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Thank you, Mr. Chairman and members of the Committee, for the opportunity to testify on this important subject.  I am Todd Stuart, executive director of the Wisconsin Industrial Energy Group, Inc. (“WIEG”).  I am testifying on behalf of its members in opposition to Governor Doyle’s Task Force on Global Warming Bill, Assembly Bill 649/Senate Bill 450 (the “Bill”).

WIEG is a non-profit association of 30 of Wisconsin’s largest energy consumers.  The group has long advocated for policies that support affordable and reliable energy.   Since the early 1970s, WIEG has been the premier voice of Wisconsin ratepayers and an engine for business retention and expansion.   Each year its members collectively spend more than $200 million on electricity in Wisconsin.  Together they employ, with well-paying jobs, more than 50,000 Wisconsin residents who are themselves state taxpayers and utility customers.  WIEG members represent most major Wisconsin manufacturing industries including paper, food processing, metal casting and fabricating.  

The Global Warming Task Force Bill Is Too Expensive
—————

There Is No Support For The Claim That The Bill Is Cost-Effective And That It Will Create Jobs

WIEG’s concerns with the Bill primarily are economic.  The Bill’s costs simply have not been studied sufficiently to permit WIEG to lend its support.  A product of Governor Doyle’s Task Force on Global Warming (the “Task Force”), whose mission in proposing the legislation was to “make Wisconsin a leader in implementation of global warming solutions,” the Bill instead is being sold to the public as the cornerstone of Wisconsin’s economic development efforts.  

If the Bill truly is intended to be a cornerstone of our state’s economic development efforts, we all should be greatly troubled because no one knows what the Bill will cost, much less the benefits it will create.  Without even a rudimentary cost/benefit analysis, WIEG is bewildered by the efforts many proponents of the Bill are making to sell the Bill as one that will create thousands of jobs.  As you know, this Bill works to capture the recommendations made by the Task Force.  But at best, the Task Force considered the potential for job creation as secondary to its primary purpose, which was to present a path to reduce Wisconsin’s greenhouse gas emissions.  

WIEG cautions that the Bill should not be passed before its costs and benefits are better understood.  To the best of our knowledge, none of the Bill’s initiatives have been given serious consideration by the legislative standing committees on jobs/economic development.  Over the last two years, few (if any) economic forums around the state addressed the Task Force and its proposals as directed to job creation or economic development. 

Perhaps such an analysis will provide unequivocal evidence that the Bill’s costs are clearly outweighed by its benefits.  But to assume that to be the case is foolhardy and inconsistent with good governance.  This is true in the best of times; it is particularly true in today’s very poor economic conditions.  WIEG disagrees with the premise of the recommendation which, at bottom, is this: no price is too great to pay in our State’s effort to reduce greenhouse gas emissions.

While unfortunate for the debate, it should not be surprising that we do not know its costs.  The Task Force itself either did not consider—or does not want to clearly show—how costly its recommendations would be to the state, its people and the economy.  (Nor did it include in its discussions and deliberations a review of the Bill’s impact on the future of jobs in Wisconsin.)  In fact, the Task Force expressly disclaimed an interest in such considerations:

The Task Force also was not asked to evaluate whether the costs of addressing climate change will be greater or less than the benefits achieved.  Many members of the Task Force believe that the costs of not addressing climate change substantially outweigh the costs of reducing GHG emissions.  Several members of the Task Force disagree or would proceed on a slower track.  Under Executive Order 191, the Task Force is not charged with resolving this debate.
  

Moreover, and surprisingly, a word search of the Bill returns zero results for phrases such as “rate mitigation,” “cost caps” and “cost containment” although such references appear throughout the Task Force Final Report.  We also found no references linking the Bill to federal energy legislation.

As you know, 23 of the state’s leading business associations are publicly opposing this legislation.  If businesses believed that the Bill really could create the 15,000 jobs as supporters claim, they would get behind the Bill.  But even then, at a cost that likely will be around $16 billion or more, the resulting jobs would cost more than $1 million each.  And that does not even include the very likely loss of jobs that will result from the higher energy rates that will be certain to be passed on to customers and push Wisconsin manufacturers to move production out of the state.  In our view, it would be much more cost-effective to work to retain Wisconsin’s existing, high-paying jobs than it would be to hope that the Bill will create comparable, high-paying jobs.  A bird in the hand, we believe, is better than two in the bush.  
Wisconsin manufacturers are not resistant to the goal of reducing greenhouse gas emissions.  However, they do believe that, before Wisconsin embarks on the radical changes that would be brought about by this Bill, the state must know well the Bill’s cost.  And through today, that cost has not been quantified.  What we do know is that the current law has already produced unnecessary generation at unnecessary costs.  It is certain that this Bill will make the costs of the current RPS pale in comparison.  

There should be no doubt that Wisconsin businesses are interested in both less expensive energy and greater job creation.  If WIEG believed that the Bill had any reasonable likelihood of reducing energy bills and/or creating jobs, it would be first in line to lend its support.  Unfortunately for all of us, the Bill simply does not live up to its billing.  This Committee should have absolutely no doubt that, if passed, this legislation will unreasonably and unnecessarily drive up energy costs for all customers and will be a net job killer.

WIEG Members Support Green Energy And Environmental Safeguards, But They Cannot Afford To Simply Ignore The Accompanying Costs.

WIEG has been closely involved with the development of this legislation.  WIEG’s board chairman served on the Governor’s Task Force, and a number of WIEG members participated as working members of Task Force committees.  As this Committee is probably aware, the three dissenting “no” votes opposing the Task Force Final Report were from traditional manufacturers, including WIEG’s representative.  

This Committee should know that WIEG is not opposed to environmental controls on emissions, conservation or renewable energy.  Indeed, many of its members have invested millions of dollars in their own efforts to go green, both as a matter of principle and as a matter of economic survival.  But at the same time, WIEG believes it is shortsighted and foolhardy to ignore the cost of the Bill on Wisconsin businesses, consumers, and the Wisconsin economy more generally.  A close study of these costs is imperative.  

Wisconsin’s Energy Costs Already Are Too Great And Put Business To A Competitive Disadvantage
Wisconsin’s energy costs have risen dramatically the past decade and have quickly outstripped those of its neighbors, harming the state’s competitiveness.  Not long ago, Wisconsin’s electric rates were among the lowest in the country.  In 2000, residential rates were significantly below the U.S. and Midwest
 averages.
  The same was true also of commercial and industrial rates.
  At the time, less than a decade ago, each was the third lowest in the Midwest.  By 2007, though, Wisconsin’s electricity rates had reversed course relative to these averages.  All customer groups’ rates in that year were above the Midwest average and nearing or above the U.S. average.
  Indeed, among Midwest states, residential rates were highest, industrial rates second highest, and commercial rates third highest.
  In 2008, the most recent year for which figures are available, Wisconsin’s residential rates remained highest and its commercial and industrial rates were second highest in the Midwest.
  Moreover, the rates for all three customer classes rose more quickly than did the Midwest averages, increasing the distance between Wisconsin and its neighbors.

Many WIEG members already spend more than a million dollars every month for the electricity necessary to produce their goods and keep their employees working.  The dramatic rise in electric rates that now finds Wisconsin with rates nearly the highest in the Midwest harms business competitiveness.  And competition does not exist only between companies.  It exists within companies as well, as sister facilities compete to expand and, all too often of late, simply to remain operating.  Think General Motors, for example.  

Many WIEG members have manufacturing facilities in several states, Canada, and/or other countries.  While energy costs may not be the most important consideration in determining whether to expand or remain open in Wisconsin, there should be little doubt that in these energy-intensive industries energy costs figure large in the decisions.  For some Wisconsin businesses, electricity is their most significant expense. 

Wisconsin’s unique business climate must be included in consideration of the Bill.  Wisconsin has the most manufacturing jobs per capita of any state in the country.  It has the country’s largest papermaking industry.  Wisconsin remains one of the most significant states for cast metal production.  Both industries have significant energy needs.  In fact, manufacturing makes up approximately 20 percent of Wisconsin’s overall economy, totaling nearly $49 billion annually.  But all of this has been eroding over the years.  For instance, Wisconsin lost 164,000 jobs—5.7% of its workforce—since December 2007.  Manufacturing losses were the largest—40 percent of the total jobs lost; 63,000 high-paying positions.  Although there are too many to name, some of the more notable manufacturers to shut down or substantially reduce their work force include General Motors (Janesville), NewPage (Kimberly and Niagara), and Domtar (Port Edwards).  More than 1,000 jobs were eliminated from two Wisconsin paper mills recently, as Tom Scharff of NewPage testified before the Committee, in large part because the Wisconsin facilities had the highest energy costs of all the factories operated by the company in other states, Canada, and other countries.  We do not know how many more jobs will be lost with the increases in electricity costs that come with the Bill, but we are confident that traditional manufacturing jobs will not be better secured with the passage of the Bill.
Costs Will Increase Under The Current RPS, And Leading Wisconsin Businesses Have Already Wrung Cost-Effective Efficiencies Out Of Their Facilities.

Wisconsin utilities are currently required to provide approximately 10% of their electric sales from renewable sources by the end of 2015.
  We are currently at about 5% —and we’ve got a long, expensive way to go.  Under current law, utilities will need to spend billions more on the capital expenditures necessary to meet the RPS mandate, even though Wisconsin already has more than twice as much “planning reserve margin” generation than is required by law.
  When the Commission issued an Order in 2008 to lower the planning reserve margins to 14.5%, the Commission recognized the benefit that came in the form of lower costs to customers, and it noted that reducing the planning reserve margin has “the potential to produce additional wholesale electric revenues that reduce costs retail customers would otherwise cover in rates.”
  Yet now, the Commission has dramatically reversed its decision by approving generation that is being built far in advance of need—a decade in advance of need in the case of one utility.  Furthermore, it is not even the case that the capacity surplus of about 2000 MW over the planning reserve margin is producing any significant wholesale electric revenues.  Indeed, capacity auction prices are very low as the Midwest ISO region is currently long on capacity.  Thus, while this surplus capacity costs billions of dollars to build, it is mostly sitting idle.  This is neither reasonable nor justifiable.

Additional renewable generation is only a part of the picture, though.  It is in addition to the billions of dollars that Wisconsin is now paying for newly-added large power plants (like Weston 4, and Power-the-Future), transmission upgrades (like Arrowhead Weston), and air emissions retrofits (on many coal plants throughout the state).  In other words, it is the “pancaking” of major expenditures on top of each other that already is leading to a future rate shock, even without enacting the Task Force recommendations in this Bill.  

Manufacturers can mitigate costs, and have been working to do so for years.  However, our energy bills simply cannot and will not ever go down—unless we manufacture and sell fewer products or shut our factory doors.  Members have already invested millions of dollars in energy efficiency measures in order to compete and survive in this difficult economy.  Despite significant investments, thousand of jobs have been lost recently because there is not much more that leading businesses can do to keep their electricity costs in check.

Without the addition of significant new cost containment measures, WIEG will continue to oppose the Bill, particularly the RPS, ARTs, and energy efficiency mandates.  Perhaps during the legislative process the Bill can be improved and amended to protect Wisconsin’s manufacturing base and gain our support.  

The Proposed Enhanced Renewable Portfolio Standard and Advanced Renewable Tariff Are Too Costly
As we have made clear, WIEG’s biggest concerns with the Bill are focused on the renewable mandates due to the unprecedented levels of capital expenditures necessary to meet the mandates, the resulting rate increases, and the lack of any meaningful cost containment measures.  

The proposed 25% RPS—known as the “25 by 25” mandate—forces our utilities to continue to add new, renewable energy generation until 25% percent of its electric sales are derived from those sources, whether the additional energy is needed or not.  And it forces the Commission to approve renewable generation projects whether the additional energy they generate is needed or not.  This policy, which ignores need, is a radical departure from the more than 100 years of traditional regulatory principles that looked first to the need for reliable energy, before turning to consider more closely which generation was least-cost.  Under the proposed RPS mandate—as is true under the current RPS mandate—the generation would be built with little concern about actual need, much less cost.

Renewable energy is particularly expensive in Wisconsin because the resources here are not as great as they are in other parts of the country.  First, Wisconsin obviously does not have significant solar resources.  

Second, Wisconsin does not have the quality wind resources of its Western neighbors, requiring not only expensive wind generation, but otherwise unnecessary, new transmission costs to bring the wind energy long distances to the state.  Moreover, wind generation is intermittent and therefore cannot replace either base load or peaking generation.  As one might expect, then, the intermittency of wind has both operational and reliability implications.  As a backup to wind (to make it reliable), natural gas fired units are necessary for times when the wind simply doesn’t blow (think a hot August day when demand on utilities from, among other things, air conditioners, is at the highest).  The result: greater capital expenditures and increased imports and use of natural gas.

Third, while biomass holds potential, it too is expensive new generation.  And biomass generation will create considerable pressure on the paper industry which will compete with biomass generation for the same biomass resources.  Indeed, each large biomass plant would require a 50- to 100-mile radius for fuel supplies, which will add to the paper industry’s top costs (inputs/raw materials and energy).  In our view, the “25 by 25” mandate is guaranteed to add significant costs to our state’s already high cost of energy.  And the Bill’s in-state requirement,
 as well as the Advanced Renewable Tariff, will add even more unnecessary costs. 

Federal Legislation Should Be Considered

WIEG also believes that, in order for Wisconsin businesses to remain competitive throughout the country, any enhanced state renewable energy mandate must be compatible with, and not exceed the cost of, federal renewable legislation.  Federal renewable standards are currently under consideration by Congress.  For example, the U.S. Senate is considering legislation that would mandate a 15 percent RPS by 2021, with a portion of that renewables mandate being satisfied by energy efficiency programs.  This Bill absolutely must link state renewables policy to the national standard, whatever that might be.  Wisconsin businesses will be at a distinct disadvantage should others, outside this state, have less onerous renewable and energy efficiency mandates and costs than we do.

Task Force Recommendations Are Made Without Important Analysis

With so much at stake, WIEG finds remarkable the areas the Task Force ignored when preparing its proposal.  For instance, the Task Force completely ignored federal energy proposals and legislation; the Bill is silent as to how Wisconsin law will fit in with the nation as a whole.  Worse still, the Task Force did not consider, much less propose, more substantial cost containment initiatives—“safety valves” or “circuit breakers”—that could be used when costs were escalating beyond all common sense.  Nor did the Task Force consider an RPS alternative to its “25 by 25” mantra.  We may never know if the current 10 percent mandate is the most cost effective as compared to another amount.  Which raises an interesting question: just how did the “25 by 25” mandate get settled upon?  The ink wasn’t even dry on the current RPS, in Act 141, when Governor Doyle announced his support for a 25 percent RPS in 2025.  We suspect the honest answer is that “25 by 25” has a nice ring to it.

At $16 Billion And More, The Price Is Too Great

Independent researchers have concluded that the Bill will cost ratepayers more than $16 billion.  In a recent study for the Wisconsin Public Research Institute (“WPRI”), the Beacon Hill Institute concluded that the 25% renewables mandate would have a net cost of over $16 billion, not including transmission costs.  Although proponents of the Bill have criticized the WPRI report, our review of the assumptions and figures used in the WPRI study are not inconsistent with those used in the PSC’s Strategic Energy Assessment (pp. 19-20) or the Task Force’s Final Report (p. 114).  When we considered the cost per megawatt of new wind farms that the PSC recently approved, such as Crane Creek, Bent Tree, and Glacier Hills, together with proposed biomass facilities, the $16 billion figure from the WPRI study was in the ballpark with the SEA and Task Force’s Final Report (which included the projected impacts of enhanced energy efficiency spending).  

And after receiving rough estimates from Wisconsin’s major utilities of the capacity each would need to reach the enhanced RPS, the $16 billion price tag from WPRI study is not an unreasonable cost estimate.  In fact, that number does not include the cost of the new transmission that will be needed to bring wind from the Dakotas or hydro from Canada.  These are additional costs, necessary to comply with the RPS, that cannot be ignored.  

These are merely projections.  Let’s look at some real-world examples, which confirm that renewable energy projects are being approved by the Public Service Commission even though they are more costly than non-renewable energy projects and, more importantly, not necessary to meet our energy needs.  

Wisconsin’s Commission Has Already Approved More Than One And A Half Billion Dollars In Renewable Energy Projects That It Has Itself Acknowledged Are Not Needed For Years to Come.

Wisconsin’s current RPS mandate already provides contrary direction to the Commission and utilities.  On the one hand, Wisconsin law requires a showing of need before new generation is built, and it gives priority to conservation.  On the other hand, the RPS mandate requires a certain percentage of retail electric sales to be derived from renewable generation.  So what happens when a utility does not need new generation to serve its customers, but does need new generation to meet the RPS obligation?  Unfortunately, the Commission appears to have concluded that the RPS requirement trumps need, cost, and conservation.  Thus, Wisconsin gets unnecessary generation at a premium cost.  

· Crane Creek – Wisconsin Public Service Corporation – 2008

The PSC approved the 99 megawatt Crane Creek project for Wisconsin Public Service Corporation (“WPSC”) in April 2008 at a cost of $251 million.
  The PSC’s decision makes clear that, but for Wisconsin’s RPS requirement, it would not have approved Crane Creek.  Commission staff concluded after substantial study that WPSC needed no new generation before 2018.  And, in 2018, it recognized that the least expensive generation would not be wind.
  Nevertheless, because of the state’s RPS, the PSC approved generation that it knew was not needed for at least nine more years.  And today, Crane Creek is almost certainly less necessary than when approved because its “need” was estimated with energy sales forecasts made before our current financial and economic collapse that has resulted in a double-digit reductions in WPSC’s sales of electricity, particularly from industrial customers.
  That is, its need for electricity in 2018 is very likely much lower today than was forecast when the PSC approved Crane Creek.  The state cannot afford to allow Wisconsin utilities to build more, expensive, intermittent generation, particularly at a time of double-digit decreases in electricity sales.

· Bent Tree – Wisconsin Power and Light – 2009 

Wisconsin Power and Light Company’s (“WPL”) 200 megawatt wind farm will cost ratepayers nearly $500 million.
  It too was approved on sales forecasts that did not take into consideration the extraordinary loss of electric sales over the past year and more—and recall that it is within WPL’s service territory that Wisconsin lost such important manufacturers as General Motors and Domtar and, recently, almost lost Mercury Marine.  Despite its reduced need, WPL requested about $30 million in its last rate case (Docket 6680-UR-117) for the up-front construction costs of the wind farm that has not yet put any iron in the ground.

· Blue Sky Green Field – WE Energies – 2007

As was the case with Crane Creek, in approving WE Energies’ 145 megawatt Blue Sky Green Field Wind Farm in 2007 at a cost of more than $300 million, the PSC expressly recognized that the energy from this project would not be needed until near 2015 and that it was more expensive than fossil fuel generation.
  So why did the Commission approve the project?  Simply stated, the RPS: “Even though fossil fuel generation would likely be more cost-effective than WEPCO’s wind project, the Commission must consider its obligation to ensure WEPCO increases the amount of renewable energy resources in its system.”

· Glacier Hills – WE Energies – 2010 

Just last month the Commission approved yet another wind project for WE Energies—this one up to 207 megawatts and at a cost to ratepayers of up to $452 million.
  It is clear from this decision as well that the very existence of the RPS drove the decision to a much greater extent than did WE Energies’ current—or even near future—need for more generation.  As the Commission explained, 

Because of the requirements of the RPS, WEPCO will require by 2015 more renewable resource generating facilities than it currently owns or has under contract.  




. . .

To the extent there is any concern that this project may be providing energy sooner than demand indicates, the need for this utility to develop renewable energy sources at a reasonable cost, a priority established by the legislature, outweighs any such concern. 

And, in her concurring opinion, Commissioner Azar expressly recognized that Wisconsin may soon be exporting energy that it does not itself need, given “the current excess of capacity in Wisconsin.”
  

· Bay Front Generating Facility – Northern States Power Company-Wisconsin – 2009 

The PSC also recently approved Northern States Power-Wisconsin’s (“NSPW”) proposal to convert a coal-fired generation unit with woody biomass which, when used 100 percent, would generate 20 megawatts.
  The cost for the conversion is expected to be more than $58 million.  It is apparent from the Commission’s decision that NSPW’s proposal was made consistent with NSPW’s stated interest in reducing its emissions of greenhouse gases.  It is also apparent that, like the wind projects that have been approved recently, the Bay Front facility was not “needed” to meet energy needs. 

Perhaps most troubling, the Commission’s approval of Bay Front appears from the Final Decision not to have been the result of the current RPS, but instead based on consideration of a possible enhanced RPS.  The Commission acknowledged that NSPW had conceded that it currently was in compliance with the RPS, and that “the record does not conclusively demonstrate whether this project is necessary for NSPW to meet the RPS for 2015.  Nonetheless, no party challenged the Commission staff’s testimony that the RPS is likely to change and increase further.”
  In short, the Commission approved Bay Front’s $58 million cost not because NSPW needs the generation to meet customer demand; not even because NSPW needs the generation to meet its current RPS obligation; instead, the project was approved in anticipation of an RPS that is still only being debated—i.e., this Bill.

These four wind projects and the biomass facility together will cost ratepayers more than $1.5 billion—and they are (or will be, once constructed) producing energy that Wisconsin does not need.  The projects were approved because of the existing RPS (or, worse, as in the case of Bay Front, an anticipated RPS).  Imagine, now, what a 150% increase in RPS requirement (from 10 percent to 25 percent) will do to customer bills, at a time when the generation simply is not needed.  We will be generation rich, yes.  But cash poor.  

These Renewable Projects Were Approved Even Before Wisconsin’s Need For Generation Decreased Substantially As A Consequence Of The Recession.  

Each of the above renewable projects was approved with forecasts of energy needs prepared before the recession.  Each of Wisconsin’s utilities had dramatic reductions in their electricity sales from 2007 through 2009.  While utilities had long seen electricity sales increase at a rate of about two percent a year, the recession has reduced the forecast substantially and many anticipate that the need will not return to pre-recession numbers for years to come.

The loss of sales brought with it perverse results: utilities sought rate increases from the Commission to replace the revenues they lost with decreasing electric sales.  In 2009, Wisconsin’s utilities requested more than $300 million in new rate increases.  Roughly half of the requested increases were directly related to lost electric sales due to the recession.  WIEG and others filed testimony to block utilities from collecting higher rates from their lost electric sales, or at least delay the recovery.  The PSC rejected the arguments.  Imagine, then, what customers can expect if our utilities actually do sell less electricity due to the policies in the Bill.  If history serves as a guide, utilities will be allowed to charge higher rates to cover the lost sales revenues.  In other words, when our factories use less electricity, the PSC authorizes higher electric rates; the electric bill does not go down.  This results in further rate increases, leading to further reductions in manufacturing, leading to more rate increases, and then more reductions in manufacturing, and so on.  A classic death spiral.

Clearly, this is a highly undesirable, though plausible, outcome should the Bill be enacted.  Subjecting businesses to costs associated with fulfilling a political agenda of a subjective mandate is a risk we cannot afford to take.  Therefore, large customers are seeking opt-out provisions from the cost assignments related to RPS mandates.  The exemption from such costs is needed so that manufacturing jobs and businesses can be retained in Wisconsin.
State Government Is Paying Too Much For Other Statutory Mandates.

On top of the higher rates we pay our utilities, we as state taxpayers are also paying an unnecessary price for renewable power.  The state recently had to back away from a pledge to get UW campuses “off the grid” as it was too expensive and not technically feasible.  As part of 2005 Act 141 the largest state agencies have a goal, not a hard mandate, to get 20% of their electricity from renewable sources by December 2011.  The state now gets only 10% from renewables.  And all of us paid a premium of $1.4 million last year, which is 29% more than expected.  
If these “green” programs for the state government are expensive and can’t feasibly be met by the mandated year, do we really want to place a multi-billion dollar gamble on our state’s overall economy?  Proponents of the Bill claim these premiums will pay off in the long term.  But the stakes are incredibly high, and some of the state’s businesses and the good-paying jobs they bring with them, very well might not survive in the short term.
The Proposed Advanced Renewable Tariffs Are Too Costly.

Advanced Renewable Tariffs (or Feed-In Tariffs or “ARTs”) are just as problematic, perhaps even more problematic, than the 25% renewables mandate.  By definition, an ART subsidizes higher cost, small scale renewable generation with above-market rates.  That adds to upward pressure on electric rates, and we already have some of the highest rates in the Midwest.  ARTs are designed to force in some of the highest cost generation, which is not very efficient nor is it least cost, and further deviates from traditional and established rate making and rate setting principles.  

The goal of this provision is to maximize distributed generation “without unreasonable impacts on electric utility rates.”  However, as we have seen with the implementation of the current 10% renewables mandate (despite the Act 141 “off ramp” language for “unreasonable impacts”) provides little or no relief for ratepayers.  There are currently no real safety valves to protect ratepayers.

We suggest that ARTs remain voluntary and the mandatory language be removed.  Further, a utility should not have to purchase renewable energy through ARTs if their RPS requirements have been met.  

WIEG Recommendations With Respect To An Enhanced Renewable Portfolio Standard And Advanced Renewable Tariff

WIEG opposes the RPS and ART proposals.  If these provisions can’t be removed from the Bill, then WIEG suggests adopting circuit breakers, cost containment, and opt-out measures to protect Wisconsin ratepayers.

· “Circuit breakers” must be adopted in connection with the RPS, including direct retail rate caps or per customer bill impact limits.

· Wisconsin’s RPS must not exceed a future federal RPS.

· The RPS mandate must be limited by a cap on excess generation capacity.  Wisconsin cannot afford to build new generation when there is no showing of need for new generation.

· Rate mitigation strategies such as levelization of cost recovery should be added to the Bill.

· The RPS must be technically feasible and clearly provide benefits that outweigh its costs.

· Exempt industrial customers from costs related to RPS mandates as other states have done in an effort to retain well-paying manufacturing jobs and businesses.  See Appendix.

· Energy efficiency initiatives must count toward fulfilling the RPS obligation, just as renewable generation does under current law and as contemplated by federal standards, and as already is the case in some states.

· ARTs must not be mandatory; instead, ARTs should be strictly voluntary.

Energy Efficiency Programs

As mentioned earlier, WIEG does not oppose reasonable measures for energy efficiency and conservation as we already have a strong incentive to save energy and costs because of global competition.  The industrial sector is the only part of our economy to have flat or declining energy consumption and air emissions over time due largely to those efficiency efforts. 

Some WIEG member companies have pledged to support EPA’s Climate Leaders and DOE’s Save Energy Now programs to reduce energy consumption, relative to output, by 25%.  That is a big difference from the system created in the Bill.  The companies and their pledge to the federal agencies are all relative to output, but not absolute reductions, as in the Bill.  The absolute reductions the Bill proposes are anti-growth for our companies and our state’s economy.

Energy efficiency programs (also commonly known as Public Benefits or Focus on Energy) have traditionally been supported out of the need to control costs by deferring or eliminating the need to build new power plants.  But with the renewables mandate, utilities are forced to build new power plants, albeit “green” power plants.  The economic benefit of additional spending on energy efficiency is greatly diminished and probably nullified by the “25 by 25” mandate.  It undermines the claim that energy bills will go down, especially in the short term.  In reality, we are adding cost upon cost onto our monthly electric bills.  It is especially acute for energy-intensive industries that invested early in efficiency programs.

WIEG therefore has serious concerns over the “sum sufficient” language in the Bill.  The legislation as drafted takes the current approach of collecting and spending 1.2% of utility revenues (currently about $94 million annually) on energy conservation, efficiency and renewables programs, and changes it to a method that funds an energy savings goal of 2% annually.  There are few, if any, checks and balances regarding this funding mechanism.  Further, WIEG has concerns over how realistic this 2% savings goal would be in the real world, and we have doubts over the cost effectiveness and rate impacts, especially when combined with the 25% renewables mandate. 

Reducing our electric consumption by 2% each year is very aggressive and most likely very unrealistic, especially sustained over the long term.  In the post-WWII history of the United States, we have never reduced electric consumption by 2%.  We came very close in 1982 and 2001, but those reductions in consumption were driven by very poor economic conditions.  Although the electric consumption data is not in for 2009, it is very possible that we will finally hit the 2% reduction milestone in that year.  The broader question for lawmakers is this: is 1982, 2001 and the 2009 recession really the goal we want to set for ourselves?  Can we sustain those reductions indefinitely?  Are we simply signing a blank check for these programs? 

Under current law, budgets for the state’s energy conservation, efficiency and renewables programs are determined periodically by the PSC in a contested case hearing process taking account of relative benefits and costs of such program efforts.  We believe that was also the intent of the Governor’s Task Force.
  However, the Bill does not have the contested case process described or detailed.  This will essentially create a black box process at the PSC.

Under current law, the PSC can approve funding levels for Public Benefits greater than the 1.2% of utility revenues after the conclusion of a contested case process.  If the PSC approves budget levels, it must be sent to the Joint Committee in Finance for review and approval.  The Bill removes the approval by the Joint Committee on Finance.  The current structure of the Public Benefits programs was originally created in 1999 Act 9 and then modified by the 1.2% funding levels of 2005 Act 141.  WIEG believes that legislators need to make sure that the Bill keeps the review of funding levels and the oversight of the cost effectiveness of these programs.  At a minimum, the current checks and balances need to be kept in place regarding funding for Public Benefits.  Cost caps should also be considered, especially due to the rate impacts of the renewables mandate.

WIEG opposes the proposed tripling or even quadrupling of the Public Benefits fees
 on electricity bills because large energy consumers will be paying dramatically more in contributions for programs that have been politically abused.  We absolutely must have greater assurances that the current programs are being conducted in accordance with a cost effectiveness standard.

We are very concerned that the Bill is going to continue the disturbing trend of turning Wisconsin’s utilities into hidden-tax collectors.  Since 2002, $166 million of utility ratepayer dollars have been collected to pay for non-energy-related government spending.  Over these years, $111 million was transferred from energy efficiency programs and spent elsewhere, $37 million was transferred from low-income energy assistance and spent on Wisconsin Works (W-2) payments, and, for this two-year period, $18 million will be collected to help pay for district attorney offices.  The $18.3 million in salaries and fringe benefits for district attorney offices will be paid for by “public utility assessments.”  Electric utilities in Wisconsin are required, by state law, to charge their customers for these assessments, though some utilities are assessing the new tax as part of the existing low-income energy assistance tax and some are assessing it as a stand-alone tax.  Given the troubles with the state budget, we believe more raids and taxes are likely.

Due to all the reasons listed above, large customers are seeking opt-out/opt-in provisions regarding Public Benefits programs.  Industrial customers naturally have done, and continue to do, projects that are as energy efficient as possible.  Large energy consumers already have a built-in incentive to conserve energy as they face global competitive and economic pressures.  It is difficult to design conservation programs for large sophisticated companies with unique and complicated manufacturing processes.  It can often be more cost effective for these customers to design and implement their own conservation programs rather than through the generic programs sponsored by Focus on Energy or the utilities.  Additional utility-managed energy efficiency programs may not provide the desired outcome.  There are examples of opt-outs in many other states around the country that can be used as a model.

Finally, WIEG is troubled by the language in which a utility may be allowed by the PSC to earn a return on capital invested under a utility-administered or supplemental utility program for energy conservation or efficiency equipment that is located on a customer’s premises, including equipment owned by either the energy utility or the customer.  It is the reference to equipment owned by a customer that creates problems for us.  The Bill should be amended to clarify that this applies only if it is utility shareholder capital.

WIEG Recommendations With Respect 
To Energy Efficiency Measures

WIEG currently opposes the energy efficiency mandates in the Bill.  The following amendments could help protect manufacturers and potentially gain our support for the revised energy efficiency programs:

· Public Benefits budgets should be determined periodically by the PSC in a contested case hearing process, taking account of relative benefits and costs of such program efforts.  A contested case is not referenced in the Bill draft but should be.

· Cost effectiveness standards must be established prior to program implementation.

· Legislative oversight of the Public Benefits programs must be retained.  

· Opt-out/opt-in provisions related to energy efficiency for large energy customers must be expanded.  There are examples of opt-outs in many other states that can be used as a model.  See Appendix.
· Implement a rate crediting mechanism that rewards substantial early action in conservation and energy efficiency taken by large, energy-intensive industry at its own expense after 2004.

· Clarify that utilities can only earn a return on efficiency if it is the utility shareholder’s capital, not the customer’s capital, used in the project.

Industrial Boiler Energy Efficiency 
Language Should Be Removed

This provision mandates annual boiler inspections
 and must be deleted.  Specifically, this provision would create a requirement that industrial boiler owners (excluding industrial boilers owned by cooperatives, utilities, and wholesale merchant plants to generate electricity) must inspect boilers annually and, based on this inspection, owners must take action to maximize energy efficiency and minimize GHG emissions.

We are not exactly sure where this provision came from.  WIEG assumes this was drawn from the Task Force Final Report, at page 92, but we object to the legislative language in the Bill.  Further, we believe if it is to be included at all, it should be replaced with the recommendations of the Task Force Final Report on pages 187-193.

A big part of the cost concern is regulatory consequences, like Prevention of Significant Deterioration (PSD) / New Source Review (NSR).  The concern is that, in order to achieve very small gains in energy efficiency or air emissions, hundreds of millions of dollars in upgrades might be triggered.  There is no cost-benefit consideration, so the efficiency and emission criteria would control, regardless of cost or economic impact.  We urge the committee to delete this provision.  

Introduction Of New Regulatory Authority Language
Should Be Removed Because It Is Unnecessary
And Will Result In Uncertainty With Respect To Other Statements Of Regulatory Authority

“Exercise of Regulatory Authority” should be deleted.
  This language creates regulatory authority for the PSC that is way too broad and vague.  This new duty is written in such a way that it could arguably trump other PSC duties such as least-cost, need and reliability.  The PSC should have the tools necessary regarding energy efficiency, conservation and renewables under existing statutes. 

GHG Emission Reporting Should Be Dropped In Favor Of 
Adopting Federal Reporting Requirements

The proposed GHG Emission Reporting requires DNR to promulgate rules requiring the reporting of CO2 at levels of 10,000 tons per year or more, and to require the reporting of methane and nitrogen oxide emissions from combustion sources.  The EPA’s greenhouse gas “Tailoring Rule” has proposed a 25,000 ton standard.  WIEG therefore recommends deleting this provision or requiring that the rules mirror EPA’s standards.

Conclusion

Energy, economic development and environmental policy are all inextricably linked.  As a percentage of total employment, Wisconsin employs the highest number of manufacturing workers in the U.S.  Wisconsin is also one of the most dependent states in the nation on coal-fired electricity.  

In 2009, Wisconsin’s utilities requested more than $300 million in new rate increases.  Roughly half of the increase requests were directly related to lost electric sales due to the recession.  WIEG and others filed testimony to block utilities from collecting higher rates because of their lost electric sales.  The Public Service Commission rejected our arguments.  If utilities actually do produce less electricity because of the policies in the Bill, they then will be allowed to charge higher rates to cover the difference.  In other words, when we use less electricity the PSC allows higher rates and our bills do not go down.  Again, there are billions in new energy costs that must be paid for.  We can only mitigate the extreme rate pressure Wisconsin is facing.  Unfortunately, the renewables mandate in the legislation piles on even higher rates at the worst possible time.

The Final Report, at page 4, shows that Wisconsin might get to 2005 levels of carbon emissions by 2025 under the best case scenarios.  In other words, the Bill is very expensive and it doesn’t even make a dent in fossil fuel use at the corresponding $16 billion in annual expenditures.  We would be spending billions to mitigate only a negligible amount of “costs of inaction.”  Wisconsin’s carbon emissions are a fraction of a percent of the world’s carbon emission.  As for economic development benefits and “getting ahead of the curve,” we are certain that progressive and sophisticated companies can leverage their capital and invest in more cost effective strategies better than this massive grab bag of policies.

Wisconsin would be imposing billions of dollars in new costs that other states—and certainly nations—won’t face.  That’s a potential disaster.  We can pretend that economic competitiveness doesn’t matter, but we’ve already raised electric rates higher than all other Midwestern states.  Perhaps not coincidentally, Wisconsin lost 164,000 jobs, 63,000 of which were manufacturing jobs that paid above average wages.  Imposing huge new costs on manufacturers today is like throwing anchors to drowning victims.

The last couple years have been a bloodbath for manufacturing jobs.  Manufacturers can’t fully pass these increases along to their customers.  We can’t raise energy costs further and potentially ship more jobs to other states and other countries.

We can pretend costs don’t matter or that energy bills will go down.  But with double-digit unemployment in manufacturing-dependent areas of Wisconsin, it’s pretty clear economics do matter.  So let’s elevate the debate and work toward realistic energy policies that will improve the environment and improve our economic competitiveness.  We need a real cost-benefit analysis performed on this controversial legislation and we absolutely need stronger cost caps and cost containment initiatives added to state energy law.  

– Appendix –

RPS Mandates:  

Opt–Out Provision Examples for Large Customers

	State
	Exemptions
	Comments

	Delaware

26 Del. C., § 353
	Customers with peak demand 1500 KW or greater
	RPS is calculated as percentage of total retail sales in the state that is to be derived from Eligible Energy Resources. Total retail sales are defined as sales exclusive of sales to any industrial customer with a peak demand in excess of 1,500 kilowatts 



	Texas

PURA §39.904(m-1),
	Customers taking service at transmission level voltage 
	A customer receiving electrical service at transmission-level voltage who submits an opt-out notice to the commission for the applicable compliance period shall have its load excluded from the RPS calculation. 

	Maryland 

§ 7-703
	Customers using 300,000 MWh annually
	

	Illinois, Maine, Nevada, Texas, Delaware
	Publicly owned utilities (and therefore, customers served by them) can be exempt
	


Energy Efficiency Programs:


Opt–Out Provision Examples for Large Customers
	State
	Customers Eligible for Opt-Out
	Comments

	Texas

PUCT §25.181
	Customers on transmission service level voltage only participate in load management/DR Programs
	

	Missouri

MO Statutes Section 393.1124.7
	Any of the following three criteria make customers eligible to opt out:

1. 5 MW or larger

2. Operating an interstate pipeline station regardless of size

3. Accounts within the service territory of the electrical corporation that have, in aggregate, a demand of 2,500 kilowatts or more, and the customer has a comprehensive demand-side or energy efficiency program and can demonstrate an achievement of savings at least equal to those expected from utility-provided programs
	

	Oklahoma

(OG&E Settlement, January 2010 – Awaiting Final Order from Commission)
	Customers using more than 15,000 MWh annually, regardless of number of meters or service locations, can opt out of the energy efficiency programs.
	Explicitly states that lost revenues not assignable to customers that opt out

	Virginia 

VA code Chapter 23, 56-585.1 a 5 c,
	1. Customers with more than 10 MW can opt out without conditions. 
2. A  large  general service customer defined as using 500 KW or above from a single meter of delivery can opt out provided energy efficiency programs have been implemented (with verifiable results consistent with industry standards) at the customer’s own expense.
	Explicitly states that lost revenues not assignable to customers that opt out

	Minnesota

MN Statutes 216B.241 Subd. 1 (b)
	A large electric customer can petition to be exempt from energy conservation related programs and costs.  At a minimum, the petition must be supported by “evidence relating to competitive or economic pressures on the customer and a showing by the customer of reasonable efforts to identify, evaluate and implement cost-effective conservation improvements at the facility.”
	


�  See Wisconsin’s Strategy for Reducing Global Warming, Governor’s Task Force on Global Warming, Final Report (the “Final Report”), at 8 (July 2008).


� Midwest states, as used by the Public Service Commission of Wisconsin in its Strategic Energy Assessment Final Report, are Illinois, Indiana, Iowa, Michigan, Minnesota, Missouri, Ohio, and Wisconsin.


� See Strategic Energy Assessment 2014 Final Report (“2014 SEA”), Docket 5-ES-104, at 44 (April 2009).


� Id.


� Id.


� Id.


� See Electric Sales, Revenue, and Price 2008, U.S. Energy Information Administration, Figures 7.5, 7.6 and 7.7 (Released January 2010.) at http://www.eia.doe.gov/cneaf/electricity/esr/esr_sum.html.  


� Wisconsin’s RPS is commonly recognized to be 10 percent by 2015.  However, the actual requirement of sales that must be generated from renewable energy by 2015 differs for each utility.  The 2015 RPS requirement for each utility is set at six percentage points above the utility’s baseline renewable percentage in the years 2001-2003.  See Wis. Stat. §§ 196.378(1)(ag) and (2)(a)2.d.  Madison Gas and Electric’s RPS is 7.73%; Northern States Power—Wisconsin’s is 12.89%; WE Energy’s is 8.27%; Wisconsin Power and Light Company’s is 9.62%; and Wisconsin Public Service Corporation’s is 9.74%.  See Commission Staff’s report in PSC Docket No. 5-GF-173, Electric Provider Renewable Portfolio Standard compliance for CY2007.


� The planning reserve margin is the amount of generation above that which is necessary to meet anticipated demand in the planning year.  In October 2008, the PSC adopted a 14.5 percent planning reserve margin for Wisconsin utilities, based in large measure on the increased security accompanying the Midwest Independent Transmission System Operator (“MISO”).  See Order, Investigation on the Commission’s Own Motion To Review the 18 Percent Reserve Margin Requirement, Docket No. 5-EI-141 (October 10, 2008). 


�Also, the Commission’s Strategic Energy Assessment Energy 2012 Final Report, prepared in 2007, indicated the Commission’s intent to investigate lowering the planning reserve margin while still maintaining reliability, in an effort to lower costs. Quoting Wisconsin Public Power, Inc., the Commission noted that “by 2012 a reduction in reserve margins from 18 to 15 percent would enable a reduction in Wisconsin’s installed generation capacity of as much as 500 MW.  Assuming conservatively a price of $500 per kW for new capacity, this would represent an avoided capital investment of $250 million.  As the system becomes more interconnected and more generation comes online, it may even be possible to drop the reserve margin to as low as 12 percent, doubling the potential avoided capital cost to $500 million.”  See Strategic Energy Assessment Energy 2012, Final Report, Docket 05-ES-103, at 57, n.25 (February 2007).





� An in-state requirement only makes sense if it is least-cost compared to other alternatives.  Wisconsin must continue to adhere to the established principles of reliability, need and least-cost in order to maintain, and hopefully improve, business competitiveness.


� See Certificate and Order, Docket No. 6690-CE-194 (May 23, 2008) (the “Crane Creek Order”)


� Id., at 4.


� See Motion Of Wisconsin Public Service Corporation To Amend Amended Final Decision To Replace Electric And Natural Rate Adjustment Caps On Revenue Stability Mechanism With Earnings Cap, Docket No. 6690-UR-119, ¶¶ 8-10 (October 3, 2009) (WPSC residential sales declined 2.09 % from 2006 to 2007, and by 4.16 % from 2007 to 2008, with expectation that residential and commercial customer electric sales will continue to be lower than forecast and used in WPSC rates through at least 2010.  Industrial customer sales declined more sharply still with a 12 % reduction).


� See Final Decision, Docket No. 6680-CE-173 (July 30, 2009) (the “Bent Tree Order”).


� See Final Decision, Docket No. 6630-CE-294 (February 1, 2007) (the “Blue Sky Green Field Order”).


� Id., at 10.


� See Final Decision, Docket No. 6630-CE-302 (January 22, 2010) (the “Glacier Hills Order”).


� Id., at 10, 14.


� Id., Concurring Opinion of Commissioner Lauren Azar, at 4.


� See Final Decision, Docket No. 4220-CE-169 (December 22, 2009) (the “Bay Front Order”).


� Id., at 6.


� Final Report, at 73.


� Id., at 70.


� Id., at 73.


� Id., at 71.


� The Bill, section 51.


� Id., section 67.
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