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California Enacts Landmark Energy Storage Law 
BY SANJAY M. RANCHOD 

California Governor Schwarzenegger recently signed landmark legislation designed to increase the use 
of large-scale energy storage systems. Under the bill, AB 2514, utilities will have targets to procure 
grid-connected energy storage systems as soon as 2015. The bill is one of the nation’s first laws on 
energy storage systems and is expected to benefit producers of intermittent energy sources such as 
solar and wind power. 

Background 

Days before AB 2514 was signed into law on September 29, 2010, the California Air Resources Board 
adopted an aggressive Renewable Energy Standard (“RES”) mandating that California’s investor-
owned and publicly owned utilities procure 33% of their electricity from renewable energy resources 
by 2020.1 The increasing role of variable, intermittent and off-peak electrical generation from solar 
and wind energy into California’s electrical transmission and distribution grid may be limited, however, 
without enabling technologies that can integrate increased amounts of renewable energy resources 
into the grid. Energy storage systems can help by storing energy for use at a later time, when electric 
power is most needed and most expensive.  

The most common form of grid energy storage in the U.S. is pumped-storage hydroelectricity, in 
which energy is stored in the form of water. Other energy storage technologies include compressed 
air, thermal energy storage, and flywheels. Batteries that can store the large amounts of electricity to 
be produced by utility-scale solar or wind facilities are not yet commercially available. 

AB 2514 

AB 2514 requires the California Public Utilities Commission (“CPUC”) to open a proceeding by March 1, 
2012 to determine appropriate investor-owned utility (“IOU”) procurement targets for viable and cost-
effective energy storage systems to be achieved by December 15, 2015 and December 15, 2020. The 
CPUC is required to adopt the procurement targets by October 1, 2013. (The bill allows the CPUC to 
set the targets at zero.) Publicly owned utilities would have comparable requirements, to be met by 
2016 and 2021. 

The bill establishes a statutory definition of “energy storage system,” which will mean “commercially 
available technology that is capable of absorbing energy, storing it for a period of time, and thereafter 
dispatching the energy.” The system must use “mechanical, chemical or thermal processes to store 
energy” or store thermal energy for direct use for heating and cooling at a later time. The system may 
be centralized or distributed, and may be owned by a load-serving entity, a customer, or a third party. 
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The new law is intended to spur development of large-scale energy storage systems. Because much is 
still unknown about such systems, the enacted version of AB 2514 does not include numerical energy 
storage system procurement targets. Rather, in adopting energy storage procurement targets the 
CPUC must ensure that procurement targets are “technologically viable and cost effective,” and 
consider operational data and results from existing energy storage facilities in developing targets. The 
CPUC has noted that the costs and benefits of energy storage are likely to be application-specific, and 
therefore difficult to assess. 

Key Implications 

Enactment of AB 2514, which takes effect on January 1, 2011, has the following key implications: 

• Development of energy storage technologies is expected to benefit producers of intermittent 
energy sources like solar and wind power. It also should help solar photovoltaic developers 
reduce the storage gap with companies developing large-scale concentrating solar thermal 
plants, which already have some energy storage capability. 

• Deployment of utility-scale energy storage systems should help reduce peak demand, 
especially if planned demand response and smart grid initiatives are implemented successfully. 
This in turn should decrease the need for fossil fuel-burning “peaker plants” and new 
transmission lines. 

• The procurement targets to be established by the CPUC will be revisited every three years and 
may be raised in the future without further legislative action. 

• There will be greater market certainty about how energy storage is defined for regulatory 
purposes. 

Stakeholders will have an opportunity to participate in the CPUC’s proceeding to determine 
appropriate procurement targets for IOUs, which will include the form and level of those targets. 

Other states may adopt California’s regulatory framework for energy storage systems, and it is 
possible that the federal government will establish more robust regulatory support for the energy 
storage industry. The U.S. Department of Energy already has provided more than $150 million in 
stimulus grants and loan guarantees to energy storage projects, and legislation to provide financial 
incentives to promote the growth of the energy storage industry has been introduced in the 
Congress.2 

AB 2514 is one of numerous recent changes in state and federal laws that affect renewable energy 
companies. Paul Hastings attorneys have been involved in these developments and will continue to 
actively monitor and participate in matters that affect the clean tech sector. 
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If you have any questions concerning these developing issues, please do not hesitate to contact any of 
the following Paul Hastings lawyers:

San Francisco 

Gordon E. Hart  
1.415.856.7017 
gordonhart@paulhastings.com.com 

 

Sanjay M. Ranchod  
1.415.856.7216 
sanjayranchod@paulhastings.com.com 

 

Peter H. Weiner  
1.415.856.7010 
peterweiner@paulhastings.com.com 

 

 
1 The RES is a separate and independent requirement from California’s existing Renewables Portfolio Standard (“RPS”), 

which mandates 20% renewable energy procurement by 2010. 
2 The STORAGE Act (S. 3617), introduced in July 2010, would provide a 20% federal investment tax credit (“ITC”) for 

storage systems connected to the national electric grid, as well as a 30% ITC to businesses and homeowners for on-site 
energy storage. 
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