Mobilizing Against Customer Choice: The US Utility Sector’s Assault on State-Sponsored Rooftop Solar and Customer Energy-Savings Programs:  Part II

In Part I of “Mobilizing Against Customer Choice: The US Utility Sector’s Assault on State-Sponsored Rooftop Solar and Customer Energy-Savings Programs” the Civil Society Institute reviewed and discussed “Disruptive Challenges: Financial Implications and Strategic Responses to a Changing Retail Electric Business”
 with respect to the utility industry’s concerted effort to thwart the technological and cost revolution now occurring in the distributed energy resources (DER) sector.  Part II will review and discuss a second report supported by the Edison Electric Institute (the national lobbying arm for the US utility industry) entitled “Development and Integration of Renewable Energy: Lessons Learned from Germany.”
   This report is another pillar in its overall strategy to curtail consumer choice. 
“Lessons Learned from Germany” is an attempt to eliminate Germany’s well-known energy transition (Energiewende) as a potential renewable policy model for US policymakers, investors, and public.  It couches the German policy of phasing in renewables and energy efficiency investments (with renewables reaching 80% of electric generation and commensurate reductions in fossil-fired power plants while decommissioning all nuclear power plants in the country by 2022) as a well-meaning but misguided policy resulting in “unintended consequences.” 
In the report, commissioned to the Swiss-based FAA Financial Advisory AG,
 the utility industry paints an ominous picture of what could happen if the US were to adopt a similar policy.  The threats to US ratepayers and investors asserted in the report include diminishing system reliability, excessive cost and subsidies, distortion of markets and economic upheaval, and periodic cycles of boom and bust in renewables investment.  EEI continues the drumbeat as to the purported unpredictability and high cost of variable wind and solar PV technology.  As in the Disruptive Challenges report, the utility lobbying organization argues for a broad mix (the all-of-the-above approach) under utility control to address these problems of energy sources.
However, the report actually depicts an essentially successful energy policy.  In fact, it outlines probably the most aggressive policy in the world by a major economy aimed at replacing conventional power plants with renewables and energy efficiency, faced with challenges but far from failing.  EEI’s criticisms, under the guise of an independent, objective report, are exaggerated, misleading, or misplaced.  Indeed, the report ultimately recognizes that many of the problems it attributes to Germany’s renewable energy policy have little or nothing to do with that policy.
The German Energiewende is Not an All-of-the-Above Approach
As noted in Part I of this two-part series, the US utility sector supports and has largely convinced policymakers to support an all-of-the-above resource strategy in the US for the electric system whereby a “balanced” portfolio of conventional power, renewables, and efficiency would ensure, according to proponents, affordable utility bills and system reliability.  Utilities also assert that integration of variable renewable power should proceed under utility control. 
This argument is continued in the Lessons Learned report.  In it, EEI through its Swiss-based surrogate, purports that one lesson to be learned is “to ensure a stable transition of renewables as part of the overall power portfolio.”
  (emphasis added) The organization also argues that the primary incentive (namely, the feed-in tariff or FIT) adopted in Germany “results in uncontrollable development of qualifying projects, irrespective of the demand for this power”… and implies that policies are required “to incentivize flexible renewable power to be available where and when needed.”
 (emphasis added) Moreover, this “impressive roll-out” of renewables has resulted in “value destruction for all stakeholders” including “electric utilities and customers.”

These assertions are misplaced or belie the facts.  First of all, the German Energiewende is a policy designed to eventually replace conventional power plants with renewables and energy efficiency.  It is not designed to sustain all energy resources (all-of-the-above) on equal footing or to suggest that these resources will be needed indefinitely. 

Although EEI recognizes the aims of German energy policy
, it continues to argue in the context of the current utility model and protecting its assets.  It uses the argument that renewables should only be part of a broader energy mix
, which includes central station power plants.  In keeping with its perspective, it implies that new policies are required to determine the pace of development,
 i.e. policies that put the utility industry in the drivers seat.  
Contrary to EEI assertions, there is hardly value destruction for all consumers.  Half of the wind and solar PV in Germany is owned by customers on non-utilties,
 which amounts to an estimated 100 billion euros in assets.
  Recent changes in the law do not impact FIT levels for current customers and do not force customers to pay a portion of the FIT for systems of 10 kilowatts or less, i.e. homeowners and small commercial.
  Large industrial electric users are exempt from the FIT and also enjoy much lower wholesale prices due to renewables on the grid.
  

In actuality, the greatest amount of value destruction is occurring at utility companies.  The report notes, “In terms of the magnitude of share price reductions, power utilities have fared worse than the renewable space.”
  In essence, they did not participate in the Energiewende and lost big financially. 
  Instead, they overbuilt fossil fuel power plants beginning in the 2000s.
 
These kinds of arguments push the envelope of reality and continue throughout the Lessons Learned report. 

Assertions of High Cost, Excessive Subsidies and Threatened Reliability are Unfounded
Cost

In terms of cost, the energy transition has raised rates and cost money.  The Lessons Learned describes some of the costs.  Compared to what is the important question.  While Bloomberg estimates the costs of the transition at 106 billion euros at this point in time and Wall Street Journal estimates a cost of 1 trillion euros through 2040.  However, Germany spends 90 billion euros annually on natural gas and oil imports.
  Moreover, the Lessions Learned report does acknowledge that renewables reduce dependency on fossil fuels.
   
The Lessons Learned report also raises the issue of integration costs, asserting that backup power costs could increase per megawatt hour.  However, a recent European Commission report concludes that integrating high penetrations of renewables would be approximately the same as a grid powered with conventional power plants, which means there’s no cost increase from renewables and such investments mean power prices would be cheaper going forward due to much lower
maintenance costs and no exposure to fluctuating fuel costs.
   Indeed, the EEI report on Germany provides an example where the cost of power with high penetrations of renewables would be the same as without.

 Beyond these benefits, ramping up renewable investment is a much less risky proposition for the economy as a whole than continuing to rely on Russia to deliver most of Germany’s and the EU’s natural gas.  
If Germany were to rely on new nuclear plants to assist with reducing climate impacts, the public would be facing higher utility costs, as new nuclear plants are already more expensive than solar PV and onshore or offshore wind, according to Agora Energiewende.
  

Not only are the current costs of new construction lower for solar and wind technology than nuclear power, the Lessons Learned report demonstrates the lower cost of renewables compared to conventional generation in the context of wholesale rates and competition.  “Due to the transition to renewable energy,” citing low the marginal costs  (cost of fuel and maintenance) of renewables, “and the need of conventional plants only as backup, many of these plants have been turned down or closed definitely.”

As with other issues involving the energy transition, the report wants to leave the impression of high utility bills to ratepayers.  However, as in other cases, it fails to do so.  The report admits that utility bills represent a small portion of average income in Germany.
  Another study corroborates this finding in terms of utility bill affordability (assessed in terms of percentage of income dedicated to utility services)in the EU.
  The report also acknowledges “diverse reasons behind the increase in retail electricity rates” …with the FIT representing only “18%” of the average entire electric bill in 2013.
 
Another indication of lack of “bill shock” from the transition is that although electric rates in Germany are much higher that in the US, usage is much lower, resulting in comparable average monthly utility bills.
  

Subsidies

The utility-sponsored Lessons Learned report claims that, among other factors that have nothing to do with the German renewables policy, renewable subsidies are distorting the market.
  However, subsidies are not limited to solar and wind technology in the EU or Germany.  An analysis recently prepared for the European Commission shows continued subsidies for the mature coal, nuclear, and natural gas industries.  For 2012, coal received 10 billion euros across the EU, with German support the highest at 3 billion euros.  Nuclear received approximately 7 billion euros and natural gas 5 billion euros, for a total of about 22 billion euros.  Historic subsidies were not included.
  Also, not mentioned in the EEI report are the enormous cost overruns that still plague nuclear construction.
  Renewables received more subsidies, estimated at 27 billion euros with solar receiving the highest level of subsidy at nearly 15 billion euros.
  
But the Lessons Learned report sheds light on the real reason conventional power just can’t keep pace with solar and wind investment in terms of cost and risk.  The report states: “Given the long planning and construction periods of traditional power plants, (for example, the new nuclear plant in Olkiluoto, Finland, with 1.7 GW, is in the tenth year of construction) this rapid deployment of renewables (referring to the precipitous drop in panel prices that led to an explosion of development in Germany) can only be described as a macroeconomic shock.”
 In other words, wind and solar technology can be deployed much more quickly than conventional coal or nuclear plants and at much lower financial risk.  Once built, as we have seen, operational costs for these technologies are much lower than conventional plants. 
Moreover, the cost of coal would be much higher if climate and health impacts were included in the price along with subsidies, a recent study finds.  Coal’s costs would then range significantly beyond those of onshore wind and could easily exceed solar and offshore investment.  The study, conducted by Ecofys, finds that the cost per ton of carbon should be 50 euros, not the 6 currently traded on the EU carbon market,
 which would have a significant impact on the economics of coal-fired power that is separate and distinct from renewable subsidies. 
Reliability
The EEI report sounds the alarm that the sinking wholesale prices, which are making conventional plants uneconomic, “could ultimately result in deterioration of the country’s reliability.”
 This hasn’t happened and is unlikely to happen.
For one, the German electric grid is one of the most reliable in the EU, more reliable than countries (like France and the Netherlands) that have far fewer variable renewables.
  

Also, government is well aware of the situation.  The Lessons Learned report uses an example of the German grid operator declaring a natural gas plant “must run” for reliability purposes that was otherwise scheduled for decommissioning.
 That’s not a random situation, signaling imminent grid failure.  The grid operation assesses on a continuing basis the transmission bottlenecks to sustain reliability.  It’s done as part of the operator’s normal procedures.
 

In fact, planning for reliability purposes is already occurring.  Policymakers, analysts, and advocates are considering transmission build-out
 and, on an interim basis, power purchases to maintain reliability.  Also, a strategic reserve for coal-fired power plants is being considered to take coal out of the market but for the purpose of having the necessary capacity on hand to keep the lights on while systematically decommissioning unneeded plants.
  Indeed, the Lessons Learned report mentions a state of overcapacity of power in Germany.
 Others are proposing a “capabilities market” to populate the grid with resources such as storage and plants using biogas to make the grid more flexible so more wind and solar can be deployed.
 
Negative Impacts of FIT Policies:  The Fallacy of Boom and Bust and Macroeconomic Impacts
The strategy in the Lessons Learned report is to portray European economies in chaos as a result of renewable energy policies by assigning “boom and bust” cycles to FIT policies.  Moreover, the report attempts to blame FITs as the driving force behind economic woes. Try as it might to leave this impression, the report ultimately fails to accomplish this.  
To begin with, the success or failure of a FIT policy depends on its design.  The German FIT has not resulted in booms and busts, per se.  There has been one boom period in a history of systematic deployment that had nothing to do with the FIT. The installation of record amounts of solar PV of 7,000 megawatts annually over the period of a few years had to do with the precipitous drop in solar panel prices from Chinese over-production, and the EEI-sponsored report recognizes this.
   The flood of Chinese solar panels into the global market was so excessive that both the EU and US leveled anti-dumping tariffs on them.

The report does bring up the Spanish FIT where the government has wreaked havoc for participating solar customers.  However, the problems created in Spain surrounding the country’s FIT policy has little to do with the FIT but with ongoing government policies relative to assigning costs of the electric system to the public. As reported in Renewables International, “[A]ll of this (the Spanish government’s policy relative to the FIT) is somewhat unrelated to feed-in tariffs and very directly related to Spain’s refusal to have ratepayers actually cover the cost of electricity…. [T]he Spanish government had put a ceiling on power prices, and the resulting ‘energy deficit’ had reached 14 billion euros…”

To adjust for price declines in solar panels, the German FIT policy called for systematic reductions in price, again, as recognized in the Lessons Learned report.

And, as recognized in the report, the speed at which the price of solar panels dropped did not allow policymakers time to respond in time to prevent a boom in solar installations.
  The German government did ultimately amend the country’s renewable energy law in August 2014, which may have the effect of slowing the energy transition but, as we have seen, has not signaled abandonment of the transition.

Another contention of the report is that the FIT is somehow contributing to a reduction in German exports, on which the country heavily depends for sustained economic wellbeing.  

The report states: 

“A recent analysis found that from 2008 to 2013, Germany incurred $67.6 billion (€52 billion) in net export losses because of its high energy costs, compared to its five leading trade partners. Losses in energy intensive industries accounted for 60 percent of the total losses. This was further highlighted by a recent International Energy Agency report, which stated that the European Union (EU) is expected to lose one-third of its global market share of energy intensive exports over the next two decades due to high energy prices, expensive energy imports of gas and oil, as well as costly domestic subsidies for renewable energy.”

An initial observation is that the largest energy intensive industries, confirmed in the report itself, are exempt from the FIT.  Secondly, this downturn in exports occurred during a global recession.  In addition, the report later recognizes that “the majority of which (the EU share of global exports) is due to the high cost of energy imports, such as gas and oil.”  And Germany imports 86% of its natural gas and 85% of natural gas is used for heating buildings or in industry processes, not the electric sector, in Germany.

The report also asserts a loss of jobs in negatively impacted sectors.  It estimates, for instance, that 200,000 conventional power plant sector employee jobs are at risk. However, it also finds, “Despite recent difficulties in the solar market (discussed above), it is expected that new renewable energy jobs will reach 500,000 in 2020,”
 an overall net gain in employment in the power sector.
The German Success Story
The Lessons Learned report depicts not a failed policy but a success story with challenges.  Ultimately, the German Energiewende is a good model, however imperfect, for the US to follow.  There are challenges and political pressures from those threatened by the transition to be sure.  However, the US can learn from the pitfalls and pursue such a policy on its own to great benefit for the country. 

In fact, the changes in the renewable energy law to slow the transition may not have much to do with cost at all.  Moreover, the evolving utility business seems to verify the success of the energy transition, not its failure. The government’s policy may be a purposeful strategy to allow the country’s big electric utility companies time to adjust their business models by supporting utilty-scale and distributed renewables, as utility companies acquiesce to the public commitment to the energy transition.

There are two prominent signs that the German energy transition has been a success and continues to be one.  First of all, major utilities are announcing changes in their investment patterns to conform to the new renewables markets.  Secondly, the German government recently announced an aggressive carbon reduction policy, reaffirming the country’s past commitment. 

In 2013, RWE, Germany’s second largest electric utility, announced a change in business model.  “Challenged by the surge in distributed renewables and a strong decline in revenues… RWE… is reportedly planning to completely transform itself from a traditional electricity provider into a renewable energy service provider… The utility’s new philosophy: either adapt – or wither away and die.”
 Similarly, E.ON, Germany’s largest utility, recently announced “plans… to leave the centralized power business in order to focus exclusively on distributed energy and ‘empowering customers.’”
 
In December 2014, the German government announced that it will work to reach reductions in carbon emissions of 40% below 1990 levels by 2020, passing a package worth billions in energy efficiency investments.
  This could lead to the decommissioning of more coal-fired power plants.

But the government apparently doesn’t want the utility industry to die.  In its 2014 amended renewable energy law, the government increases support for offshore wind while it ratchets down the FIT for distributed renewables, a market in which only big companies can play, like the largest utility companies.
  
Conclusions
Although EEI continues to advocate for an all-of-the-above energy policy sounding the alarm for the financial viability of conventional power plants, the German energy transition is exactly that, a transition.  It is designed to move power generation systematically away from conventional coal-fired, nuclear, and natural gas-fired power plants to renewables and energy efficiency.  In fact, the threat posed by distributed energy resources raised in the “Disruptive Challenges” report forms the basis of the German energy transition, which, perhaps, is the underlying reason for EEI commissioning the “Lessons Learned” report in the first place.

The Edison Electric Institute’s strategy to control and curtail the revolution in distributed energy resource technology and renewables continues in the “Lessons Learned” report it commissioned with Swiss-based FAA Financial Advisory AG.
It raises cost, subsidy, reliability and disruptive macroeconomic concerns that it attributes to Germany’s FIT (feed-in tariff) policy and, to a lesser extent, energy efficiency programs. However, when it’s all said and done, the report fails to make its case because it must recognize that factors outside of Germany’s renewable energy law have had a central impact on economic and rate developments in the country.  In fact, among these, reliability of the electric grid has remained steady and superior to most of those in EU member countries.   As for the others, cost remains a manageable portion of German electric bills and energy imports are the main impetus behind high energy costs.   

There is sustained commitment to the energy transition by the German government and public.  Changes in the renewable energy law made in 2014 appear more a move by the government to allow the nation’s large, investor-owned utility companies, which failed to participate initially in the transition and lost billions in value as a result, time to alter their business plans to participate in the transition.  In addition, Germany remains committed to reductions in carbon emissions, a policy that requires an increase in energy efficiency and renewable energy investments and the decommissioning of coal plants. 
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