112 State Street TTY/TDD (VT: 800-253-0191)

4t Floor ey FAX: 802-828-3351
Montpelier, VT 05620-2701 il.n,” W* Y4 E-mail: puc.clerk@vermont.gov
TEL: 802-828-2358 m'“' Internet: www.puc.vermont.gov

State of Vermont
Public Utility Commission

MEMORANDUM

To:  Participants in Case No. 23-2220-RULE
From: Public Utility Commission Staff
Holly R. Anderson, Clerk

Re:  Staff Straw Proposals on Credit Fulfillment Plans and Criteria, Non-compliance and
waiver process

Date: July 10, 2024

Introduction: On April 19, 2024, the Commission issued a revised work plan for this docket.
Responding to participant feedback that the Commission should seek input on groups of related
statutory directives, this memo serves as the staff straw proposal on items related to obligated
party plan review and compliance with the potential Clean Heat Standard.! This memo includes
straw proposals on the following elements:

* Obligated party credit fulfillment plan review and criteria (30 V.S.A. § 8125(d)); and
* Non-compliance enforcement and waiver (30 V.S.A. § 8124(f)(2) and (3))

These straw proposals are meant to solicit specific feedback — reasons why the proposals will or
will not work well and whether they address the statutory requirements. If a participant does not
agree with one or more of the proposals, in whole or in part, the participant is encouraged to
offer an alternative approach (that includes its advantages and limitations). Comments in
response to these proposals must be filed by July 29, 2024. Comments addressing the credit
fulfillment plan should be tagged with the “6 Regulated Entities” dropdown option when filing.
Comments addressing non-compliance enforcement should be tagged with the “4 Credit Usage”
dropdown.

! For an overview of the work done to date and other information on the proposed Clean Heat Standard, please see
the Commission's Clean Heat website at https://puc.vermont.gov/clean-heat-standard.
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Obligated Party Credit Fulfillment Plan Review and Criteria

Legal basis: During each compliance period all obligated parties will be required to obtain and
retire a specified number of clean heat credits. Section 8122(c) dictates that an obligated party
“shall obtain the required amount of clean heat credits through delivery of eligible clean heat
measures by a default delivery agent, unless the obligated party receives prior approval from the
Commission to use another method as described in section 8§125.” Section 8125(d)(1) reiterates
that an obligated party “shall meet its annual requirement through a designated default delivery
agent appointed by the Commission.” However, an obligated party may seek to meet its
requirement, in whole or in part, through delivery of clean heat measures, by contracting for
delivery of clean heat measures, or through the market purchase of clean heat credits. An
obligated party “shall be approved by the Commission to meet its annual requirement using a
method other than the default delivery agent if it provides sufficient details on the party’s
capacity and resources to achieve the emissions reductions. This approval shall not be
unreasonably withheld.”

Section 8125(d)(2) requires the Commission to develop a form for an obligated party to indicate
how it intends to meet its requirement. ‘“The form shall require sufficient information to
determine the nature of the credits that the default delivery agent will be responsible to deliver on
behalf of the obligated party. If the Commission approves of a plan for an obligated party to
meet its obligation through a mechanism other than payment to a designated default delivery
agent, then the Commission shall make such approvals known to the default delivery agent as
soon as practicable.”

Section 8125(d)(3) requires the Commission to “establish a standard timeline under which the
default delivery agent credit cost or costs are established and by which an obligated party must
file its form. The default delivery agent’s schedule of costs shall include sufficient costs to
deliver installed measures and shall specify separately the costs to deliver measures to customers
with low income and customers with moderate income as required by subsection 8124(d) of this
title. The Commission shall provide not less than 90 days’ notice of default delivery agent credit
cost or costs prior to the deadline for an obligated party to file its election form so an obligated
party can assess options and inform the Commission of its intent to procure credits in whole or in
part as fulfillment of its requirement.”

Staff proposal: The following process is intended to take place after the Commission’s process
on pacing as well as the review of default delivery agent three-year plans and budgets and the
publication of default delivery agent credit costs.

The Commission will open a new case in ePUC for obligated parties to file their compliance
plans. Each obligated party will file its compliance plan with the Commission no later than
August 1 of the year immediately prior to the start of the next compliance period. The
Commission will provide a fillable form that obligated parties will use to indicate the “nature of
the credits that the default delivery agent will be responsible to deliver on behalf of the obligated
party.” There are five categories of credits that a DDA could deliver on behalf of an OP:

e Market rate

e Low-income generic

e Low-income installed (with capital investments in homes, 10-year measure lives, lower
annual energy bills)

e Moderate-income generic



e Moderate-income installed (with capital investments in homes, 10-year measure lives,
lower annual energy bills)

The obligated party would input the number of clean heat credits that it is required to obtain, and
the form would auto-populate the number of credits required for each category. If the obligated
party intends to obtain the required amount of clean heat credits through a default delivery agent,
then it would so indicate by checking a box on the form. If the obligated party intends to obtain
the required amount of clean heat credits, in whole or in part, through delivery of clean heat
measures, by contracting for delivery of clean heat measures, or through the market purchase of
clean heat credits, then the obligated party’s plan would be subject to Commission review and
approval. For each of the five categories listed above, the obligated party would need to specify
the portion that it would procure via the default delivery agent and the portion that it would
secure on its own through delivery, contract, or market purchase. The plan will be approved by
the Commission if the obligated party “provides sufficient details on the party’s capacity and
resources to achieve the emissions reductions. This approval shall not be unreasonably
withheld.”?

To demonstrate that the obligated party has sufficient capacity and resources, Commission staff
proposes the following standards of review.

* For delivered clean heat measures, the obligated party must attest that it has secured
adequate supply of eligible fuels through contracts.

» For installed measures that the obligated party intends to install itself, the obligated party
must demonstrate that (a) it has staff with appropriate training and credentials to perform
the work, and (b) sufficient staff to install the required number of measures.

* For contracts or market purchase of clean heat credits, the obligated party must attest that
it understands the anticipated compliance cost and has the financial resources to pay the
anticipated compliance cost. The obligated party would indicate its anticipated
compliance cost.

» For all types, the obligated party must attest that it understands the applicable
documentation and record-keeping requirements.

If the obligated party satisfactorily demonstrates that it has the capacity and resources pursuant to
the above, the Commission would issue a brief order approving the obligated party’s compliance
plan.

Proposed schedule: The following schedule would take place during the year preceding the
compliance period.

Activity Date
Publication of DDA credit cost May 1
Obligated parties file compliance plans August 1
Commission review/approval of compliance | October 1
plans

Questions regarding proposal:

2 Section 8125(d)(1).



. What information, if different from above, should an obligated party provide to
substantiate that it has the “capacity and resources” to procure the required number and
type of clean heat credits? For measures that the obligated party intends to install itself,
what would be appropriate training and credentials? (For example, certification by the
Building Performance Institute; registered with the Office of Professional Regulation)

. What public-facing process, if any, should be part of the Commission’s review of
obligated party compliance plans? Should the process include a 30-day comment period
after obligated party plans are filed?

. How often should the Commission review obligated party compliance plans? If not
annually, should the Commission require compliance plans every three years, to align
with the triennial review process for default delivery agent budgets and plans? Does
statute dictate some other frequency of review?

Should there be a different process or standard of review for initial obligated party
compliance plans for the first compliance year(s)? If so, what would be that process or
standard of review?



Obligated Party compliance review, enforcement, and waiver criteria

Legal basis: During each compliance period all obligated parties will be required to obtain and
retire a specified number of clean heat credits. There will be a periodic process, potentially
annually, to determine whether obligated parties have met their obligations by retiring the
specified number of clean heat credits. Section 8124(f) establishes the consequences for failure
to retire the required number of credits.

(2) The Commission shall order an obligated party that fails to retire the number of
clean heat credits required in a given year, including the required amounts from
customers with low income and moderate income, to make a noncompliance
payment to the default delivery agent for the number of credits deficient. The per-
credit amount of the noncompliance payment shall be two times the amount
established by the Commission for timely per-credit payments to the default
delivery agent.

(3) However, the Commission may waive the noncompliance payment required by
subdivision (2) of this subsection for an obligated party if the Commission:

(A) finds that the obligated party made a good faith effort to acquire the
required amount and its failure resulted from market factors beyond its
control; and

(B) directs the obligated party to add the number of credits deficient to one
or more future years.

Staff proposal: The following is a procedural proposal and does not address the specific
requirements for verification of individual clean heat measures. The requirements for that
verification work will be the subject of a separate forthcoming staff straw proposal.

Schedule

Commission staff propose the following schedule for review. Although the process could
commence earlier in the calendar year, the proposal intentionally falls outside the peak of the
heating season.

Activity Date

Obligated parties file clean heat credit claims for the previous calendar May 1
year and requests for waiver for non-compliance

Department of Public Service files recommendations to the Commission | July 15
regarding (1) the verified clean heat credits achieved by obligated parties
in the previous year, and (2) any waiver requests.

Deadline for obligated parties and any other interested parties to file July 31
comments on the Department’s recommendations.

PUC determination of compliance or granting of waivers September 15
Deadline for obligated parties found to be out of compliance to file non- October 15

compliance payment

Waiver criteria

Section 8124(f)(2) directs that failure to retire the required number of clean heat credits in a
given year results in a noncompliance payment to the DDA for the number of clean heat credits



deficient. The per-credit amount is two times the price of a timely per-credit payment to the
DDA. Section 8124(f)(3) details the statutory criteria that the Commission may consider when
an obligated party requests waiver of the noncompliance payment. This proposal recommends
that the Commission require an obligated party to provide the following information in a waiver
request:

Substantiation of the good faith effort to acquire the required amounts. Each obligated
party will have filed a compliance plan (see first straw proposal, above), so the waiver
request should explain what part(s) of the compliance plan fell short and describe the
obligated party’s efforts to fulfill those part(s) of the plan;

Explanation of how the obligated party’s failure resulted from market factors beyond its
control; and

A specific proposal for the number of credits deficient that will be added to one or more
future years. For example, an obligated party who is 10 credits deficient could propose to
add a 10-credit requirement to the next calendar year, or could propose to add a smaller
credit requirement to multiple years, such as 5, 3, and 2 credits over the next three years,
respectively.

Questions regarding proposal

1.

The proposal assumes there will be an annual compliance review. Should the
Commission review compliance on some different schedule (for example, every three
years). Does statute dictate some other frequency of review?

Please comment on the timing of the process (when it starts, and the intervals for each
step) and sequence of review.

What information, if different from above, should an obligated party provide with a
request for waiver of noncompliance payment?
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