progress made each year by energy efficiency program
adminigtrators. (DOER 1999)

In addition, the Restructuring Act requires thet, within two years of DTE gpprova of the
energy efficiency plan, municipa aggregators must provide the DTE with written notice
that its plan isimplemented. Although not required by the Act, it would be appropriate
for each municipa aggregator to aso produce periodic “monitoring and eva uation”

13 These historic annual reports should not be confused with the periodic energy efficiency plans, which
provide projections of future program activities.
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reports, Smilar to the reports that the eectric distribution companies prepare. Such
reports would be useful for the municipa aggregator in modifying and improving

program designs over time, verifying compliance with the municipdity’ s gods, and
would provide assurance to the DTE, the DOER and others that the efficiency programs
were being run properly.

Advantages to Becoming an Energy Efficiency Program Administrator

It isimportant to note that the Massachuseits legidature, the DTE and the DOER have a
long higtory of support of utility-run energy efficiency programs, especidly rddiveto
most other dates. Massachusetts utilities have had many years of experiencein designing
and implementing efficiency programs. Mogt of these programs have aso benefited from
collaborative processes, where interested stakeholders work with the utilities to design
programs that will be successful in achieving the state energy efficiency goas
Consequently, the efficiency programs currently operated by the distribution companies
in Massachusetts are relaively mature and well-designed compared to those of most
other dectric companiesin the US.

However, the relative success of Massachusetts eectric utility programs does not mean
that thereis no room for improvement. There are severa reasons why municipa
aggregators can improve upon the way efficiency programs are ddivered in

M assachusetts today.

Proper incentives. Electric digtribution companies have a powerful financid
incentive to increase dectricity sdesin order to increase company profits. This
incentive works directly againg the primary gods of energy efficiency and
creates an inherent tengon within eectric companies and a significant barrier to
energy efficiency programs. The DTE dlows eectric companiesto earn
shareholder rewardsin order to counteract their incentive to promote sales.
However, such rewards are only partidly effective, they use up some of the
efficiency funds that could otherwise be spent on efficiency measures, and
frequently encourage too much attention on the rewarded activities and not
enough atention on other important initiatives. Municipa aggregators have no
such financid disncentive to energy efficiency programs. In fact, reducing costs
to consumers through improved efficiency is one of the core objectives of
municipa aggregators. This means that municipa aggregators are much more
likely to design and implement aggressive, successful energy efficiency programs
that maximize the benefits available from the energy efficiency funds.

Environmental and economic development gods. In addition to their core
mission of reducing dectricity cogts, many municipa governments are dso
interested in environmental protection and local economic development — both of
which are promoted through energy efficiency. Thus, municipa aggregetors have

14 Some of the key players in the collaborative processes include the DOER, the M assachusetts Attorney
General, Associated Industries of Massachusetts, the L ow-Income Energy Assistance Network, and the
Northeast Energy Efficiency Council.
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even more incentives to design and implement aggressive, successful efficiency
programs relative to eectric companies.

Locd connections. Energy efficiency programs are essentiadly a decentralized
initidive — requiring the active involvement of many parties, including cusomers,
digtributors of efficiency products, efficiency vendors, builders, architects, and
other trade dlies. Municipa aggregators can use their extensive loca networks to
educate these actors about the importance of energy efficiency and the
opportunities available from the energy efficiency programs. For example,
municipa aggregators can work with local government departments, schools and
educationd facilities; socid service agencies; socid, civic and religious
organizations, business and trade associations, and local media (Compact
11/2000).

Innovetive initiatives. Municipa aggregators might be in a better postion than
electric distribution companies to implement innovative efficiency programs. For
example, the Compact is offering programs that enable customersto switch from
inefficient, expendve dectric soace heeting sysems to high-efficiency gas space-
hesting systems (Compact 11/2000). While such programs offer sgnificant
benefits to customers and society in generd, dectric companies will not offer
them because they result in ggnificantly lower dectricity sdes and thus lower
profits.

Comprehensive planning. As described in Section 4.5, municipa aggregators can
undertake more comprehensive long-term planning than didtribution utilities tend
to undertake in the restructured dectricity industry. Such planning can help
communities minimize the various impacts of the dectricity industry and strike

the appropriate ba ance between dectricity costs and environmenta protection.

Locd benefits. Municipa aggregators can ensure that the efficiency funds raised
from cugtomers within their community will be spent on efficiency programs and
measures in their community. Electric utilities have no such incentive, and will
sometimes focus ther activities on those towns where it is easest to achieve
effidency savings.

Community involvement. Because they must submit the energy efficiency plan
for public review, and they will most likely be governed by loca representatives,
municipa aggregators, can respond to loca concerns and priorities better than
electric digtribution companies.

Maximize funds for efficiency. Since they do not require shareholder incentives
in order to implement efficiency programs, municipa aggregetors can use the
shareholder incentives to ddiver efficiency savingsingtead. The digtribution
utilitiesin Massachusetts can receive as much asfive to ten percent of the totd
efficiency fundsin the form of shareholder incentives, depending upon how the
programs perform and other factors.
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Important Concerns About Municipal Aggregators Implementing Efficiency
Programs

Before embarking on a course to become an energy efficiency program adminigtretor,
municipa aggregators should carefully consider whether a single town or city will have
the resources necessary to implement energy efficiency more effectively than the locdl
digtribution company. It isimportant to ensure that a municipa aggregator has the
necessary Staff, experience, budgets, politica mandate and willingness to i mprove upon
utility-run efficiency programs, and to not under mine the progress that M assachusetts
utilities and other efficiency stakeholders have achieved to date.

Efficiency programs require many administrative expenses that are essentially fixed,
regardless of the number of customers served. For example, extensve data collection
and processing is an important aspect of well-run efficiency programs, and the costs of
these tasks will not scale down much with the Sze of the customer base being served.

In addition, most utilities hire severd outside vendorsto deliver efficiency programs and
measures to customers. These vendors play akey role in marketing programs, auditing
homes, sdlling and ingaling efficiency measures, processng rebates, developing catalogs
of efficiency measures, working with trade dlies to stock stores with efficiency products,
and more. These vendors are al hired through a competitive bidding process, and each
one enters into a contract with each efficiency program adminigtrator. Soliciting,
contracting with, and managing these vendors requires a Sgnificant amount of
adminidrative support.

The Compact has addressed thisissue by hiring Honeywell DMC as a* management
contractor,” who will in turn manage the work of roughly 14 different contractors and
vendors who will ddiver the efficiency measures to customers. Nonethdess, thereis il
sgnificant adminigrative work required of the Compact to manage the management
contract and oversee the operation of the entire efficiency program.

In sum, thereisarisk —asgnificant risk — that municipa aggregators who independently
implement energy efficiency programs might find that their high adminidrative costs
outweigh the benefits to be gained from replacing the distribution company’ s programs.
Each municipality should serioudy consder whether it has a sufficient customer base
(and therefore efficiency budget), and administrative capacity to support a successtul,
effective efficency program.

Whileit is difficult to esimate how large amunicipa aggregator needs to be to support
the adminigtration costs, the experience of the Compact provides a useful guideline.
Although the Compact currently has less than one year’ s experience, it appearsthet its
efficiency budgets and programs are large enough to support the necessary administrative
efforts and to sgnificantly improve uponthe efficiency programs offered by the loca
electric company. Thus, other municipa aggregators whose customer baseis at least as
large as the Compact's should also be able to support a successful efficiency program,
while those with fewer customers may be at risk of introducing adminidrative
inefficiencies into the current program delivery system.
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Figure 4.1 presents a graph of the dectricity saes of the towns and cities participating in
this sudy, as well asthe dectricity sdesto the Cape Light Compact’s territory for
comparison purposes. Boston would clearly have alarge enough customer base to
support the administrative expenses associated with energy efficiency programs, and
Cambridge might have enough. However, Brookline, Newton and Somerville are at risk
of introducing adminigrative inefficiency into the current efficiency programs,

Figure 4.1 2000 Electricity Salesto Customersin Participating Cites and Towns
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Furthermore, in recent years there has been a trend toward developing regiona programs
that can be ddlivered across several eectric utility territories, and even across severd
dtate boundaries. Such regiona programs can result in more effective design and
implementation of programs, grester participation of the various trade adlies, less
customer confusion, and greater opportunities to transform the regiond market for energy
efficiency products and services. In Massachusetts, there currently are three types of
programs have been devel oped and implemented on aregiond bagis:

The Northeast Energy Efficiency Partnership (NEEP) is anontprofit organization
dedicated to designing and organizing energy efficiency programs that can be
delivered consstently across alarge geographic area. NEEP hasinitiatives and
membersin dl sx New England states, aswell as Maryland, Delaware, New
York, New Jersey, and the Digtrict of Columbia. Some of the key programs
offered by members in Massachusetts include those that address resdentid
lighting, resdentia gppliances, commeraid lighting, commercid/indudtrid

motors, and commercid/industria heeting ventilation and air conditioners.
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Energy efficiency initiatives addressng new congtruction in the residential sector
require the involvement of many different actors, including home builders,
architects, developers, building inspectors, and home buyers. Often these actors
work in severd different dectric utility territories. Thus, new congruction
programs can be more effective if they are coordinated acrass many utility service
territories. For the past saverd years Massachusetts dectric utilities have
promoted the same efficiency activities through their resdentia new congtruction
programs, and have coordinated their efforts through a Joint Management
Committee.

The Restructuring Act requires dl efficiency program administrators to dedicate a
prescribed portion of their efforts to serving low-income customers. The Act dso
requires that these programs be implemented through the existing westherization
and fuel assstance network, and that they be coordinated across al gas and
electric companiesin the state with the god of standardizing implementation
(Section 19). The Low-Income Energy Advocates Network (LEAN) has
developed a set of comprehensive programs that utilities are using to ddliver
energy efficiency services to low-income customers.

Municipa aggregators may creste arisk of undermining some of these regiond efforts by
not participating and leaving gaps in the geographic coverage, or by introducing
ineffidendes by increasing the number of program administrators that need to be
coordinated. However, such arisk could be addressed by municipa aggregators that are
conscientious of the benefits associated with the regiond programs, and take efforts to
ether actively participate in the programs or offer comparable services in order to
improve upon the programs. Municipa aggregators might improve upon the regiona
programs by introducing ideas, policies and initiatives that better reflect community
interests or higher standards for saving energy and reducing environmenta impacts.

Findly, it isimportant to note that when a municipa aggregator takes over the energy
efficiency programs for its community, it does not create any new funds to support
effidency initiatives. The amount of efficiency funds that can be raised through the
system benefits charge is sat by legidation, and is the same for digtribution companies
and municipd aggregators. The municipa aggregator, however, can make the mogt of
those funds by (&) ensuring that the funds raised in the community are spent in the
community, and (b) ensuring that the funds are spent as effectively as possible. If they
wish, municipa aggregators can increase the amount of energy efficiency funds, by
establishing their own system benefits charge to supplement the existing state-wide
charge. But this latter approach requires political support for increased prices.

4.5 Advantages and Disadvantages of Municipal Aggregation

This section provides a brief summary of the various advantages and disadvantages of
becoming amunicipal aggregator. They are discussed relative to the three broad areas
addressed by municipa aggregators. power supply, green power and energy efficiency.
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Power Supply

Advantages of Offering Power Supply Services:

Municipa aggregation provides the best opportunity to reduce dectricity supply
cogsto al cusomers within the community.

Municipd aggregation may be the only way that smal commercid, residentid
and low-income customers gain access to the competitive dectricity market, for
many years to come.®

Municipa aggregation can sgnificantly improve the competitive opportunities
avalableto smdl customers, by diminating the marketing cogts, diminating the
transaction barriers, and improving their load factor by combining their loads with
others in the community.

Municipal aggregators can act as consumer advocate for al dectricity customers
in the community, on many energy and environmentd issues. They could creste a
new political block that reflectsloca priorities and issues before the legidature,
the DTE, the DOER and other forums.

Disadvantages and Risks of Offering Power Supply Services:

Municipa governments may have to incur consderable costsin order to develop
an aggregation plan, have the aggregation plan approved by the DTE, and
negotiate favorable contracts with power suppliers. 1n gpproving the Compact’s
aggregation plan, the DTE made it clear that amunicipa aggregator must have a
power supply contract in place in order to obtain gpprova for aplan. The
municipa government must be fully committed to dedicating the time, resources,
and political capita to develop a successtul plan. While the Compact has created
precedents that should speed up the aggregation plan approval process
congderably, municipalities should expect to spend as much astwo to three years
to have an aggregation plan devel oped and approved.

The competitive wholesdle dectricity market in New England is dill evolving,

and there currently are very few power suppliersthat are willing to offer power
supply dedls. Based on the experience of the Compact, there are no suppliers that
are able to provide power at lessthan the locd utility’s standard offer rates. There
isarisk that municipa aggregators incur considerable costs only to find that the
power supply benefits are not yet available from the eectricity marketplace. This
risk islikely to diminish sgnificantly with time, and may be inggnificant when

the gandard offer is diminated in March 2005.

15 Except for perhaps through the market for green power.
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Green Power

Advantages of Offering Green Power Services:

Municipa aggregators can buy green power on behdf of al eectricity cusomers
within the community, thereby sgnificantly expanding the customer base
supporting clean power generdion.

Municipd aggregators can get community input and involve loca representatives
in the decision-making process regarding green power. Thisleve of decison
making might result in higher environmenta priorities than decison making at

the utility, State or nationd levdl.

Municipa aggregators can combine higher- priced green power programs with
cost reductions from favorable power supply deds or aggressive efficiency
programs, in order to create a package that is more economicaly and politically
acceptablein total.

Municipa aggregators can offer customers a broad range of green power products
that reflectsloca environmentd priorities. This can include light green power

with little or no extra cost for al customers, more aggressive green power for dl
customers, and distinct green power products that customers can choose to
purchase for themsdlves.

Municipal aggregators can promote the development of loca renewable and
distributed generation resources by assisting with the development of potentid
gtes; planning for energy and environmental needs; using green power programs
to leverage financid support for locd projects; helping to overcome ingtitutiona
and regulatory barriers, and providing education, training and political support.

Municipa aggregators can gpply for grants from the Renewable Energy Trust to
support renewable eectricity initiatives.

Municipa aggregators can seek opportunities for using clean distributed
generation projectsto dleviate local distribution problems, thereby improving
religbility of service in the community and the resilience of the regiond eectricity

supply.
Disadvantages and Risks of Offering Green Power Services:

In order to provide green power to al customers within the community, municipa
aggregators must obtain political support for associated increase in codts, if there
areany. Thismay limit the amount of green power that can be provided to dl
customers, and may jeopardize the political support for the overal municipa
aggregation initictive.

In order to provide green power to al customers within the community, municipa
aggregators are likely going to have to increase eectricity costs above what they
would be otherwise. Thisincreasein costs might result in some customers
(particularly large indudtrid customers) opting out of the municipa aggregetion
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program dtogether. This result would undermine one of the key gods of
municipa aggregation.*®

Energy Efficiency

Advantages of Offering Efficiency Programs:

Municipa aggregators are likely to design and implement much more aggressive
and successful efficiency programs than eectric companies, because they are not
driven by powerful incentives to increase dectricity sales and profits.

Municipd governments are interested in the environmenta protection and local
economic development benefits that are offered by energy efficiency.

Municipa aggregators can use their extensdve local networks to educate
customers and trade dlies; to market efficiency programs, and to promote
community involvement in the transformation of the loca efficiency market.

Municipa aggregetors can pursue innovative initiatives, such as fud-switching
programs, that eectric companies might not be able to identify or be willing to
pursue.

Municipa aggregators can ensure that the efficiency funds raised from customers
within their community will be spent on efficiency programsin their community

Municipa aggregators are in a better position to respond to local concerns and
priorities than eectric digtribution companies.

Disadvantages and Risks of Offering Efficiency Programs:

Municipalities may have to incur considerable cogtsin order to develop an
efficiency plan, have the plan approved by the gppropriate government process,
and have the efficiency plan approved by the DTE. This process could take as
long as one to three years, and DTE approva depends upon an aggregation plan
obtaining DTE gpprovd fird.

Municipa aggregators face therisk that their adminigtrative costs outweigh the
benefits that might be gained from replacing the didtribution company’ s efficiency
programs. Thisrisk increases as the Sze of the municipality decreases, because
many adminigrative cods are essentialy fixed.

Municipa aggregators create arisk of undermining the regiona energy efficency
initiatives by not participating and leaving ggps in the geographic coverage, or by
introducing inefficiencies by increasing the number of program adminigtrators
that need to be coordinated.

18 These two risks do not apply to light green power products, which may require little or no increasein
electricity costs.
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Comprehensive Energy and Environmental Planning

Municipa aggregators can play an insrumenta role in developing short- and long-term
plans for addressing the energy and environmental needs of acommunity. In the past,
electric utilities were required to develop and implement “integrated resource plans,”
which evauated the various eectricity resource options, and identified that combination
of energy efficiency, conventiona generation sources and renewable resources that
would best meet the broad goals of providing low-cogt, safe, and reliable dectricity
services.

Since the dectricity industry in Massachusetts was restructured, utilities no longer play
thisimportant role of long-term planning. Instead, the decisions about how to mest
electricity needs are essentidly left up to theindividua consumers and the combined
efforts of the power supply companies!’ To date, thereiis no evidence that the combined
effect of individuas and companies decisonsin the dectricity markets are conastent
with sound long-term planning that meets a variety of policy gods.

Municipal aggregators could bein a great position to take on the role of energy and
environmenta planning for both the short- and long-term future. They have an influence
over the types of power suppliesto purchase, they arein a position to purchase green
power for al customers or to offer green power products to some customers, they areina
position to assist with the development of loca renewable and distributed generation
projects, and they can plan for and implement energy efficiency programs.

One of the gods of amunicipa aggregator may be environmenta stewardship, putting
them in a better position than eectric companies to make the sometimes necessary
tradeoffs between the god's of environmental protection and low-cost power. They can
as0 combine severd components of their program (e.g., green power and efficiency) to
provide a package that addresses both of these goals.

Furthermore, some communities might have clearly defined environmenta godls, such as
those outlined in community dimate change action plans. A municipa aggregetor would
provide avehicle for that community to implement many of the components of such
plans. Smilarly, for those communities that do not have climate change action plans, a
municipa aggregator could play an instrumental role in preparing such a plan.

Risks Associated With Long-Term Governmental and Political Support

A successful municipa aggregator requires sufficient staff, resources, legd support,
technica support, and political mandate to make the most of the opportunities available
for power supply, green power and energy efficiency programs. Any municipdity that
has the resources to prepare an aggregation plan and an efficiency plan, and obtain DTE

17 1|SO-NE and other Regional Transmission Organizations are currently debating options for how to plan

for new generation and transmission facilitiesin aregional context. However, these processes are
currently not well defined, are not likely to give much consideration to environmental concerns, and
provide for very little public input — especially at the level of community involvement.
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gpprova for those plans, islikely to bein agood postion to follow-through with the
necessary support for implementing the plans successfully.

However, over time municipa governments can change, key representatives and loca
officias may move on to other initiatives, and political priorities can shift to different
directions. Consequently, municipa aggregators face therisk of losing the support they
need to run the aggregation initiatives successfully. Communities need to establish clear
financid, palitica, and governance systems that ensure that municipal aggregators are
provided with the necessary support over the long-term.

4.6 Aggregation of Multiple Municipalities

One of the greatest risks of municipa aggregation occurs as aresult of the adminigrative
costs necessary to ensure successful initiatives. Thisis especidly true for energy
efficiency programs (as discussed above), but might apply to al theinitiatives that a
municipa aggregator could undertake.

Oneway to both reduce this risk and make the most of municipa aggregation
opportunities, isfor severd towns to join together as a sSingle aggregator — as the
Compact has done. By combining severd townsinto asingle municipa aggregator it
may be possible to reduce the administration and organizationa costs (as a percentage of
total costs); increase the amount of technical and legd support available; increase the
buying power among generation companies, have alarger impact on the green power
market; and provide energy efficiency services more effectively.

For example, if the five municipdities participating in this sudy were ableto join
together as a single aggregator, there would clearly be enough of a customer base to
warrant and support a successful aggregetion initiative. Even if the four smaller
municipdities— Brookline, Cambridge, Newton, and Somerville — were to join together
as asingle aggregator, they would have a consderable customer base to work with, as
indicated in Table 4.2 and Figure 4.1. These towns combined could raise roughly $6.9
million per year, which is larger than the funds raised by the Compact. Furthermore,
there are severd other communities in the metropolitan Boston areathat are activein
energy and environmenta issues and might be interested in joining a combined
aggregaion initiative, including Arlington, Medford and Watertown.

However, this approach raises severa other important issues. The most important one
being whether and how these towns would coordinate their activities and share in the
costs and benefits of the effort. This approach may require considerable cooperation
among municipdities with very different priorities, decisonmaking approaches and
political chalenges. The Compact has a Sgnificant advantage over other groups of
municipdities because it has the benefit of the Barnstable and Duke s county
governments (which are among the few remaining effectively operating countiesin
Massachusetts), and the Cape and Vineyard towns have ardatively cohesive identity
created by their geographic makeup and smilar interests.

One option that may be more politicaly feasbleisfor each of saverd townsto establish
their own independent municipa aggregator, but for them to form a centrdized system
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for implementing the energy efficiency programs. Thiswoud significantly reduce the
topics and issues that would have to be agreed to among the participating communities,
but would provide for a more effective way of delivering energy efficiency programs.
Energy efficiency would be singled out for joint delivery because, anong dl of the
municipa aggregator initiatives, it requires the grestest amount of administrative support
and because communities have more to lose if exigting utility programs are undermined
by ineffective energy efficiency programs.

The central system or agency for delivering energy efficiency programs could be
desgned in severd different ways. One option isfor one of the larger municipa
aggregators (e.g., Boston) to establish an energy efficiency program, and then alow other
municipa aggregators to participate in that program. Idedly, this gpproach would alow
the newly- participating municipdities some governance role for contributing to the

design of the efficiency programs. Another option would be severa municipa
aggregators to hire an independent agent to implement their energy efficiency programs
on their behdf. Thisindependent agent could be a non-profit organization, or it could be
afor-profit energy service company. The participating communities could establish a
governance system whereby loca control and input to the process is maintained, but the
adminidrative efforts are centrdized through one organization with the necessary
resources and skills to operate efficiency programs as effectively as possible.

Green Power & Energy Efficiency Opportunities for Massachusetts Municipalities Page 47



5. Municipalities as Municipal Electric Utilities

5.1 Background on Municipal Electric Utilities

There currently are 40 municipa dectric utilities (MEUS) serving 350,000 customersin
al or parts of 58 Massachusetts cities and towns. All together they deliver roughly 13
percent of the dectricity used in Massachusetts. These utilities were established between
1889 and 1926, by vote of the citizensin each city or town.*®

One of the primary differences between municipa eectric utilities and investor owned
utilities (I0Us) isthat the former are owned and operated by the people in the
communities that they serve. MEUs are managed and run by amunicipa utility board
that is either dected locally or appointed by locd officids.

Another key difference isthat municipa eectric utilities set the dectricity pricesfor dl
of the customers within their community. The eectricity rates and terms are typically st
by the municipa utility board.

Municipa dectric utilities do not earn profits, so they potentially operate with a different
mission and a different set of goasthan IOUs. Because of their non-profit status, and the
fact that they are subject to public control at the locd level, MEUs are not subject to
regulatli gn by the DTE and operate under different Massachusetts statutes than the

|OUs.

All municipa dectric utilities own the digtribution system within their geographic
borders. In some cases MEUs aso own and operate their own power plants, whilein
many cases they purchase generation from others on behdf of their retail customers.

Many of the MEUs in Massachusetts are members of the Massachusetts Municipa
Wholesale Electric Company (MMWEC), a non-profit public corporation and politica
subdivison of the Commonwedth of Massachusetts. MMWEC was established by
Massachusetts legidation in 1975, in order to make the municipa eectric utilities more
competitive with the state’ s IOUs. MMWEC acts as a cooperative, providing its
members with avariety of power supply, financia and other services. Figure 5.1
presents amap of the MEUs in Massachusetts, including the members of MMWEC.

Asamember of MMWEC, municipa dectric utilities can increase their buying power in
the dectricity market, and reduce the administration and management required of loca
officids. MMWEC currently has partid ownership of saveral power plantsin the region,
including three ail plants, the Millstone nuclear unit #3, and the Seabrook nuclear station.
MMWEC dso has power supply contracts, including power from New Y ork Power
Authority hydro projects, Hydro-Québec, and a gas/oil plant. These power plants and
supply contracts provide much of the power to the member MEUS.

18 Much of this subsection is based on information from the MMWEC website: www.MMWEC.org.
19 |n particular, see Massachusetts General Laws, Chapter 164, Section 34 through 69.
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Under the Regtructuring Act, municipd eectric utilities are not required to open up their
territories to competitive eectricity suppliers, or to provide customers with a choice of
generaion company. Thus, they are not required to comply with many other provisons
of the Act, such as the RPS or the system benefits charge.

Figure5.1 Municipal Electric Utilitiesin Massachusetts

Public Power Systems in Massachusetts

. MWVWEC Ilermber
Systerns

. Other Wlunicipal Electric
Systerms

% MNMWEC Project
Participants

Source:  WwWw.mimwec.org

Municipa eectric utilities can decide to dlow competition within thelr territories, if they
believe it will provide net benefitsto their customers. If an MEU wishes to compete for
new customers outside of its service territory, then it must open its own system to
competition and comply with the other provisons of the Restructuring Act. Municipa
electric utilities that have not introduced competition by March 1, 2003 are required by
the Act to conduct astudy and hold public hearings regarding the potentia benefits of
customer choice, and may conduct a referendum on whether to introduce customer
choice. To date no MEUSs have chosen to introduce retail competition in their service
territories.

In theory, municipa eectric utilities can be much more respongve to loca needs and
interests, because of the control by town officias and localy eected officids, and
because of the focus on local needs and issues. However, in practice many of the policy
decisons regarding dectricity supply and demand are rarely presented to the generd
public. Mogt citizens know very little about their municipa dectric utility, and rarely
have any direct input to the decisonmaking process.
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A community thet is currently served by an IOU may wish to establish amunicipa
electric utility, in order to gain community control over the generation, transmission and
digtribution of dectricity within its borders. This process would entail purchasing the
transmisson and digtribution equipment from the local digtribution company, and
becoming the sole provider of dectricity for dl the cusomers within the city or town.
This approach would be much more aggressive than establishing amunicipa aggregator,
because it would require the municipality to purchase, own, operate and maintain the
digtribution and transmisson system.

Community membersin Brookline and Arlington have recently been investigating the
advantages and disadvantages of becoming amunicipa eectric utility. Thisinterest has
been driven, in part, by the municipdities dissatisfaction with the summer 2001 power
outages and NSTAR' s response to those outages.

5.2 Steps Required to Create a Municipal Electric Utility

The Massachusetts Generd Laws contain provisons that allow towns or citesto create a
municipal dectric utility. Thefirgt step required isfor the town or city to vote on

whether to purchase the T& D and other facilities associated with the operation of the
sysem. The processisdightly different for towns and cities:

A town mugt authorize the purchase of the plant from the local digtribution
company “by atwo-thirds vote, taken by balot with the use of the voting ligt, a
each of two town meetings called therefore and held at intervals of not less than
two nor more than thirteen months’ (MGL Chapter 164, Section 36).

A city mugt authorize the purchase of the plant from the loca distribution
company “by atwo-thirds vote of its city council, or of amgority of the
commissionersif the city government conssts of a commission, passed in each of
two consecutive municipd years and thereefter ratified by amgority of voters as
an annud or specid city dection” (MGL Chapter 164, Section 35).

The next gep isfor the municipdity to negotiate with the loca digtribution company the
price and terms for purchasing the transmisson and distribution facilities. The price and
terms must be agreed upon by both parties for the sdle to go through.

If both parties cannot agree to the price and terms of the purchase within 150 days of the
vote to make the purchase, then the municipality may apply to the DTE within 30 days
for adetermination of the price and terms of the purchase. In making this determination,
the DTE must consder the “cost of the property less a reasonable alowance for
depreciation and obsolescence, and any other eement which may enter into a
determination of afair vaue.” The vaue of the property, however, shdl not be enhanced
“on account of future earning capacity or good will, or of exclusve privileges derived
fromrightsin the public ways’ (MGL Chapter 164, Section 43).

If the locd distribution company or the municipaity does not agree with the price and
terms set by the DTE for the purchase of T&D facilities, then ether party may apped the
decision to the supremejudicia court (SIC) (MGL Chapter 164, Section 69). Itissafeto
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assume that aloca digtribution company that does not wish to sdll its T& D facilities
would apped the DTE's decison to the SIC.

In addition, the language of the law governing the sale of assats to amunicipdity isnot
entirdy clear asto the obligation of the distribution company to sdll its assets once a price
has been determined. (See MGL Chapter 164, Section 43). Consequently, a reluctant
distribution company could attempt to refuse to sdll its T& D assets to amunicipdlity.

The municipaity would then have to take the distribution company to court to attempt to
forcethe sale.

In sum, any attempt to become amunicipa eectric company would probably have to be
resolved by the supreme judicid court. The SIC may have to resolve two key issues:

(&) the purchase price of the assets, and (b) whether a distribution company is obligated to
sl itsassets at any price. The firgt issue might be rdatively sraightforward for the SIC

to resolve, because of the precedent in Massachusetts for the valuation of utility assets.
The second issue, however, may be much more difficult to resolve because of the lack of
precedent, making the outcome of alegd battle a the SIC highly uncertain.

Once the purchase price and obligation to sl issues are resolved, then the town or city
must raise the necessary funds to execute the purchase. This would most likely be done
through the issuance of municipa bonds.

The next step for the town or city would be to set up the infrastructure to manage and run
the municipa eectric utility. Massachusdtts law states that “atown which has
established or votes to establish agas or eectric plant may eect amunicipd light board
congsting of either three or five citizens of the town, each for aterm of three years’
(MGL Chapter 64, Section 55). In addition, the municipdity would have to hire and
organize the staff necessary to operate the system, including managers, engineers, power
planners, T& D planners, financid andysts, and billing and account managers. Asan
illugtration of the type of staff resources that might be required, the Reading Municipd
Light Department has a staff of over 90 utility professonds.

Creating amunicipa dectric utility would be an extremely difficult undertaking under
current conditions. It is safe to assume that any loca distribution company would oppose
such an effort with dl of itsfinancid, politica, regulatory and public relations resources.
With the passage of the Restructuring Act, distribution companies’ markets have been
reduced to the transmission and distribution of eectricity, and al of the related services.
They could be expected to aggressively resst afurther reduction of their businesses and
an erosion of their customer base. A recent attempt by the city of San Francisco was
heartily opposed by the loca distribution company (see box).
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San Francisco's Attempt to Createa Municipal Electric Utility

In addition to Propositions B and H (see above), two other energy related measures were
put to vote in 2001 that were aimed at creating public power in the San Francisco area.
Measure |, which was defeated by a narrow margin of 51% would have made San
Francisco and the neighboring community of Brisbane into a state-owned Municipal
Utility District (MUD). The passing of this measure would have given San Francisco the
opportunity to take control of thelocal utility’s, PG& E’s, ownership of transmission and
distribution services. A companion initiative, Proposition F, was defeated by aslim
margin of only 0.42 percent. Proposition F would have mandated the creation of a new
city power agency with authority to oversee all of San Francisco’s power related decision
making.

Both measures were strongly opposed by PG& E and several other corporations, including
AT&T, Bank of America, Wells Fargo Bank and various others who spent a combined
total of over $2 million campaigning against the initiatives. The campaign against public
power outspent the policies advocates by aratio of 10 to 1. If public power had been
approved, it would have meant the loss of over 360,000 customers for PG& E, who had
threatened to pursue legal action if such an initiative was attempted. Over 50 years ago,
when Sacramento was undertaking its own battle to become aMUD, PG& E took the
issue to court where it stayed for 23 years until finally losing in 1946. However, the
creators of Proposition F had the foresight to design the legislation to withstand legal
challenges by making it an amendment to the city charter, an action much harder to
overrulein court.

Thus, municipdities congdering the creation of amunicipa dectric utility should expect
along, expensve and chdlenging battle with an uncertain outcome. A reluctant locdl
disgtribution company could be expected to (a) wage a campaign againgt the town or city
vote, (b) refuse to negotiate a reasonable price for the T& D and related assets, (c) argue
for ahigh price before the DTE, (d) apped any DTE decision to the SIC, and () fight a
lengthy battle before the SIC regarding the distribution company’ s obligation to sdll its
assets.

Whileit is difficult to estimate the time that would be required to go through the process
of creating an MEU because nobody has done it since 1926, the entire process could
esdly require five yearsor more. And it isnot clear that the end result would be avictory
for the municipdlity.

5.3 Providing Green Power

A municipd dectric utility, once established, has a great ded of discretion regarding the
purchase of generation assets or power supply contracts. Thus, al of the options
described above for municipdities as consumers and municipa aggregators are available
to municipa eectric utilities.

There are some important differences, however. Municipals as consumers can only affect
the municipd dectricity load, while MEUs can affect dl of the ectricity load within the
community. Municipa aggregators run the risk of customers opting out of the program if
electricity prices get too high, while MEUs do not run thet risk.
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Hull, M assachusetts

In 1984, the Town of Hull, Massachusetts received a grant from the MA Division of
Energy Resources to install a40 kW wind turbine behind the town’s high school. In 1998
acitizen group called CARE (Citizens for Alternative Renewable Energy) began
petitioning the Hull Municipal Light Plant to replace the original turbine with an
upgraded model. The Hull Light Plant was supportive of the idea, and together with help
from various town officials and citizens, including the town’s Light Board, Town
Manager, Town Historian and representatives from CARE, the Light Plant formally
presented the idea to the public in the summer of 2000. Led by the Light Plant’s
Operations Manager, John MacL eod, the presentation received strong public support,
encouraging the Light Plant to continue with its planning efforts.

In April 2001, the selection for the new turbine was made, and by the end of the year, the
installation was complete. The newly installed system is a Vestas 660 kW, whichis
expected to generate 1.6 GWh per year, the equivalent of providing power to 200-250
homes. Thetotal project cost was about $700,000, which was paid for from accrued
ratepayer funds, avoiding the need for increased taxes or fundraising. Electricity
generated from the turbine will be used to power the town’ s street lights and traffic
signals, thus lowering the town’s overall power costs. As of January 2002, the Light
Department notified the Town Hall that it was suspending all billing for the town’ s street
lights, flood lights and traffic signals, an arrangement which the Light Plant plansto
continue throughout the turbine’ s expected life span, a period of at |east twenty years.

Municipd eectric utilities have the choice of obtaining green power (a) on behdf of al

their customers, (b) on behdf of just the municipa load, or (c) on behdf of those
customers that choose to pay ahigher price for green power products. In fact, they could
choose to do dl of the above. For example, the standard power sold to all customers
could be designed to exclude cod and nuclear power (with amodest premium above the
market price); the power sold to municipal accounts could be designed to include only

new natura gas plants and renewable resources (with adightly higher premium); and
customers could be given the option to buy a green power product with 100 percent of the
power from new renewable generators (with an even higher premium).

Like any municipality, municipa dectric utilities can obtain green power directly from

the competitive market, through purchases from green power aggregators, or by ingtaling
clean DG units on municipa facilities, as described above in Section 3.1. However, they
have more flexibility in developing green power generators a other Stes— beyond
municpaly-owned facilities, and even beyond their geographic boundaries. This gives
municipa dectric utilities more opportunities to Site renewable generators, such aswind
turbines, where the resource potentia is greastest and most cost- effective. Municipa
electric utilities can aso purchase shares in green power generators that are jointly owned
by severd parties, in order to gain economies of scae, increase the diverdty of their
resources, and minimize ther risk.

5.4 Providing Energy Efficiency Programs

Municipa eectric utilities dso have agreat ded of discretion in implementing energy
efficiency programs on behdf of their customers. They can establish their own system
benefits charge to fund efficiency initiatives. Unlike distribution companies or municipd
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aggregators, they can set their system benefits charge as high as they like— aslong asthe
efficiency budgets and programs are politically acceptable within the community.

MEUs are dso not necessarily required to meet the state energy efficiency gods (as
described in Section 4.4), and thus have more flexibility in what types of efficiency
programs are delivered to whom. While MEUs should make a point of complying with
the intent of the state goa's because they represent sound public policy, there may be
ingances where a little flexibility iswarranted. For example, a community may choose
to focus dl of its efficency initiatives on the low-income customers for severd years,
before moving on to address the other residentid customers, and then moving on to the
commercid and indugtria cusomersin later years.

A community that crestes amunicipa eectric utility could potentialy jeopardize the
programs currently being run by the Massachusetts distribution companies (as described
in Section 4.4). However, municipa eectric utilities that exist today do not have this risk
because those communities are not currently being served by the distribution company
efficiency programs.

Municipa eectric utilities are required to provide the Residentid Conservation Service
(RCS) program to al residential customers. This program was established by statute and
requires dl distribution companies and municipd dectric utilitiesto offer dl interested
customers energy efficiency advice and, where appropriate, a home energy efficiency
audit. Financid incentives of up to $500 are available for those efficiency messures that
are found to be cost-effective, regardiess of whether they affect eectric, oil or gas end-
USES.

While these RCS programs may be worthwhile for some customers, they do not address a
large portion of the dectricity load within acommunity. Asisevidenced by the

digtribution companies efficiency programs, there are many other cost-effective
opportunities for improving energy efficiency. A municipa dectric utility with the

proper political mandate has the potentid to implement efficiency programs well beyond
those currently offered through the RCS program.

5.5 Advantages and Disadvantages of Creating a Municipal
Electric Utility

Cresting amunicipa dectric company means alot more than just increasing
opportunities to promote green power and energy efficiency. It requiresavery large
commitment from the municipdity to purchase the distribution system, establish the taff
and infrastructure necessary to operate the utility, and manage al the power supply issues
for the community.

Cresting amunicipa dectric utility is aso amuch grester commitment than becoming a
municipa aggregator — both in terms of making it happen and following through with the
implementation. In fact, the municipa aggregation provisons of the Restructuring Act
can be seen as providing ameans of achieving many of the same benefits as cregting a
municipa eectric utility but with much less cost, commitment and risk.
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Cities and towns congdering the option of creating amunicipa eectric utility must
investigate the issue in depth and carefully congder the various ramifications. The
following isasummary of the advantages and disadvantages of cregting a municipa
electric utility, particularly with regard to the focus of this report.

Advantages of Creating a Municipal Electric Utility:

Once the municipd dectric utility is established, the town or city will have

control over al aspects of dectricity supply to the community, including
generation, transmission, distribution, metering, billing, green power development
and energy efficiency. Intheory, this could lead to greater public input regarding
the entire operation of the community’s eectricity system.

Municipditieswill have grester control over setting the eectricity ratesfor the
citizens and busnesses in the community. This enables the municipdity to

promote just and reasonabl e rates among customers, and provides opportunities to
encourage efficiency practices through rate design.

Municipaitieswill have greater control over the maintenance and upgrading of
transmisson and digtribution syssems within their service territories.
Communities that are especialy concerned about power outages can make the
necessary invesmentsto obtain the level of religbility that suitsther needs.

A municipd dectric utility will have much greater opportunities than
municipdities or municipa aggregators to build power plants, or to purchase
sharesin power plants. Such opportunity might increase the potentia for lower-
cost power and the potential to develop renewable generation facilities.

Customers cannot opt out of amunicipa dectric utility the way that they can opt
out of amunicipa aggregation program. This may create greater flexibility to
increase eectricity pricesin order to pay for green power options. Electricity
priceincreases are limited only by the political support that exigts, or that can be
created, within the community.

A municipa dectric utility can increase the SBC to whatever is necessary to
implement the desired level of energy efficiency programs. In addition, MEUs
are not subject to the DTE’ s codt- effectiveness sandards for energy efficiency
programs. Some communities may, for example, wish to account for the
environmenta or economic development benefitsin defining the types and
amount of energy efficiency that is codt-effective.

A municipa dectric utility will no longer have to negotiate with the local
distribution company on issues that may be of importancetoit. For example, a
community can make its own decisions regarding whether to put digtribution lines
underground. A community can set up its own customer service systems, hilling
procedures and metering practices. A community can establish and maintain its
own data base to keep track of load profiles, customer types, eectric end-uses,
efficiency activities, and more.
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Disadvantages and Risks of Creating a Municipal Electric Utility:

The cogts of cresting amunicipa dectric utility — in terms of municipd Saff

time, legd fees, conaulting fees, and community initiatives — will be substantia.
The loca digtribution company can be expected to oppose the process every step
of theway. The outcome of the processis likely to be decided eventudly by the
SIC. The entireinitiative could take five years or more.

Thereisadgnificant risk that the municipdity will not win the legd bettle to

creste amunicipa eectric utility. The outcome of an SIC proceeding is highly
uncertain, due to alack of clarity in the relevant Satute and the lack of precedence
onthisissue.

The recent restructuring of the eectricity industry in Massachusetts introduces
uncertainties in the process of creating amunicipa dectric utility. For example,
if atown or city has dready been served by a competitive eectricity market, and
some customers are buying from competitive suppliers, what happens when it
convertsto amunicipa eectric utility? Does that municipal eectric utility have
to continue to alow competition within its borders? If so, doesthat change the
advantages and disadvantages of creating a municipa ectric utility?

A municipa dectric utility, acommunity will be exposed to many more of the
risks associated with the dectricity industry, including volatile fud prices, volatile
wholesale market prices, market power in the wholesde ectricity market, or just
poor planning decisions regarding power supply options. For example,
MMWEC's purchase of shares of the Seabrook power plant resulted in financia
problems and high dectricity costs for many of itsmembers. Thisrisk isthe
inverse of the potentid rewards of managing the eectricity system.

Thereisarisk that amunicipd dectric utility does not take advantage of the
many opportunities for green power and energy efficiency outlined in this report.
The red impact of amunicipa eectric utility will depend upon politicd
sentiment, public input, and the people that are put in charge of decisonmeaking
for the MEU. To date, MMWEC has not done much to pursue green power
options— mogt of their power comes from oil and nuclear plantsin the region.
Themunicipd utilities in Massachusetts offer very few, if any, energy efficiency
programs — despite the fact the DTE, the DOER and the 10Us have years of
energy efficiency experience that MEUSs could draw upon.

In sum, the advantages and disadvantages of creating amunicipa eectric utility will
depend upon the way the utility is managed, and the types of policies and decisons that
are promoted by the community members involved.

Municipal Electric Companies That Already Exist

For those municipda eectric utilities that dready exist in Massachusetts, the choices
before them are more sraightforward. They should investigete and pursue dl of the
green power optionsthat are available and are cons stent with the wishes of their
community. They should dso investigate and pursue dl of the cogt- effective efficiency
opportunities that are available. The latter option should be relatively easy because
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invesmentsin energy efficiency will result in net of eectricity cogs, aswell as
environmental bendfits

More importantly, existing municipa eectric utilities should ensure that their actions do
indeed reflect the wishes of the community. Now that citizens are becoming more aware
of and concerned about eectricity and environmenta issues, it isimportant thet they have
input to the policy-making and decision-making processes of their municipa dectric
utility. For most existing MEUS, obtaining adequate public input may require a public
education campaign as well as modifications to the existing systems, forums and media
for public participation.
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6. Emission Reductions Under Different Approaches

NSTAR Fuel Mix

Figure 6.1 presents the different sources of generation that NSTAR currently usesto
provide standard offer services. Thisisthe fud mix that is used to provide dectricity to
the mgority of customersin the communities participating in this sudy: Boston,
Brookline, Cambridge, Newton and Somerville?°

Figure 6.1 Generation Sourcesfor NSTAR’s Standard Offer Service
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The fuel mix is predominately made up of nuclear generation (33%) and natura gas
generation (27%), with modest contributions from oil (15%) and cod (8%). Imported
power refersto power imported into New England, and could include a variety of
different fuel sources. The renewables contribution is made up of municipd trash (2%),
small hydro (2%), large hydro (1%) and biomass (1%0).

Thisfud mix cannot be congdered environmentdly sustainable. The heavy rdiance
upon nuclear and fossi| fue generation contributes to many public heath and
environmenta problems, and imposes subgtantia long-term risks on society.

Potential Reductions in CO, Emissions

The various gpproaches to green power discussed in this report will result in different fuel
mixes and thus different environmenta impacts. The amount of CO, emissons from the
different green power options provides one indication of the environmenta impacts of the
different approaches.

20 Thisfuel mix istaken from NSTAR' sfirst quarter 2002 disclosure label, and may change over time.
The fuel mix isbased on the Boston Edison portion of NSTAR’ s standard offer service. The fuel mix
for Cambridge may be slightly different from the mix presented here.
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CO, emissons are not, however, the only indication of environmenta impacts of
electricity generation. It isaso important to consder the impacts of SO, emissions, NO
emissions, particulate emissions, mercury and other toxic wastes, the risk of nuclear
accidents, nuclear waste, solid waste from cod generation, land use, and water use. The
CO; emissions are presented here for anayticad smplicity, and because they are of
interest in developing climate change action plans.

Severd scenarios are used to investigate the emission impacts of different approachesto
promoting green power. These scenarios are designed only for the purpose of presenting
some illudtrative examples — they are not meant to be estimates or predictions of how
different types of green power products will be accepted by customers. It isimportant to
recognize that the CO, emisson impeacts presented below will only be rdevant if the
scenarios occur and the assumptions turn out to be accurate.

The scenarios are dl based on the NSTAR fud mix presented above, with adjustments to
reflect the introduction of new generation. The scenarios include:

Current conditions. NSTAR's current fud mix, with no RPS.

RPS Basdine. Conditionsin 2005, with an RPS of 2%. All of the following
scenarios also assume that an RPS requirement of 2% isin place.

Municipa green power. Green power that serves an entire municipd load, but no
other customers within the community, including 100% new renewable
generation. For this purpose, the municipa load is assumed to be 4% of the load
in the community. Some municipdities loads may be higher or lower than this.

Municipa aggregation — light green Green power that serves dl customers
within a community, but includes only 10% new renewable generation.

Municipa aggregation — choice, light green. Green power that customers choose
to purchase for themselves, including 50% new renewable generation, but serving
only 10% of customers.

Municipa aggregation — choice, dark green. Green power that customers choose
to purchase for themsealves, including 100% new renewable generation, but
serving only 1% of customers.

Green power aggregation. An opt-in green power aggregation product, that
serves 35,000 customers, each of which uses an average of 7,000 kWh per year,
with 100% new renewable generation. (Thiswould include roughly 3% of the
sdeswithin the communities participating in this Study). This scenario represents
the type of green power activities that the Massachusetts Energy Consumers
Alliance is currently investigating.

In each scenario it is assumed that the remaining mix of generation sources (i.e., that
which is unaffected by the green power) includes the same portions of generation that are
inNSTAR's current mix. The CO, emission rates are for al of New England, and are
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based on recent production cost model runs conducted by Synapse Energy Economics for

another study.*

Figure 6.2 presents the CO, emissions that would result from these various scenarios.
Under current conditions there are nearly 3,500 thousand tons of CO, emissons from the
electricity generation serving the entire load of the five communities participating in this
study. In 2005 when the RPS requirement is two percent, the CO, emissonswill be
reduced by approximately two percent. This scenario serves as abaseline for comparing

the other scenarios.

Figure 6.2 CO, Emissionsfrom Various Green Power Scenarios
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If dl five municipdities serve their own dectricity loads with new renewable resources,
then they will be able to reduce CO, emissons by roughly four percent. This amount of
emisson reductionsis adirect result of the assumption that the municipdities load is
four percent of the tota load of the community, aswell as the smplifying assumption
that the remainder of the fue mix will remain unchanged once the new renewable

resources are added.

There are three scenarios where it is assumed that the customer participation rate drops as
the renewable generation percentage increases. Under the assumptions used here, the
scenarios with the higher renewable percentages result in lower CO, emisson reductions,
because of the reduced customer participation. One of the key issues for green power
aggregators to consder isthis relationship between customer participation and the

21 Estimating avoided emission rates from new renewable generatorsis a complex task, that will depend
upon many variables that are difficult to predict. The emission rates used here are for illustrative
purposes, used simply to make comparisons across different green power options.
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renewable percentage. To what extent will customer participation drop off asthe
renewable percentage (and the price) increases?

Finally, the impacts of the green power aggregation gpproach will clearly depend upon
customer participation. If a green power aggregator can sell 100 percent renewable
generation to three percent of the customers, then there will be a corresponding three
percent reduction in CO, emission, under the assumptions used here.

It isimportant to reiterate that this andysisis presented here for illustrative purposes.

The actual emission reductions will depend upon how the fuel mix changes in response to
the addition of new renewable generators. In addition, NSTAR' s standard offer fue mix
may change considerably by 2005, leading to different results. Furthermore, the role that
nuclear power playsin the fud mix will have important implications for the CO,
emissons

Green Power & Energy Efficiency Opportunities for Massachusetts Municipalities Page 61



7. Recommendations

Municipalities as Power Consumers

Managing, Planning and Prioritizing

Municipa governments should explicitly determine their goas and priorities for
purchasing power and managing the municipa load. Thetwo primary goals to consder
are reducing the cost of dectricity services, and reducing the environmenta impacts of
electricity generation and consumption.

Municipa governments should develop Strategies for meeting these gods and priorities.
These strategies can include a combination of the procurement of low-cost eectricity
from the competitive market, the procurement of green power resources, and the
implementation of aggressive, cost- effective energy efficiency programs.

Municipd governments should establish an energy manager, or an energy management
function, to implement the community’s energy Srategy. The energy manager would
investigate, analyze and make the most of the various power supply, green power and
energy efficiency opportunities. The energy management function could be fulfilled by
(a training exigting municipa staff members, and modifying their mandates and

priorities, (b) hiring afull- or part-time professona energy manager on staff, or () hiring
aprofessona energy manager in aconsulting capacity as needed.

Idedlly, the people responsible for the energy management function would be skilled in
severd related fidds, including engineering, finance and accounting, energy markets, and
negotiation. The energy manager could also draw upon the many resources provided by
the DOE’'s ENERGY STAR program, in order to quickly get up to speed and obtain access
to readily-available technica support.

One of thefirgt tasks of the energy manager would be to gather and andlyze data
regarding the various eectricity accounts held by the municipa government. A single
town or city typicdly has numerous dectricity accounts, many of which are paid for by
different municipal departments and out of different municipa budgets. Municipa
energy mangers should begin collecting data from their loca distribution companies
regarding eectricity rates, patterns of consumption, and overal eectricity loads. This
information will be very helpful in identifying the potentid costs and benefits of different
power supply and energy efficiency options.

Green Power Opportunities

Whenever municipal governments solicit proposas for new power supplies, they
should dso inquire about green power products. If acceptable green power
products are not available in the short-term, municipal governments should avoid
long-term contracts (e.g., grester than one year) that would preclude the purchase
of green power products that may become available in the future.
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Municipa governments can issue requests for informeation (RFIs) that solicit
green power proposas without obligating the city or town to eventudly make any
purchase. Thisoffers alow-risk means of identifying the potentia costs and
benefits available from the green power market.

In order to fully test the competitive dectricity market, municipal governments
can issue RFPs for purchasing green power. The RFPs should solicit proposals
for various types of green power products, in order to identify the tradeoffs
between more stringent environmental goals and higher dectricity costs. The
RFPs should include severa key items to guide the development of proposals,
including (a) the totd energy load of the municipdity, (b) any preferences
regarding types of renewables (e.g., new versus exigting), (c) the criteria that
would be used to select among proposals, (d) threshold requirements that a bidder
must meet before even being considered (e.g. financid backing, experience in the
market, performance bonding), (€) atimeline for obtaining, reviewing and
sdlecting proposds, and (f) language that gives the municipdity the ability to
negotiate the prices, terms and conditions of any proposal.

Municipa governments should communicate periodicaly with the Massachusetts
Energy Consumers Alliance, HEFA, MMA and other smilar organizationsto
inquire about purchases from green power aggregators.

Municipa governments should investigate the opportunities for ingaling
renewable and other clean digtributed generators on municipa facilities and Stes.
They should issue RFPs to identify the costs, benefits and other implications of
ingaling generators at pecific Stes.

Municipa governments should gpply for Massachusetts Renewable Energy Trust
grants, including grants through the Green Buildings Initiative, the Green Schools
Initiative, and the Solar-to-Market initiative.

Energy Efficiency Opportunities

Municipa governments should work with their loca digtribution companiesto
identify dl opportunities for participating in energy efficiency programs. The
energy manager should develop an on-going relaionship with the Account
Executive or an efficiency program manager at the distribution company to learn
about efficiency opportunities, streamline the gpplication process, and ensure that
the digtribution company follows through in atimely and effective manner.

Municipa governments can aso congder investing their own funds to implement
cost- effective efficiency measures beyond those financed by the distribution

company programs.

For those facilities with the largest eectricity consumption, municipd
governments can hire ESCOs to perform technica assessments of efficiency
potentia and to offer financia packages for achieving that potential. Some
ESCOs may be willing to work under a* performance contracting” approach,
where the municipdity does not make any up-front payments, and the ESCO is
paid from out of the bill savings that result from the efficiency invesments.
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Municipd governments should ensure that al municipa buildings comply with
building energy codes, ensure that building inspectors are well-trained, and
require building inspectors to enforce the building codes for resdentid and
commercid buildings.

Municipa governments should establish protocols to investigate and purchase
ENERGY STAR eguipment whenever new municipa equipment is purchased. They
can dso utilize the energy management tools available from the ENERGY STAR

program.

Municipal Aggregation

The potentia benefits of becoming amunicipa aggregator are likely to be much greater
than the potentid costs. Thisis especidly true with regard to reduced power supply

costs. Once acommunity has established amunicipa aggregator to take advantage of the
competitive power market, then it will be in agood position to investigete the additiond
benefits available from green power and energy efficiency opportunities.

Communities interested in municipa aggregation should begin investigating municipa
aggregation options soon. Thiswill dlow enough time to develop and obtain gpprovd of
an aggregation plan, so that the community will be poised to take advantage of low-cost
power supply options in 2005 when the standard offer is diminated.

Communities thet pursue municipa aggregation should ensure that there is meaningful
public input to the decision-making process. Thisincludesinput from loca
representatives, municipal agencies, citizens and businesses.

Municipd aggregators should seek dl opportunities to purchase enough green power to
meet the community’s environmenta goas. Thisindudes investigating light green

power options that can be purchased on behalf of dl customers at very low additiona
costs, as well as more aggressive green power options that customers can choose from if
they are willing to pay more than othersfor their dectricity. Whileit isdifficult to
edimate the potentia savings available from competitive power purchases, it islikely

that a portion of these savings could be used by the municipa aggregator to support any
additional costs associated with green power purchases.

Municipa aggregators should dso investigate the potentia for implementing efficiency
programs. They should only undertake efficiency initiatives if they can improve upon the
programs that are currently delivered by the didtribution companies. Those cities and
towns whaose eectricity demand isrelatively smal (e.g., less than the Compact’s), should
be very cautious about implementing efficiency programs because of the high
adminigrative cogs. Such rdaively smal communities should consder joining together
to establish a centraized energy efficiency program administrator that could serve severd

municipa aggregators.

Municipa aggregators should be willing to think creatively about various opportunities
that could be fashioned to save customers on their eectricity costs. Many of the
economic benefits that the Compact has provided to their customers were unanticipated at
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the beginning of the aggregation process, and were created by a willingness to think
“outside the box.”

Municipal Electric Utilities

The cregtion of amunicipa dectric utility potentidly has the greatest risks and grestest
rewards for acommunity. Municipdities should carefully congder municipal
aggregation as an option before resorting to the creation of amunicipa dectric company.
Municipa aggregation offers many of the benefits of creating a utility, without most of

the costs and risks. Communities should only attempt to create amunicipa eectric

utility if they are willing to incur sgnificant costs and to participate in alengthy legd
process. They should also be aware that the likelihood of eventudly purchasing the
digtribution facilities and creating amunicipd utility is highly uncertain.

Those municipa eectric utilities that do exist in Massachusetts should investigate and
pursue dl of the green power opportunities that are available and are consstent with the
wishes of their community. Thiswoud include dl of the opportunities listed above for
municipas as power consumers, but would aso include additiona opportunities for
owning dl or part of renewable generators in order to meet dl of the community’s
electricity load.

Municipd dectric utilities should aso develop energy efficiency programs for al
customer types, in order to both reduce tota e ectricity costs and reduce the
environmenta impacts of dectricity consumption within the community. Thisincludes
raisng funds through dectricity rates for energy efficiency programs, and coordinating
with and building off of the efficiency programs that are currently being offered by the
electricity digtribution companies in Massachusetts.

Public Input

Regardless of whether amunicipdity is purchasing power for itself, as an aggregator, or
as an dectric utility, municipal governments should ensure that their actions do indeed
reflect the wishes of the community. Massachusetts citizens and businesses have become
increasingly aware of, and interested in, eectricity issues as aresult of recent power
outages, the Cdifornia dectricity crids, the Enron scandd, and agrowing interest in
environmenta preservation. At the same time, there are now many more opportunities
and pitfals associated with purchasing eectricity in Massachusdtts, as aresult of the
Restructuring Act, the evolution of the New England wholesde eectricity market, the
Renewable Energy Trugt, and the systems benefit charge. Municipa agencies have an
important role to play in addressing the interests of their citizens in order to make the
most of these opportunities.

Many municipdities may need to establish new procedures for obtaining adequate public
input. It may require a public education campaign to inform customers of the importance
of dectricity purchases— in terms of the economic and environmental implications.
Mestings of city councils and boards of selectman can be used to solicit input from locdl
citizens and businesses.
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Municipdities can dso establish a community energy board or commission, composed of
public representatives from several perspectives (e.g., low-income, businesses,
environment). The role of the community board would be to solicit public views on the
various economic and environmenta issues associated with eectricity, and to represent
the public views to the municipa agency, the municipa aggregator or the municipa
electric utility. The community board could dso play arole in encouraging citizens and
businesses to persondly participate in dectricity-related offerings, such as green power
programs and energy efficiency programs.
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Appendix A

Summary of Recent Public Opinion Survey
on Renewable Energy*

Background

Opinion Dynamics Corporation (Cambridge, MA) was commissioned by the
Massachusetts Technology Collaborative to conduct a statewide public opinion research
survey. The Collaborative manages the “ Renewable Energy Trust” and is working with
organizations that are developing “consumer aggregation programs.” These programs
would pool the collective buying power of consumers interested in purchasing “green
power.” The primary focus of the survey was to measure public attitudes toward
renewable energy as well as Massachusetts consumers' interest in purchasing dectricity
produced from renewable resources, which includes solar and wind.

Methodology

The statewide survey was conducted by telephone among 650 Massachusetts residents —
500 digtributed statewide, with “oversamples’ (50 additional respondents) in each of the
following areas where there has been sgnificant public discussion of renewable energy
issues: Cape Cod, the Berkshires, and the Pioneer Valey. Looking at the total sample,
results are reliable to within +/-3.84% at the midrange of the 95% confidence interval.
That is, when conducting 100 smilar surveys, 95 of them will yidd resultsthet fal — at
worst — 3.84 points on either Side of a given percentage.

The Bottom Line
Survey reaults point to the following mgor findings:

1) Thereisalack of awareness among the generd public in Massachusetts regarding
renewable energy.

L ess than one-third were knowledgeable about the terms “renewable energy” or
“green power.”

2) Despitethislack of awareness, there is overwhelming support (90%) for the concept
of increasing the use of renewable energy.

62% “strongly favor” and 28% “somewhat favor” the increased use of solar
power systems, wind turbines, and other technologies to produce dectricity from
renewable resources.

3) Morethan haf of dl Massachusetts consumers would be willing to pay extrafor
renewable energy.

22 This summary was prepared by Opinion Dynamics Corporation.
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51% said they would be willing to “pay somewhat more each month” for
electricity from renewable resources.

57% of those who indicated they would pay more said they would be willing to
pay $10 or more extra each month if al of their eectricity was produced from
renewable energy.

4) The“intendty” of consumers support for renewable energy is susceptible to eroson
after they are exposed to potentid negative messages — dthough overal support
remains extremdy high.

The percentage of survey respondents who “ strongly favor” theincreased use of
renewable energy dropped from 62 to 47 — a decline of 15% — after hearing
potentia negative statements about power (e.g., higher cost and impracticdity of
green power).

However, 88% continue to “ strongly favor” or “somewhat favor” the increased
use of renewable energy.

5) A strong mgority (70%) of Massachusetts consumers would be willing to pay more
for green power if the extra cost could be deducted as a charitable donation on their
income tax.

45% said they would be “much moreinclined” and 25% * somewhat more
inclined” to pay extra on their monthly dectric bills for green power if the added
cost could be listed as atax deduction.

Conclusions

Theleve of support for renewable energy among Massachusetts resdentsis extremey
high. Thelack of knowledge about renewable energy suggests that a broad-based
education and communications program is needed to increase public awareness.

Residents willingness to pay more each month for eectricity from renewable resources
appears to be very encouraging for the success of “consumer aggregator” programs
currently under development in the Commonweath. However, the drop in corsumers
intengty of support (after they hear potentid “negative’ statements about green power)
suggests that effective public education programs will be an important component of
efforts to increase consumer demand for eectricity generated from wind, solar and other
renewable resources. These activities will be necessary to ensure that the strong public
support reflected in this survey ismaintained -- and ultimately trandaes into favorable
purchasing decisons.
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Appendix B
Lessons From the Cape Light Compact

Background on the Compact

The Cape Light Compact is an intergovernmenta body formed in 1997 following two
years of sudy and discussion. It isaconsumer-based organization authorized by votes of
town meeting, boards of sdlectmen, town council, and county commissioners. It conssts
of 21 towns and two counties, including al of the towns on Cape Cod (Barnstable
County) and Martha s Vineyard (Dukes County).

The Compact’s articles of organization comprise aforma Intergovernmenta Agreement
signed by each participating town or county member. Membership provides voting rights
and inclusion for planning, andys's, and participation in Compact programs. The
organization relies on the existing structure of loca and county government, cooperation
between government agencies, and the professiona expertise provided by contractors.

The generd purpose of the organization is to advance the interests of consumersin a
competitive dectric power supply market. The Compact’s Intergovernmental Agreement
(Compact 1999) describes the organization’s specific gods.

To provide the basis for aggregation of al consumers on a non-discriminatory
basis,
To acquire the best market rate for dectricity supply and trangparent pricing;

To provide equa sharing of economic savings based on current eectric rates
and/or cost-of-service rate-making gpproved by the Department of
Tedecommunications and Energy;

To provide and enhance consumer protection and options for service under
contract provison and to alow those consumers who choose not to participate to
opt-out;

To improve quaity of service and rdiahility;

To encourage environmenta protection through contract provisons,

To utilize and encourage renewable energy development to the extent practicable

through contract provisions, demonstration projects and state mandated system
benefit charges for renewable energy;

To utilize and encourage demand- s de management and other forms of energy
efficiency through contract provisons and state mandated system benefit charges
for energy efficiency;

To advance specific community gods that may be selected from time to time,
such as placing utility wires underground;

To provide full public accountability to consumers, and
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To utilize municipa and other powers and authorities that congtitute basic
consumer protection to achieve these goals.

Power Supply

The Restructuring Act requires that amunicipal aggregator’s price for power be less than
the price for standard offer services. The conditionsin the New England dectricity
market in recent years has made it difficult for the Compact to obtain competitive power
supply at prices below the standard offer.

Nevertheless, the Compact has made significant progress in obtaining power supply for
its members. 1n 1999 the Compact facilitated a supply contract with HEFA Power
Optionsto serve the municipa accountsin al towns within the Compact sterritory. In
March 2000 the Compact reached alandmark agreement with Select Energy Inc. on a
power supply contract to serve dl of the Compact’s members. The contract did not call
for theimmediate provison of power, however, but rather for providing power at a future
date once the New England dectricity market was able to produce power at prices below
the standard offer price. Based on this contract, the DTE approved the Compact’s
aggregation plan in the summer of 2000. Select Energy has not yet been able to provide
power to the Compact due to volatility of the New England eectricity market and
concerns about the development of market rules (Compact 1/2002).

Because of the difficulty in obtaining power at prices below the standard offer price, and
numerous complaints from members about being shifted to default services, the Compact
began looking for ways to best the price for default service. In 2001 the Compact won
DTE approval for aPilot Project to serve al Compact members that have been shifted to
default services— including 45,000 loca customers, roughly 23 percent of the Compact’s
members. In March of 2002, the Compact secured a contract with Mirant Corporation to
provide power to al default customers from May 2000 through December 2003. The
contract includes the following provisions (Compact 3/2002):

All Compact members on default service tariffs (including new customers who
move into member towns and would otherwise be on default services) will
automatically begin receiving the sarvice. All customerswill be sent a written
notification of the program and have 30 days to opt-out at no cost and remain on
default service.

The price of power will be 4.898 ¢/kWh from May through December 2002, and
4.798 ¢/kWh for dl of 2003. In 2002 these prices represent a savings to
resdential customers of 22 percent from May through June and a savings of 11
percent from July through December. The NSTAR default rates for Compact
resdentiad and commercid customers are currently 6.3 and 6.5 ¢/kWh,
respectively, and are both dropping to 5.5 ¢/kWh in July 2002. Figure B.1
compares the Compact default service prices to those of NSTAR (Commonwedth
Electric) in 2002.

The default service prices for 2003 have not yet been determined. If NSTAR's
2003 default service prices are above the contract price, then the contract will
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terminate on December 31, 2002 and the participating customers will go back to
default service from NSTAR at no cost.

The contract is expected to result in nearly $2 million in eectricity cost savingsin
2002, with additiond savings anticipated in 2003. This service will more than
double the total number of customers that are now receiving competitive supply in
Massachusetts.

Through 2002, a portion of the price (0.1 ¢/kWh) will be placed in areserve fund
to secure indemnification and performance, if necessary. If the fund is not needed

for indemnification or performance, the Compact can utilize the reserve fund as it
Seesfit.

The power will be provided from a variety of sources in the New England power
pool, and the power will comply with the Massachusetts RPS requirement for
2003, beginning in May 2002.

The Cape Light Compact sees this Default Pilot Project as a stepping stone toward a
service that can provide dectricity cost savingsfor al customers on the Cape and
Vineyard in the near future.

Figure B.1 The Compact’s Default Service Prices Versus Commonwealth Electric's
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Green Power

The Compact’s Default Pilot Project includes three voluntary (i.e., opt-in) green power
products, including:

New Green. Customers pay one cent above the norma price (5.898 ¢/kWh) to
contribute to alocal renewable energy development fund. These customers
receive 100 percent undifferentiated power.

Blue Green. Customers pay 7.185 ¢/kWh for power that includes 50 percent
hydro generation and 50 percent undifferentiated power.
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Deep Green. Customers pay 9.935 ¢/kWh for power that includes 100 percent
hydro generdtion.

For both the Blue Green and Degp Green products, customerswill sign an individua
contract with Mirant, who may offer price reductions during the term of the contract.
These two green power products dso include a 0.5 ¢/kWh charge that will provide
revenues for the loca renewable energy development fund. Thisfund will be maintained
and utilized by the Compact to develop new renewable generators on Cape Cod and
Martha' s Vineyard (Compact 3/2002).

In September 2001 the Compact was awarded a $140,000 grant from the Massachusetts
Technology Collaborative' s Renewable Energy Trust to support and encourage the
ingalation of distributed generation and renewable generators for its towns and
members. The Compact has proposed a comprehensive package of initiatives to pursue
thisgod, including (a) a project development program to assist in identifying and
assessing potentid Stes for renewable generators, (b) a green marketing program to
investigate opportunities for salling green power products on avoluntary bas's, (¢) an
education program to develop a better understanding among the public regarding various
agpects of renewable generation, (d) atechnical andyss and regiond planning program
to establish aframework for both short-term and long-term project activities, and (€) a
regulatory program to address the various regulatory, legd and inditutiond barriers that
hinder devel opers of renewable generation projects (Compact 2001).

In 2000 Barnstable County and the Compact received federd funds to examine the
potential and chdlenges for distributed generation in loca governments. The Compact
organized anationa conference on thisissuein Chicago in September 2000, with the co-
gponsorship of the City of Chicago, Sesttle, Portland (Oregon), Austin (Texas), and the
American Public Power Association (Compact 1/2002).

Energy Efficiency

In November 2000 the Compect filed its Energy Efficiency Plan with the DTE (Compact
11/2000). This Plan was developed over severa years with input from the DOER and
other stakeholders, and was approved through town meetings in each of the towns within
the Compact. In March 2001 the DTE approved the Compact’ s Efficiency Plan, and by
July 2001 the Compact began providing energy efficiency servicesto al customerson
the Cape and Vineyard. These programs have taken the place of those that had
previoudy been provided by NSTAR (Commonwedth Electric).

The Compact’ s efficiency programs are currently very smilar to those designed by
NSTAR and other Massachusetts utilities through collaborative processes. This choice
was made in order to avoid disruption in the current efficiency program activities, to
maintain continuity for the regiond efficiency initiatives, and to ensure consstency with
the Sate energy efficiency gods. However, there are severd important differences, such
as the fud-switching program for electric space heat customers, and the fact that the
Compact is not using a portion of the efficiency funds for shareholder incentives.

The Compact’'s Energy Efficiency Plan includes the following programs:
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The Residentia New Congtruction Program, which provides home buyers, home
builders, and congruction trade dlies with incentives to increase the home energy
rating of homes that are newly built or undergo mgor renovations.

The Residentid Products and Services Program, which seeksto increase the
availahility and use of efficient lighting, clothes washers, air conditioners, and
refrigerators. This program is used to implement NEEP and other regional market
transformation initiatives.

The Resdentid High-Use Customers Program, which provides resdentia
customers using dectric space heeting with incentives to improve the efficiency
of their electric measures or to switch to efficient measures that use dternative
fuds

The Low-Income Single Family Program, which provides low-income customers
in angle-family dwellings with assstance in purchasing and indaling efficient
lighting, appliances, and space heating measures.

The Low-Income Multi-Family Program, which provides owners and managers of
low-income multi-family dwellings with assstance in purchasing and inddling
efficient lighting, appliances and space heating measures.

The Low-Income New Construction Program, which provides low-income
housing development agencies, weetherization assstance program (WAP)
providers, and resdentid construction trade dlies with incentives to increase the
home energy rating of new low-income housing.

The Commercid and Industriad New Construction Program, which provides
incentives to increase the efficiency in the congtruction, renovation, or remodeling
of dl commercid, indudtrid, government and multi-family housing facilities

The Medium and Large Commercia and Industria Retrofit Program, which
provides technical and financia assistance to medium and large C/I customers
seeking to replace exigting equipment and processes in thair facilities with high-
efficiency dterndives.

The Smdl Commercid and Indudtriad Retrofit Program, which provides
incentives to C/I customers whose peak demands are less than 100 kW to replace
exiding equipment with high-efficiency equipment.

The Commercid and Industriad Products and Services Program, which seeksto
increase the availability and use more efficient motors, lighting designs, and
HVAC sysems. This program is used to implement NEEP and other regiond
market transformation initiatives.

The Government Agencies Program, which provides technica and financia
energy efficiency assstanceto dl government fadilities, induding municipd,
date and federd facilities.

The Plan dso includes a Public Education and Marketing Program that is designed to
utilize the extensive network and opportunities that the Compact has at the community
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and local government level. Public education and market support are designed to help
overcome common barriers of awareness and knowledge and facilitate program
participation. The energy efficiency public education program will be coordinated with a
separate, but related education program on distributed generation, in order to assure
integration of clear and cong stent messages regarding demand-side and supply-side
distributed resources.

The Compact has established an organizationd structure to ensure for the smooth
adminigtration and management of the efficiency programs. Consumers and town
governments provide loca authority over the program. Policy, contract, budget, and
other oversight of the program are provided by town representatives on the Compact
Governing Board. Fisca management and administrative support are provided by
Barnstable County. Day-to-day management of the program and vendors are carried out
by Honeywdl DMC, the Management Contractor. Efficiency vendors hired through
competitive bidding processes deliver energy efficiency products and servicesto
cusomers. Findly, legd and technical consultants are utilized to support the efficiency
initiatives as needed.

Beginning in 2003, the Compeact will launch Phase |l of its energy efficiency effort. This
effort will build upon the success of Phase |, and will include even more innovative and
agoressive energy efficiency initigtives. Phase |l programs will reflect loca feedback
from customers served in Phase |, and will benefit from areview of the best efficiency
programs being offered e sewhere in the country. New programs may include, for
example, a peak shaving program that can generate revenues from the ISO-NE load
response program, air conditioner retirements, and increased consumer education.

General Advocacy Work

The Compact has dso taken on severd initiatives to help the dectric and gas customers
on Cape Cod and Martha s Vineyard. In addition to the activities described above, the
Compact has. purchased greetlights for anumber of Cape and Vineyard communities
producing thousands of dollars of savings each year; helped produce millions of dollars
of savingsfor Cape and Vineyard customers through a DTE proceeding of the Cand
Electric plant; and negotiated a natura gas contract that can save schoolsin the region an
estimated $165,000 (Compact 1/2002).

Principal Lessons from the Compact Experience

The principa lessons of the Compact’ s experience over the past severa years are briefly
summarized below.

Municipa aggregators must be willing to think cregtively about opportunitiesto
reduce dectricity costs. The Compact owes much of its successto finding
opportunities that were not anticipated at the beginning of the aggregation process
and were created by awillingness to think “outsde the box.” Examples of this
success include the purchase of dreetlights; the default pilot; short-term municipd
contracts for power supply; a gas contract for schools; interventions at the DTE;
getting people in need on the low income discount rate; and auditing municipa
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bills to ensure they were not incorrectly placed on default. The principa lesson is
to develop a creative and haligtic view of the many energy, environmentad and
consumer issues facing the community.

Municipa aggregation requires agreet ded of politica organizing up front. City
and town representatives and officials must be fully committed to the process and
the end result.

The process for obtaining regulatory approva for amunicipa aggregation plan
can be difficult, expensive and time consuming. However, the process for
obtaining regulatory approva may be easier for other towns, now that the
Compact has paved the way.

It is currently quite difficult to find competitive power suppliersthat are able to
beat the standard offer service price. It islessdifficult to find suppliers able to
best the default service price.

The potentia eectricity cost savings available from the competitive market — if a
competitive supplier can be found — are quite large.

The Compact has benefited Sgnificantly from the adminigtrative and fiscd
support of Barnstable County.

The Compact Governing Board has benefited from having members who are very
committed to municipa aggregation, including severa members who have
va uable experience from careers relaed to the dectricity industry.

Asapublic agency, the Compact has more stringent standards than electric
utilities regarding insurance, indemnification, and other protective measures. This
has increased the barriers to contracting with power suppliers and to contracting
with energy efficiency vendors.

Under current market conditions, suppliers are only willing to offer green power
productsif thereis a 9gnificant markup on the price.

Energy efficiency programs require substantia administrative support. A
municipa aggregator must be large enough to be able to provide the support
necessary to improve upon the programs currently being provided by the local
electric company.

There are many opportunities to act as a consumer advocate on issues that were
not even identified a the time of aggregation.
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