STATEMENT OF DONALD N. FURMAN

IBERDROLA RENEWABLES, INC.

COMMITTEE ON ENERGY AND NATURAL RESOURCES

UNITED STATES SENATE

FEBRUARY 10, 2009
Mr. Chairman, Senator Murkowski and members of the Committee, thank you for the opportunity to appear before you today and thank you for holding this important hearing.  My name is Don Furman.  I am Senior Vice President for Development, Transmission, and Policy for Iberdrola Renewables, Inc.  Iberdrola Renewables is a U.S. corporation
, headquartered in Portland, Oregon.  We are America’s second-largest developer and operator of wind energy generating facilities.  We also are engaged in the development and operation of solar and biomass generating facilities and other energy activities.  In 2008, alone, Iberdrola Renewables invested more than $2 billion in energy projects located throughout the country.

The purpose of my testimony is to urge the Congress to enact national renewable portfolio standard (RPS) legislation.  Mr. Chairman, Iberdrola Renewables appreciates your leadership in promoting a national RPS over the years.  We would not be close to enacting this legislation without your commitment and persistence.  The time has arrived for the House and Senate to send to the President a robust RPS bill that will help expand the economy, protect the environment, reduce consumer energy costs and enhance our national security.

President Obama’s New Energy for America Plan calls for an RPS that “ensures 10 percent of our electricity comes from renewable sources by 2012, and 25 percent by 2025.”  While these targets might appear ambitious, they are certainly achievable.  Last year, the Department of Energy issued a report concluding that, if certain barriers are eliminated, wind energy alone could provide up to 20 percent of the nation’s electricity supply by 2030.  Other renewable energy technologies including solar, biomass and geothermal also have the potential to produce substantial amounts of electricity in the near-term, if the proper policies are adopted.

Benefits of Renewable Energy Deployment   
A national RPS, by increasing the deployment of renewable electric generation capacity, will produce enormous economic benefits.  Until recently, renewable energy had been one of the few bright spots in the U.S. economy.  In 2008, more than 8,000 MW of wind power capacity (accounting for 42% of all new electric capacity additions) was installed in the United States.  This activity created an additional $17 billion in investment and 35,000 jobs throughout the economy
 – and not just in states hosting wind farms.  For example, at least three manufacturers have announced plans to build windmill blade and turbine manufacturing facilities in Arkansas – investing approximately $300 million and adding more than 2,000 jobs to the State’s economy.  Enactment of a national RPS would be a significant boost for the economy.  According to a 2007 analysis prepared by the Union of Concerned Scientists, a 20 percent national RPS, by itself, would create 185,000 new jobs and generate approximately $66 billion in new capital investment.

An increased reliance on renewable energy to power our homes and businesses would also substantially reduce the emission of greenhouse gases and other harmful pollutants.  The Energy Information Administration (EIA) in 2007 concluded that a 15 percent national RPS would reduce carbon dioxide emissions by 3 billion tons.
  The Union of Concerned Scientists estimates that a 20 percent RPS would amount to the emissions reduction equivalent of removing 36.4 million cars from the road.

The increased deployment of renewable energy will also enhance our national energy security.  The electric generation sector in the U.S. has become dangerously reliant on natural gas.  According to the EIA, natural gas-fired facilities are expected to account for approximately half of all electric generation capacity additions over the next four years.
  Although domestic natural gas production has risen, it is unlikely to maintain pace with demand.  This will raise gas prices and increase our reliance on liquefied natural gas (LNG) imported from countries that aren’t necessarily friendly with the United States.  In fact, natural gas exporting countries from unstable parts of the world, including Russia and Iran, recently held discussions aimed at forming an OPEC-style cartel.  Mr. Chairman, Americans can not afford to be subjected to another international energy cartel.  Renewable energy can act as an important hedge – reducing overall gas demand and limiting our reliance on natural gas imports.  According to a 2007 report prepared by Wood Mackenzie – a firm that does consulting work for the natural gas industry – a 15 percent national RPS would reduce natural gas demand by three bcf per day and lower U.S. natural gas prices by more than 15 percent.

A National RPS is Urgently Needed 
Today, the only significant incentives for renewable energy development are located in the tax code – the renewable production tax credit (PTC), the solar investment tax credit (ITC) and accelerated depreciation (MACRS).  These tax incentives have been successful to a point.  However, they have also led to a substantial amount of uncertainty that has, at times, inhibited investment in renewable generation and blocked the development of a domestic renewable energy manufacturing base.  

The PTC, which was first enacted in 1992, has expired on three different occasions and has neared expiration several other times.  When Congress has extended the PTC, the extensions have always been for short time horizons.  Until recently, the ITC had suffered a similarly inconsistent history.  This uncertainty has inhibited long term planning for renewable project developers.  In addition, it has limited investment in a domestic manufacturing base.  The vast majority of renewable energy equipment is still manufactured overseas, often using technology developed here.     

The ongoing congressional debate on the economic stimulus package over the relief necessary to enable renewable energy developers to use existing renewable energy tax incentives illustrates the urgent need for enactment of a national RPS.  Because they operate very capital intensive businesses, most renewable energy developers do not have sufficient taxable incomes to directly utilize these tax incentives.  As a result, they have been forced to enter into Internal Revenue Service-sanctioned “tax equity partnerships” with companies that had large amounts of taxable income – primarily very large financial institutions.  These arrangements were grossly inefficient – Wall Street intermediaries ended up with up to 30 percent of the value of the renewable energy tax incentives, at the expense of renewable energy projects and consumers.  

The recent collapse of a large number of financial service companies has virtually eliminated even that avenue for renewable energy developers to utilize the PTC, ITC and MACRS.  Unless action is taken by Congress soon, investment in new renewable energy capacity in 2009 and 2010 is expected to decline dramatically – costing upwards of 100,000 jobs.  The renewable energy industry is hopeful that the economic stimulus bill will provide some temporary relief to enable renewable energy developers to monetize renewable energy tax incentives.

This, of course, begs the question: why are we using an inefficient tax policy to accomplish a goal that is critical to our security and of strategic important to our future as a nation?  A national RPS will provide a simple, direct signal to the market place that will drive renewable energy development and eventually obviate the need for the PTC.  By establishing a market for renewable energy over a reasonable period, a national RPS would provide the long-term certainty that is essential for developing a vibrant domestic renewable energy industry.  
Opponents’ Arguments Are Unconvincing
Mr. Chairman, we are encouraged that the concept of a national RPS is growing in popularity, even among electric utilities.  On January 30, nine publicly-owned and investor-owned utilities (representing diverse regions and generation sources) were among a group of companies that signed a letter to President Obama’s Chief of Staff urging the enactment of national RPS.  There remain, however, a number of opponents that continue to make the same tired, old arguments, no matter how many times they are refuted.  These arguments are pure sophistry.    
First, critics argue that a national RPS will discriminate against states that don’t have substantial wind power resources.  However, this ignores the fact that a variety of renewable technologies would be eligible for RPS compliance.  As the attached maps demonstrate, each region of the country is blessed with substantial amounts of renewable resources.  For years, opponents of a national RPS have mockingly referred to it as a “wind portfolio standard”.  However, the EIA, in analyzing previous national RPS proposals considered in the House and Senate, has consistently concluded that biomass energy, not wind, would benefit the most and that solar power would also receive a substantial amount of renewable energy credits.
  EIA has also concluded that utilities in the Southeastern U.S. – a region with limited wind power potential – would have access to a substantial amount of renewable energy in order to comply with a national RPS.  
Utilities could also economically comply with a national RPS through renewable energy generated in other states.  For instance, a proposed transmission expansion plan by the Southwest Power Pool is expected to bring the Southeast significant wind power resources from the central plains.  Moreover, by establishing a national renewable energy credit (REC) trading market and enabling utilities to comply through the acquisition of RECs, a national RPS will ensure that the most cost effective renewable energy facilities will be deployed.  Many of the naysayers that argue that a statute causing a utility to purchase renewable energy or RECs associated with renewable energy generated elsewhere somehow would amount to a regional wealth transfer, are the same utilities that currently import large amounts of coal and uranium mined thousands of miles away.  The fact is that our nation has always been heavily dependent on interregional transfers of energy to ensure reliability and benefit consumers.
Second, opponents claim that a national RPS will dramatically raise energy prices.  However, the facts don’t bear that out.  According to Wood Mackenzie, a 15 percent national RPS, because it significantly reduces the demand for natural gas and thus the price of electricity generated with gas, would cause electricity costs to decline by approximately $240 billion over 20 years.
  Further, EIA’s analysis of a 15 percent national RPS proposal considered in the previous Congress concluded that overall it would cause consumer energy costs to rise by less than one-half of one percent over a 25 year period.
  Now that EIA is forecasting higher natural gas prices over the long term, an updated analysis will likely demonstrate greater savings.

Third, some suggest that RPS programs are better left for the states to consider and administer individually.  Twenty seven states have adopted their own renewable portfolio standard programs.  These state programs have helped create markets for renewable energy.  However, the state programs have their limitations.  Some state RPS programs are better designed than others.  It is not yet clear whether some of these state programs will actually cause much additional renewable generation to be built.  In addition, certain states have erected barriers to renewable energy generated in other states, eliminating the efficiencies that come from interstate trading of renewable energy and the development of a national REC market.  Moreover, certain states are unlikely to promote the development of a significant amount of renewable energy.  A national RPS (supplemented by state programs that exceed the national floor) is the only policy that can ensure the development of significant amounts of renewable energy in the most cost effective manner.  

Finally, certain opponents argue that Congress should focus instead on the adoption of a greenhouse gas cap-and-trade regime because a national RPS would not do enough to prevent climate change.  While it is true that the RPS would not obviate the need for greenhouse gas regulation, the fact is that it will likely take some time before a greenhouse gas regulatory scheme actually causes a significant shift in the electric generation resource mix.  Renewable energy and energy efficiency are the only available mechanisms for reducing emissions in the near-term.  In addition, as I have already noted, a national RPS produces other benefits (both economic and security-related) beyond the reduction of greenhouse gas emissions.  

Comments on Draft RPS Proposal
Mr. Chairman, I would like to take a moment to comment on the draft national RPS legislation you recently circulated.  This legislation would help promote a vibrant domestic renewable energy industry and we urge the Committee to favorably report the bill, with some modifications.

First, it is important that a national RPS bill contain compliance requirements that are achievable, yet ambitious enough to lead to greater investments in renewable energy.  The draft legislation requires utilities regulated under the provision to meet an RPS target that begins at 4 percent in 2011 and ramps-up to 20 percent by 2021 and remains at 20 percent through 2039.  On their own, these targets may appear to be reasonable.  However, the legislation includes a number of provisions that would have the effect of reducing overall renewable generation levels.  For instance, utilities with retail sales of less than 4 million megawatt-hours would be exempted.  In addition, utilities would deduct sales of hydropower and power generated from municipal solid waste before calculating the level of renewable energy required to comply with the Act.  Moreover, in some cases utilities will be able to use energy efficiency to meet up to 25 percent of their renewable energy requirement.  Finally, distributed generation facilities that utilize renewable resources and renewable generation located on tribal land would be eligible for credit multipliers.  Although these provisions may be necessary to meet other public policy objectives, they could significantly reduce the overall renewable energy target.  We urge that the RPS compliance targets be strengthened to account for these exceptions.

The draft RPS legislation would permit utilities, if their governors so petition, to use energy efficiency credits to comply with up to 25 percent of their RPS obligations.  Energy efficiency should always be the first resource option for every utility and efficiency certainly should be encouraged as much as possible.  However, issuing energy efficiency credits for “qualified energy savings” and permitting those credits to be utilized for RPS compliance could be problematic.  It is very simple to determine when a kilowatt-hour of renewable electricity is generated.  It is far more complicated to determine when an action leads to an actual reduction of energy use and how much energy savings are actually achieved directly as a result of that action.  For instance, the energy efficiency provisions of the draft RPS bill arguably would provide a factory owner with efficiency credits if the owner shuts down a factory due to the economic downturn.  We believe that Congress should seek to encourage and require energy efficiency actions outside of the context of RPS legislation.

We also believe that the funds received by the government would be better used if they were allocated back to utilities in the proportion those utilities submitted Federal Renewable Energy Credits in compliance with the bill.  Such a provision, which is included in the Markey-Platts RPS bill that was recently introduced in the House, would further encourage utility compliance with the RPS through the generation of renewable energy and the acquisition of RECs rather than by making an alternative compliance payment.  This concept is similar to an approach utilized in Great Britain’s RPS program.   

Mr. Chairman, I want to briefly address a separate, but related, subject – electric transmission.  Many sites with good wind, solar and geothermal resources are located great distances from load centers.  Many of these sites aren’t being developed because of insufficient transmission capacity to enable the power to be transported to consumers.  Congress, by enacting, a national RPS, will help incent utilities to build additional amounts of transmission to allow them to access the most cost effective sources of renewable energy.  However, more needs to be done.  The current patchwork of regulatory responsibility over the planning and siting of transmission facilities and the allocation of the costs associated with those facilities has proven ineffective.  We urge this Committee to also enact legislation that would provide a greater role for the Federal government to address the current regulatory impediments to the development of much needed interstate transmission designed to access renewable energy.

Mr. Chairman, this concludes my prepared presentation. I am happy to respond to any questions you and other members of the Committee may have.                              
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� Iberdrola Renewables in affiliate of Iberdrola Renovables – the world’s largest wind power generator with operations in more than 20 countries.     


� “Wind Generation Grows by Record 8,300 MW in 2008”, American Wind Energy Association Press Release (January 27, 2009).


� “Cashing In On Clean Energy”, Union of Concerned Scientists (July 12, 2007). 


� “Impact of a 15-Percent Renewable Portfolio Standard”, Energy Information Administration (June, 2007).


� “Cashing In On Clean Energy”, Union of Concerned Scientists (July 12, 2007).


� “Planed Nameplate Capacity Additions from New Generators by Energy Source”, Energy Information Administration (www.eia.doe.gov/cneaf/electricity/epa/epat2p4.html).


� “The Impact of a Federal Renewable Portfolio Standard”, Wood Mackenzie (February, 2007). 


� See e.g., “Impacts of a 15-Percent Renewable Portfolio Standard”, Energy Information Administration (June, 2007); “Energy and Economic Impacts of Implementing Both a 25-Percent Renewable Portfolio Standard and a 25-Percent Renewable Fuel Standard by 2025”, Energy Information Administration (August, 2007).  


� “The Impact of a Federal Renewable Portfolio Standard”, Wood Mackenzie (February, 2007).


� “Impact of a 15-Percent Renewable Portfolio Standard”, Energy Information Administration (June, 2007).
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