














July 1, 1997





To:	Representative Daniel E. Bosley, Chair, Committee on Government Regulations


	Senator Michael W. Morrissey, Chair, Committee on Government Regulations


	Representative Peter J. Larkin, Chair, Joint Committee on Electric Utility Restructuring


	Senator John O’Brien, Chair, Joint Committee on Electric Utility Restructuring


	Representative Dennis M. Murphy, Chair, Committee on Energy


	Senator Robert A. Bernstein, Chair, Committee on Energy





Re:	Consensus Report to the Legislature on the Proposed Renewable Energy Fund





From:	The Massachusetts Renewable Energy Collaborative:





Academics:	James Manwell, UMass Amherst


	Stephen Connors, MIT


Business/Industry:	Judy Silvia, Associated Industries of Massachusetts


	Bruce Paul, The Energy Consortium


Consumer Advocates:	Jerrold Oppenheim, National Consumer Law Center


	William McAvoy, Attorney General’s Office


Environmental/Energy	


Efficiency Advocates:	Richard B. Kennelly, Jr., Conservation Law Foundation


	Alan Nogee, Union of Concerned Scientists


Government Agencies:	Nils Bolgen, Division of Energy Resources


	Jacob Moss, Dept. of Environmental Protection


Investors:	K. R. Locklin, Energy Investment Fund


	William C. Sheehan, Financial Management Group


Marketers/Brokers:	Sue Nord, Enron Corporation


	Michael W. Tennis, ReGen Technologies


Municipal Govt.:	Matthew C. Patrick, Selectman, Town of Falmouth


Renewable Developers/


Suppliers:	Paul W. Gromer, Peregrine Energy


	Edward C. Kern, Jr., Ascension Technology, Incorporated


	Leo Pierre Roy, Energy Answers Corporation


	Robert W. Sherwin, Atlantic Orient Corporation


Utilities:	Elizabeth Hicks, Massachusetts Electric Company


	Carol White, Eastern Utilities Associates





Attached please find the Consensus Report to the Legislature on the Proposed Renewable Energy Fund.  As a follow-up to the May 15, 1997 memorandum from the Collaborative’s facilitator Dr. Jonathan Raab, our twenty-one members, representing diverse interests, are submitting these recommendations in support of the “renewable energy fund” proposed by the Joint Committee on Electric Utility Restructuring.





The report includes reasons why support is desirable for renewable energy in the electric utility restructuring process by delineating the many benefits that the Commonwealth could enjoy from the development of renewable energy resources.  It goes on to describe the barriers that renewable energy resources are likely to continue to experience in a restructured utility industry, and to explain why a “renewable energy fund” is an appropriate mechanism to support renewable energy resources.  We make several recommendations that we believe would enhance the effectiveness of the Fund.  These recommendations include a goal statement, guiding principles for administering the Fund, a definition of technologies eligible for funding, the Fund structure, and the formation of an advisory committee.  The recommendations build on the Joint Committee’s draft legislation. 





We agree that the goal of the Fund should be to increase the availability, affordability and use of renewable energy by Massachusetts electricity consumers through:


Markets - Supporting increased demand for renewable energy resources via market development in the Commonwealth;


Industry - Supporting the continued survival, development and growth of renewable energy projects, enterprises and related institutions in the Commonwealth and region; and


Knowledge - Supporting the expansion of renewable energy expertise at all levels in the Commonwealth.





Some of our recommendations include:


Creating two interrelated funds, one for market development support and the other for investment support;


Explicitly encouraging the leveraging of fund dollars from other public and private sources; 


Encouraging public participation and oversight by further empowering an advisory committee and broadening its representation.





The Collaborative includes representatives from a broad spectrum of stakeholder groups in the Commonwealth, and members were selected by their peers to represent them in the process.  Dr. Raab was selected to facilitate the process under the auspices of the Massachusetts Office of Dispute Resolution, which also provided staff assistance.  





The Collaborative met for ten, day-long sessions between April 10 and July 1.  This report is the product of intensive work and negotiations by its members.  We anticipate submitting additional endorsements to this Report in the near future.





We hope our efforts will be helpful to the Legislature in finalizing the renewable energy fund language in the restructuring legislation. Please contact Dr. Raab if you have any questions or comments about the Collaborative’s Report at Raab Associates, Ltd. (280 Summer St., Boston, 02210/ phone 617.261.7111).  Thank you for your consideration.

















cc:	Thomas F. Birmingham, Senate President


	Thomas M. Finneran, Speaker of the House of Representatives


	Senate Minority Leader, Brian Lees


	House Majority Leader, William P. Nagle, Jr.


	Government Regulations Committee members


	Energy Committee members


	Joint Committee on Electric Utility Restructuring members


	Senator Stanley C. Rosenberg, Chair, Ways and Means Committee


	Representative Paul R. Haley, Chair, Ways and Means Committee


	Senate Majority Leader Thomas C. Norton


	House Minority Leader David M. Peters


Chairman John B. Howe, Department of Public Utilities  


	Commissioner Janet Gail Besser, Department of Public Utilities
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In light of the support for renewable energy in the March 20, 1997 Legislative Proposal of the Joint Committee on Electric Utility Restructuring of the Massachusetts Legislature; in the Department of Public Utilities’ December 30, 1996 Order in D.P.U. 96-100; in the Governor’s proposed restructuring legislation; and in the Settlement Agreements reached in Massachusetts Electric Company, D.P.U. 96-25 and Eastern Edison Company, D.P.U. 96-24, the undersigned representatives of the Massachusetts Renewable Energy Collaborative support the formation of a Renewable Energy Fund in Massachusetts, which brings both short- and long-term benefits to the ratepayers of the Commonwealth for the reasons described in this consensus document and with the recommendations herein.
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_______________________________


Edward C. Kern, Jr.


Ascension Technology, Inc.and


New England Chapter of the Solar Energy Industries Association








_______________________________


Judith Silvia


Associated Industries of Massachusetts








_______________________________


Robert  W. Sherwin


Atlantic Orient Corporation;


American Wind Energy Association











_______________________________


Scott Harshbarger, Attorney General


Commonwealth of Massachusetts


by: William McAvoy, Assistant Attorney General








_______________________________


Richard B. Kennelly, Jr.


Conservation Law Foundation




















_______________________________


Sue Nord 


Enron Corporation











_______________________________


William C. Sheehan 


Financial Management Group, and Northeast Energy and Commerce Association








_______________________________


Commissioner David Struhs 


Massachusetts Department of Environmental Protection








_______________________________


Commissioner David O’Connor 


MA Division of  Energy Resources


by: Nils Bolgen








_______________________________


Elizabeth Hicks


New England Power Service Company for


Massachusetts Electric Company 








_______________________________


Matthew Patrick


Falmouth Selectman,


municipal representative
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_______________________________


David A. Fazzone, P.C.


Attorney for Eastern Edison Company 














_______________________________


Leo Pierre Roy 


Energy Answers Corporation








_______________________________


Bruce Paul 


The Energy Consortium














_______________________________


K.R. Locklin 


Energy Investors Funds














_______________________________


Stephen Connors 


The Energy Laboratory,


Massachusetts Institute of Technology

















_______________________________


Jerrold Oppenheim 


National Consumer Law Center, Inc.,


For its low-income clients








_______________________________


Paul W. Gromer 


Peregrine Energy Group














_______________________________


Michael W. Tennis


ReGen Technologies 











_______________________________


Alan Nogee 


Union of Concerned Scientists











_______________________________


James Manwell 


Renewable Energy Research Laboratory


University of Massachusetts, Amherst
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This Report represents a broad consensus among representatives of diverse interests created through active debate and good faith collaboration.  In that spirit, the signatories agree not to take positions or make recommendations contrary to those embodied in this Report before the Legislature or in the press.�
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Why Support Renewable Energy in the Electric Utility Restructuring Process?








	Renewable energy resources and technologies can provide many benefits to Massachusetts electricity customers.  As the Massachusetts Energy Plan states, “[g]reater use of renewable energy technologies will help to retain energy dollars in Massachusetts, reduce environmental emissions, reduce our exposure to fuel price and supply volatility and create jobs by increasing the market for Massachusetts-based renewable energy products.”�   Electric utility restructuring will create new opportunities for customers to choose electricity produced from renewable energy sources. However, renewable energy projects will still face significant market barriers. Policy support for commercializing and implementing renewable energy technologies is needed to help overcome these market barriers to make renewable energy more competitive, to provide more customer options, and to capture public benefits from renewable energy development.  





	Energy issues are central to any vision of economic and environmental sustainability. The State Energy Plan found that 97 percent of Massachusetts energy is imported, costing us $11.2 billion each year.� Most of this money leaves the state’s economy, providing economic benefits elsewhere. Renewable energy resources represent Massachusetts’ and New England’s only indigenous energy supply options. Our high-tech industry and universities have already helped position the state as a leader in certain renewable energy technologies. Financial support from Massachusetts electric ratepayers will help maintain and increase this leadership role, particularly in the face of increasing overseas competition.  Furthermore, such support and resulting business growth can serve as a model for other states and nations.





As zero-emission and low-emission generation options, renewable energy must play a critical role in any long run strategy to minimize the environmental impacts of electricity generation.




















Environmental Impacts of Electricity Generation





There are  numerous adverse environmental impacts associated with traditional, non-renewable electricity generation.  As the Joint Committee on Electric Utility Restructuring of the Massachusetts Legislature found:


The electricity industry affects the environment is several general ways: transmission, distribution and generation construction/siting: dismantling/decommissioning of facilities; air and water pollution.  Public health, aesthetics and land use are among some of the concerns associated with facilities construction and decommissioning.  Liquid effluents and water temperature affect the body of water utilized by facilities.  While all of these are important matters, air pollution has received the most attention.  The generation of electricity from fossil fuels contributes to at least four forms of air pollution:





	Sulfur dioxide (SO2) is a gas that can cause acid rain and can affect the heart and lungs. Once in the air, it can change into small particulates.





	Nitrogen oxide (NO2) is a brownish gas which can have the same effects as SO2.  It also has the potential to contribute to ground level ozone (smog) which can harm vegetation and respiratory systems.





	Particulate matter (PM) dust, soot, and aerosols are classified as PM.  It can cause heart and respiratory disease, including cancer.  





	Greenhouse gases carbon dioxide (CO2) is the main component of these.  Greenhouse gases are believed to contribute to global warming.





…[N]uclear generation produces low level radioactive air, and water emissions.�





In addition, mercury, cadmium and other hazardous materials are also emitted into the air and water from the burning of certain fuels.�  These and other emissions are likely to face increased regulatory control in the future as additional provisions of the Clean Air Act and other regulations are enacted.� 





II. Renewable Energy Benefits





Increasing the availability and use of renewable energy technologies will benefit Massachusetts electricity customers by increasing the sustainability of the regional economy, environment, and energy infrastructure. This would be accomplished by: reducing long-run electricity price volatility, creating more customer options and greater competition among generating technologies, reducing the environmental impact of providing electricity service, contributing to reliability and security of energy supplies, and providing local, state and regional economic development opportunities.  Increasing renewable energy use may also reduce electricity prices.


Benefits to Massachusetts


More options for customers:


creating additional competition to serve customer needs;


fulfilling customer preferences for clean and renewable energy options;� and


reducing costs of renewable energy over time.


Less price volatility:


increasing state and regional fuel source diversity, and reducing portfolio risk;


reducing vulnerability to fuel price escalation through the use of non-fuel and domestic fuel source technologies;


increasing competition with and reducing demand for fossil fuels, potentially lowering overall electricity prices;�


mitigating costs of compliance with future environmental regulations; and


reducing combined generation, transmission and distribution costs.


Reduced environmental and public health impacts:


reducing regional ecosystem and health impacts of emissions and discharges, thereby reducing health, life and property insurance costs;


reducing water consumption, threat to fisheries and thermal pollution;


contributing to sustainable resource utilization;


reducing solid and other wastes;


reducing land impacts by taking advantage of opportunities for multiple land uses (e.g., photovoltaics on rooftops);


reducing noise and other environmental impacts; and


reducing the risk of fuel spills.


Enhanced electric system reliability:


reducing dependence on imported fuels;


increasing diversity of resources;


increasing the availability of certain resources which have short lead-times, modularity and/or are easily sited;


mitigating against power outages, while certain options will increase power quality through distributed generation; and


reducing the need for new transmission and distribution investments by siting distributed renewable generation, especially at strategic locations.


Local, state and regional economic development benefits:


developing a skilled base of labor for the specification and installation of renewable energy technologies;


supporting the existing base of small and large renewable energy businesses with potential to serve domestic and international markets;


shifting statewide expenditures, currently going outside the region for importing fuel and electricity, to manufacturing, installing, operating and maintaining renewable energy systems within the region;


building upon the expertise of Massachusetts’ universities and high-tech companies;


reducing environmental compliance costs for industry and transportation;


increasing the environmental attractiveness of the region to employers and employees; and


increasing regional competitiveness by potentially reducing long-term prices and reducing price volatility.





�



III. Renewable Energy and Electric Utility Restructuring: 	Opportunities and Barriers





Restructuring the electric utility industry will provide new competitive opportunities for renewable energy technologies to meet the electricity needs of Massachusetts customers.   Retail customers will be able to choose to buy power from renewable energy generators, power marketers, or both.  However, renewable energy technologies will still likely face many barriers competing in a restructured electricity generation marketplace.





Opportunities





Establishing a competitive retail electricity market will create several significant opportunities for increasing renewable energy use and investment:





Renewable energy enterprises will have direct access to all electricity consumers in a large regional power market;


Customers can choose to buy electricity products and services based on factors other than price alone (e.g., low environmental impact, price stability, reliability, power quality); and 


Niche markets heretofore closed to entrepreneurs will foster new product development.





Barriers





Renewable energy technologies will face many financial, institutional and market structure barriers to competing in a restructured electricity generation marketplace, including:





Higher up-front costs:  Since renewable technologies are capital-intensive and generally combine higher initial and financing costs with lower operating costs, their benefits accrue beyond the payback criteria of many market participants. 





High transaction costs:   These include the high cost (or absence) of credit;  many of today’s renewable energy companies are small, and renewable energy projects are often too small for conventional energy and financing institutions.





Technology and industry immaturity:


Lack of economies of manufacturing scale;


Current lack of product availability;


Undeveloped regional infrastructures and field experience due to minimal data on the distribution of renewable resources which can vary greatly over very small distances; 


Shortage of trained personnel for installation, operation, maintenance and marketing of new technologies; 


Siting and building codes that do not yet consider issues specific to renewable energy;


Need for continued research, development, demonstration and commercialization; and


New technology and permitting risk.





Price information distortions caused by historical and ongoing subsidies for mature conventional energy technologies; unequal tax burdens from capital-related income and property taxes compared to deductibility of fuel expenses; and public benefits not captured in energy pricing including environmental, diversity, reliability and security benefits.





Lack of customer information, understanding, and tools to value technologies which are new, unfamiliar, and often have different operating characteristics than conventional generation, such as intermittence.





Split incentives among potential customers, such as landlords owning buildings and tenants paying electricity bills.





Market factors discriminate against small, intermittent and dispersed resources.











IV.  Why a Fund is an Appropriate Mechanism to Support Renewable Energy





The proposed legislation of the Joint Committee on Electric Utility Restructuring includes provisions for the establishment of a “Renewable Energy Fund” to encourage the development and increased use of renewable energy resources in the Commonwealth. A recommendation to establish a renewable energy fund, with a benchmark of an additional 4% of electricity sales from new renewable energy sources by 2007, was included in the Department of Public Utilities’ proposed rules;� and funding for renewable energy was included in the renewable energy provisions by the signatories of both the Massachusetts Electric Company� and Eastern Edison Company� settlements. 





We believe that a renewable energy fund can:





engage the private sector to take advantage of market forces in a restructured environment;


help to capture the opportunities and benefits of renewable energy;


address specific market barriers to commercialization of renewable energy [see example below];


leverage other public and private funds;


encourage private entrepreneurial activity, manufacturing expansion and technological innovation;


foster entrepreneurial activity focused on local community economic development;


begin to account for public benefits that are not directly valued in the market;


help to more equitably distribute the costs associated with the public benefits;


help to balance existing and historic tax preferences and subsidies for fossil and nuclear fuels;


reduce the risks to early entrants;


provide for public participation and accountability;


reduce long-term costs of specific emerging technologies; and


support commercialization and market acceptance.











How a Fund Can Help Overcome Particular Market Barriers





Barrier	Response


Higher up-front costs	Match loan repayment schedules to fuel savings and other 


	ongoing benefits.





Permitting		Training and education for state and local officials;  


	address siting concerns.





Lack of credible	Provide credible, timely information on performance;


performance information	develop and provide performance guarantees.














V.  Specific Recommendations on the Draft Legislation





The Massachusetts Renewable Energy Collaborative members have reached consensus on the following recommendations: technologies eligible for funding; the goal of the Renewable Energy Fund; guiding principles for the Fund Administrator; the Fund’s structure; and the Fund Administrator and the Advisory Committee.





A. Technologies Eligible for the Fund





We support the following language and definitions, regarding eligibility for the Fund:





Emerging technologies which use renewable energy or are fuel cells, except those using fuels derived from coal or oil (other than propane), and have significant potential for commercialization in the Commonwealth or the region, are eligible for funding.  Emerging technologies are those which have been shown to work but are not yet fully commercial or competitive with current commercial power generation technologies.  Emerging storage and conversion technologies connected to qualifying emerging generation projects are also eligible for funding.  Mature renewable energy technologies are not considered emerging and are not eligible for funding.  The Fund Administrator, in consultation with its Advisory Committee, shall regularly publish a list of mature technologies which are not eligible for new funding commitments.  The following technologies are not considered emerging and are not eligible for funding: hydro that requires construction of new dams or substantial expansion of existing dams, and conventional municipal solid waste plant technology in commercial use.  





For the purposes of this fund, “renewable energy” is defined as that which comes from the sun or sustainable natural processes, and is replenished by those sources.  It includes, but is not limited to, energy resources primarily derived from sunlight, wind, flowing water, biomass, ocean wave and tidal motion, and geothermal energy.  It does not include coal, oil, natural gas (except when used in fuel cells), or nuclear power. �





B.  Fund Goal





We agree that the goal of the Fund should be to increase the availability, affordability and use of renewable energy by Massachusetts electricity consumers through:





Markets - Supporting increased demand for renewable energy resources via market development in the Commonwealth; 


Industry - Supporting the continued survival, development and growth of renewable energy projects, enterprises and related institutions in the Commonwealth and region; and


Knowledge - Supporting the expansion of renewable energy expertise at all levels in the Commonwealth.





C.				Guiding Principles for the Fund Administrator





We agree that the Fund Administrator should observe the following non-prioritized guiding principles to achieve the Fund’s goal. We recognize that tradeoffs will probably need to be made among these principles; this should be done explicitly and publicly.





The Fund Administrator, to the greatest extent possible, should maximize the:





direct benefits to Massachusetts consumers/ratepayers;


equitable distribution of benefits to all classes of consumers throughout the Commonwealth;


cost-effectiveness of  Fund administration;


work done by Massachusetts and regional companies/entities;


use of additional funding from government, the financial community, foundations, and customers including tax credits, cost-sharing and other incentives;


removal of market barriers to commercialization;


development of in-state projects;


environmental and public health benefits; 


diversity among renewable energy technologies and companies;


options available to customers;


economic benefits to Massachusetts and then the region;


timeliness of renewable energy opportunities and benefits in the Commonwealth;


stability and predictability of renewable energy markets;


cost-effective use of Fund resources;


energy produced from renewable resources;


generation projects ahead of conversion and storage projects; 


capture of time-dependent opportunities (e.g., new construction and building renovations);


use in fuel cells of renewable sources, followed by natural gas and then propane; and


performance, quality and safety of components and systems, with reference to industry standards where appropriate.





D.  Structure of the Fund





	We agree on the following recommendations regarding the structure of the Renewable Energy Fund:


 


The Fund should be set up to include a market development fund and an investment fund.





The market development fund should be used to lower the market barriers to commercialization of renewable energy technologies listed in Section III by a variety of methods, such as:





product and market development initiatives, such as resource assessment and other applied research,� demonstration, training and education at all levels;


production credits to suppliers, or bill credits to consumers who produce or purchase electricity from renewable energy technologies; and


grants, loans, loan guarantees, performance guarantees, or other mechanisms to facilitate the market entry of renewable energy projects or equipment. 





The investment fund should be used for activities such as providing loans and risk capital to eligible renewable energy projects, enterprises and related institutions.  The investment fund should be encouraged to operate on a commercial basis.





These funds should be structured to allow for and encourage leveraging of Fund dollars from private, public, foundation and consumer sources.





3.	Funds used for market development and investment in renewable energy for Massachusetts customers, as described in the Goal Statement of Section V.B above, should equal or exceed ratepayer contributions.





4.	Allocation between the funds should be determined by the Fund Administrator in consultation with the Advisory Committee and consistent with the overall goal of the Renewable Energy Fund, as stated in Section V.B.





E.  Fund Administrator and Advisory Committee





We endorse using the Massachusetts Technology Collaborative (MTC) as the administrator for the Renewable Energy Fund. The MTC should set annual objectives and metrics related to each objective, and formulate an evaluation plan. It should then evaluate those metrics and produce an annual report on the Fund’s performance.  Copies of the annual report should be submitted to the Legislature, filed with the Department of Public Utilities and made available to the public. 





We also endorse establishing an Advisory Committee to assist the MTC Board with the Fund, and make the following recommendations which we believe will enhance the effectiveness and public accountability of the Fund administration:





The chairperson of the MTC Board, in consultation with the Commission of the Department of Public Utilities (DPU), should establish and appoint an Advisory Committee for the Renewable Energy Fund, subject to the approval of the Senate President and Speaker of the House, or their designees;





The role of the Advisory Committee should be to recommend to the MTC Board policies and plans necessary to implement the Fund consistent with the goals and guiding principles in Sections V.B. and V.C. above.  The Advisory Committee will also regularly review the activities of the Fund including the annual report issued by the MTC. 





The Advisory Committee should consist of representatives from the Division of Energy Resources, the Attorney General’s Office and the Executive Office of Environmental Affairs, and other members with knowledge and expertise in renewable energy who collectively represent the following interests: 





academic community


business development and investment community


electric distribution companies


power marketers


environmental and renewable energy advocates


residential ratepayers (including low-income ratepayers) 


commercial and industrial ratepayers


renewable energy industry


local government representatives





Appointment of the Advisory Committee should be guided by a principle of providing diversity among members including income, ethnicity and geography.








F.  Other Issues





The Legislation of the Joint Committee on Electric Utility Restructuring proposes exempting municipalities from the procurement  provisions of MGL Chapter 30B relative to the purchase of electricity.  If the Legislature decides to proceed with this exemption, we recommend allowing the following exception:  Section 18 of c.30B (the Sheltered Market Program).  With this exception, a Chief Procurement Officer would retain the authority to establish a Sheltered Market Program.  A “Sheltered Market Program” is an optional program under which certain contracts are designated by the Chief Procurement Officer for procurement from one or more classes of disadvantaged vendors, i.e., women- and minority-owned businesses. We support the Sheltered Market Program in order to eliminate market barriers and create an entrance point for women- and minority-owned businesses seeking to compete in a restructured electric market on a level playing field.  The Sheltered Market Program could allow for true diversity and foster competition in the renewable energy industry.


� The Massachusetts Energy Plan, 1993,  p. 31.


� Ibid.


� Joint Committee on Electric Utility Restructuring of the Massachusetts Legislature, Report and Legislation, March 20, 1997.


� Study commissioned by Clean Water Action, 1994.


� Toxic metals are emitted by burning coal, oil and municipal solid waste.  Municipal solid waste facilities, but not fossil-fueled facilities, are currently regulated for these emissions.


� Barbara C. Farhar, Trends in Public Perceptions and Preferences on Energy and Environmental Policy, National Renewable Energy Laboratory, Golden, CO, February 1993.


� New England Governor’s Conference, Regional Energy Assessment Project, December 1996, p. V-6.


� Electric Utility Restructuring, DPU 96-100.


� Massachusetts Electric Company, DPU 96-25.


� Eastern Edison Company, DPU 96-24.


� References to “renewable energy” and “renewable energy technologies” in this entire recommendations section are intended to include all technologies eligible for the Fund.


�  We support using a portion of the Fund, combined with the maximum available federal funding, for applied research oriented toward the commercialization of renewable energy technologies in New England, including:  resource assessment; optimizing siting and operating performance in regional climatic and environmental conditions; resolving siting, permitting and zoning issues; developing appropriate system operation, power exchange, transmission, interconnection and siting rules and procedures; and identifying market barriers and failures.  We also support projects demonstrating and commercializing new renewable technologies in the region with the potential to provide significant long-run benefits and new markets.
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