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Before the first state opened its retail electricity market to competition, environmentalists and others warned that deregulation's drive toward low-cost power sources could have the unintended and undesirable effect of cutting what little money was being spent on renewable energy.

But judging from the states that have opened their markets, those concerns may have been overblown. As it turns out, deregulated states are planning to spend billions of dollars to boost green markets and alternative energy sources. 

While the jury is still out on the impact of these efforts, most of which are just getting underway, California, the state with the most experience, likes what it sees so far and has committed itself for the long haul.

California's Democratic Gov. Gray Davis signed legislation Oct. 2 to increase money for the state's renewable fund by about $5-billion over ten years. The cash will fund production credits for new and refurbished renewable energy, rebates and other economic incentives for emerging renewable technology, customer credits for buying renewable power, and support for biomass and solar projects.

California's $540-million renewable fund was started in 1998 as part of the state's restructuring law and was set to expire at the end of 2001. The fund provided about $75-million in consumer rebates for buying green power, which are now at 1 cent per kWh. At the end of August, a little more than 150,000 California residents were getting electricity from competitive suppliers--and virtually all of those were green offerings.

California isn't alone in its efforts. Eighteen deregulated states are hoping to boost renewable energy through system benefit charges (SBC), a surcharge on ratepayers, and renewable portfolio standards (RPS), and a required content of renewable generation within the electricity supply mix.

As examples of state renewable funding through restructuring legislation, Massachusetts expects to spend $45-million a year for the first five years, New Jersey expects to spend about $32-million through 2007, and Pennsylvania expects to spend about $75-million over five years.

Not including California's new legislation, nationwide, states are expected to collect more than $2-billion by 2010 through SBCs to be targeted at green energy projects and stimulating green markets, according to the Lawrence Berkeley National Laboratory's energy analysis department. The effort is expected to lead to roughly 4,800 MW in new renewable generation and support 7,700 MW in existing green generation, the lab estimates. ``The states are charting new ground,'' said Ryan Wiser, an analyst with the lab.

While California and Maine, for example, have backed renewables in the past, the new approach by deregulated states marks the first time states have collected significant funds to pay for green markets, he said.

In California, politicians see renewable energy as part of the solution in easing the power crunch, Wiser noted. ``If power prices remain high, renewables are close to being cost effective,'' he said.

The state spending for renewables may be a drop in the bucket compared to the energy industry's more than $200-billion annual revenue, but to green marketers and alternative energy companies struggling to make it in an emerging market, the state funds may be big enough to energize their business.

For example, on Oct. 2, Houston-based Enron Corp. and Danbury, Conn.-headquartered FuelCell Energy announced that they would work together to develop and market fuel cells, specifically targeting state renewable and energy conservation programs. ``[The state renewable funds and portfolio standards] will help jump start markets for fuel cells and other technologies,'' said Jerry Leitman, FuelCell CEO. ``It's not an absolute slam-dunk, but it helps set up a favorable climate and offset costs of early adoption.''

And San Francisco-based PGÈ Corp. received a $2-million grant from the New York State Energy Research and Development Authority to build a $10.7-million, 11.5-MW wind farm in Madison, N.Y. NYSERDA is putting another $4-million towards two other wind farms totaling 17.5 MW to be built next summer.

Most state funds are still gathering steam, with California in the lead.

Wiser explained that states are following a mix of three basic approaches: a venture capitalist slant, most common in the Northeast; a project development model; and an industry and infrastructure development approach, common in states with little renewable experience.

In the past, the Public Utility Regulatory Policies Act and federal tax credits drove renewable development. In the mid-1990s, renewable growth slowed when the tax incentives dried up and contracts signed under PURPA ended, Wiser said. With an eye on the failures of the past, the latest state efforts aim to stimulate the green markets so they will be robust when funding ends.

Connecticut is taking perhaps the most innovative approach with a heavy focus on venture capitalism. The Connecticut Energy Fund has about $14-million to invest this year and will grow to about $30-million a year by 2004. The investment fund is managed by Connecticut Innovations, Inc., a quasi-public agency that invests in early stage technologies. Connecticut Innovations last year posted a 20% return on fund equity.

CEF invests in clean energy projects and technologies in Connecticut and elsewhere that benefit state ratepayers. In August, CEF invested $100,000 in Solar Dynamics, a joint venture between CEF and ASE Americas, a solar technology company based in Billerica, Mass.

Solar Dynamics, based in Simsbury, Conn., will develop, make and distribute portable power systems using photovoltaic technology. The company will first make a portable solar-power generator to be used in places where electricity is not available.

In its only other investment, CEF invested $500,000 in the Hartford-based Connecticut Energy Cooperative, which aims to sell renewable and standard power to residents and small businesses in the state. The cooperative also expects to provide energy audits and renewable technology like solar panels and fuel cells.

Massachusetts and Pennsylvania are taking a ``blended'' strategy to their renewable programs, with Connecticut's investor approach in the mix.

In Connecticut and elsewhere, green marketers see potential in the state efforts. ``The opportunity is big,'' said Jason Gifford, regional coordinator for Green Mountain Energy and a member of the GPU renewable fund board in Pennsylvania. The state programs can help bridge the last gap to bring renewable energy to parity pricing with other fuels, Gifford said.

The programs need to focus on spurring demand through consumer education, buy-downs, and customer credits, rather than subsidies to green generators, Gifford believes. ``Marketers are more concerned about getting someone guaranteed to buy the power than getting financing to build new wind farms,'' Gifford said. ``It's not hard to get financing, but it is difficult to sell the product. [Once you begin selling] it starts a favorable spiral. The more people who buy it, the lower the costs.''

Which state has the most potential for boosting renewables? ``Texas is by far and away the most substantial success story,'' Wiser said. Even though the state hasn't opened for competition yet, about 400 MW of wind power is being developed as well as substantial landfill gas projects, Wiser noted. Under its restructuring law, Texas requires 1,280 MW of renewable energy capacity by 2003 and 2,880 MW by 2009. 
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