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Kimberly-Clark Corporation {"K-C"} appreciates this opportunity to offer comments in
strong support of Raised Bill No. 1081 ("RB 1081"). RB 1081 fixes, in a targeted and cost-
effective manner, a serious imbalance in the administrative program supporting Class il
renewable energy credits ("RECs") that undercuts Connecticut's energy independence and
economic development objectives.

Connecticut's Class lll program was designed to advance the development and retention
of environmentally preferred resources in Connecticut, including capital-intensive Combined
Heat and Power {"CHP") systems. As this Committee is aware, K-C was encouraged by Public
Act 05-01 to develop and construct a 35 MW CHP System, which qualifies as a Class lll resource,
at K-C's New Milford Mill. The mill is proud to employ more than 300 people with family-
sustaining wages. The CHP system meets all of the mill's electric and thermal power needs and
generates excess electricity that is available to export to the grid in highly congested SWCT for
the benefit of Connecticut ratepayers. K-C relied upon the Class 11l program to support its more
than $50 million investment in CHP as a tool to control energy costs and remain competitive in
the State. Although the development and operation of K-C's CHP system has been an
undeniable success for K-C, its employees, the local New Milford community, and the state as a
whole, that success is threatened by the existing and escalating Class i program imbalance,
which RB 1081 seeks to remedy.

in large measure, the Class Ilf program imbalance is attributable to the expanded
statutory definition of Class Il resource to include ratepayer-supported, utility-administered

conservation and load management {"C&LM"} programs as permitted by Public Act No. 07-242,
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With the expanded Class il definition, Connecticut has experienced a significant increase in
Class Il credits. Only a small fraction of Class Il RECs is generated by CHP resources; the vast
majority is created by C&LM programs. To be clear, K-C supports C&LM projects producing
verifiable energy savings earning Class Ill credits; however, the program must be adjusted to
accommodate these new resource types to avoid harming those businesses that relied upon
the Class lil program to support its Class il investment..

The negative impact of the expanded Class 1ll definition has been exacerbated by the
fact that the Ciasg iil Renewable Portfolio Standard ("RPS") requirement, which already was
significantly lower than the Class | and Class Il requirement, was not increased to accommodate
the additional resources when the Class il definition was expanded. By way of reference, the
Class ili RPS requirement began in 2008 at 2% of non-municipal load, increased to 3% in 2009,
and leveled off at only 4% of non-municipal load for 2010 and beyond. In contrast, the Class |
RPS requirements for the 2010-2020 period span from 7% up to 20% of non-municipal load.

RB 1081 rectifies this disparity between the different classes of renewable resources by
gradually increasing the RPS requirement for Class HI resources through 2020. Increasing the
Class ill RPS is necessary through 2020 to mitigate the existing sharp and expanding supply-
demand imbalance while continuing to incentivize additional energy efficient investments in
CHP and demand-side projects. In 2010, the total yearly demand for Class Hi credits was
- estimated to be 1.2 million RECs. In the first three quarters of 2010 alone, supply came inat 1.3
million, exceeding annual demand with one quarter in 2010 left to go. With the static Class Il!
requirement, the serious Class lll oversupply condition existing now will only increase in the

future as C&LM projects continue to create Class it credits.
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Not surprisingly, this inundation of Class lll credits from the utilities' C&LM program has
depressed the value of the Class [l credits, if they can be sold at all. The fear of not being able
to sell Class Hi credits to support continued economic operation is not unfounded for CHP
develobers because of the dominance of the utilities' C&LM programs in the Class 1ll program.
This is a vital issue for many Connecticut employers like K-C that relied upon the Class i
program to support their investment in CHP as a tool to conirol energy costs and remain
competitive in the State. With this existing and growing Class Il program imbalance, Class Ili
credit prices, to the extent that the RECs can be sold, have sharply declined from 2.5¢/kWh in
early 2009 to the 1¢/kWh statutory floor price intended to provide minimum revenue certainty
for Class HI resources. In fact, K-C has already received offers for less than the statutory floor
price. 1f RECs cannot be sold in the "vintage year," the DPUC has decided that they expire at the
end of the compliance year and have no value.

Saturation of the Class [l market also chills investment -- now and into the future -- in
new Class [fl resources, not only in CHP but also C&LM projects. Both types of Class lli
resources are cost-effective means for Connecticut to meet its environmental goals and, at the
same time, support Connecticut businesses that seek to reduce their energy costs and remain
in the State. Absent legislative action to correct the supply-demand imbalance, Conne;ticut will
not attract new or retain existing Class 1!l resources.

By gradually increasing, on an annual basis, the Class 1ll RPS requirement through 2020,
RB 1081 re-aligns the Class lil program expectations to better match the public interest

objectives of Public Act No. 05-01. Even with the gradual increase proposed in RB 1081, supply
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will outstrip demand for several years, but the increasing requirement will help to encourage
new entry and retain existing resources over time when the existing static requirement will not.
Such measures have both short- and long-term benefits by supporting existing businesses that
relied upon Public Act No. 05-01 programs to remain viable and to encourage new CHP and
C&LM development, which are cost-effective resources for the State to meet its sustainability
initiatives.

With its manufacturing facility in New Milford, Conﬁecticut, K-C appreciates the need for
reasonably priced, reliable electric service that supports the State's environmental objectives.
Partiéu!arly during a period of economic chatlenge, no one wanis increased costs, including K-C.
Both experience and empiric evidence firmly support, however, that Class Il resources -- CHP
and C&LM programs alike - have proven to be valuable means to improve the efficiency of
electricity production as well as avoid more costly investment in conventional generation,
applying downward pressure on energy costs.

RB 1081 remedies another important problem in Class Itl program implementation
relating to a change in the DPUC's rules that increase the efficiency threshold for CHP resources
above that previously promulgated and to which K-C designed its CHP system. In this regard,
the more onerous rules for CHP Class i qualification discriminate against CHP in favor of Class
11 C&LM programs.

Until now, Connecticut has successfully deployed its Class Il program to keep jobs in the
State and reduce energy costs by investing in more efficient resources. In this regard,

Connecticut has truly been a national leader. Absent adoption of the improvements set forth in
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RB 1081, however, the Class il program is threatened by an inundation of C&LM resources.
Immediate action as set forth in RB 1081 is necessary to rectify the Class Il supply-demand
balance. Gradually increasing on an annual basis the Class Il RPS requirement and modifying

certain other administrative rules are essential for Connecticut to continue to attract and retain

CHP and CL&M resources in the State.

Thank you for your consideration of K-C's concerns with the Class il program and the
need to take steps, not only to retain existing independenf projects such as CHP resources, but
also to attract new Connecticut projects. K-C deeply appreciates the Committee's dedicated
efforts to promote Connecticut's energy independence and develop innovate approaches to
support economic growth in the State, while simultaneously supporting the State's

environmental goals. | am available to answer guestions regarding my testimony.,




