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I. INTRODUCTION

The Energy Association of Pennsylvania  (“EAPA”) hereby submits its Reply Comments in response to the Pennsylvania Public Utility Commission’s (“Commission”) and the Department of Environmental Protection’s Technical Conference held January 19, 2005.  The above-mentioned conference was held to explore issues relating to implementation of the Alternative Energy Portfolio Standards Act.  As one of the presenters at the Conference, the Energy Association of Pennsylvania would like to offer its response in the above-referenced docket, regarding the issues brought up at the Technical Conference. 

II. NET METERING 

The Energy Association believes that the Commission should not require implementation of net metering (using a single meter) to avoid jeopardizing Electric Distribution Companies’ (“EDCs’”) collection of distribution, transmission, stranded and generation costs. 

The operation of a single meter results in a reduction of the customer-generator’s metered usage during the billing period, with a corresponding reduction in total charges paid to the EDC.  This reduction applies to all components of the EDC’s rates including energy, capacity, distribution, transmission, and, for those EDCs collecting stranded costs, Competitive Transition Charges (“CTC”) and, if those costs have been securitized, Intangible Transition Charges (“ITC”).  An EDC provides a number of separate services to its retail customers and, because EDC rates were unbundled during the restructuring process, retail bills now reflect a separate charge for each service.  

Consistent with the unbundling of EDC bills, any reduction resulting from a single-meter arrangement should be limited to the energy component only.  However, this approach is impossible because a single meter can’t measure what must be measured to properly adjust customer bills in this way.

Accordingly, under a single-meter arrangement, the customer-generator receives excessive payments for its output, because those payments include revenue from charges other than energy.  At the same time, the EDC is not able to fully recover its distribution costs or its stranded costs.  This circumstance raises a number of specific concerns.

1. Imposition of single metering requirements could lead to uneven development of alternative energy resources in Pennsylvania.  Because a single meter runs backward to record the electricity produced by the customer-generator, the customer-generator does not pay the EDC’s charges for that amount of power.  In essence, the customer-generator is receiving payments for its output equivalent to the EDC’s total charges.  In Pennsylvania, the EDCs’ charges vary widely, particularly during the cost-recovery period when some EDCs are collecting stranded costs and some are not and, furthermore, among those EDCs collecting stranded costs, when different CTCs and ITCs remain in effect.  As a result, developers of alternative energy resources may have an incentive to construct facilities within the service area of EDCs with relatively high rates, and not to construct facilities in other parts of the Commonwealth.  This circumstance can frustrate the development of alternative energy generation if, as examples, the economic incentives were the greatest in areas where sustained wind, conducive to the development of wind power, is less available, or in urban areas where farm-based biodigestion is not possible.  Moreover, the payments received under a single-metering protocol may be greater than or less than the amounts actually necessary to support such new construction.

2. Single metering is particularly problematic during the restructuring transition period. Act 213 recognizes the unique nature of the restructuring transition period, which the Act designates as the “cost-recovery period.”  It is defined as the longer of the period during which CTCs or ITCs are recovered, or the period during which an EDC operates under a Commission-approved generation rate plan.  The Act explicitly recognizes that a critical element of the cost-recovery period is collection of stranded costs through the CTC and the ITC.  However, the customer-generator served under a single-metering arrangement can, in essence, avoid paying the CTC and ITC.   As defined in the Electricity Generation Customer Choice and Competition Act (“Competition Act”), both the CTC and the ITC are non-bypassable charges that must be paid by every customer accessing the transmission or distribution network.  It could be argued that imposition of single-metering requirements during the cost-recovery period would violate this provision of the Competition Act.

3. The ratemaking consequences of a single-meter arrangement would not be consistent with the cost-recovery provisions of Act 213.  Section 3(a)(3) of the Act provides that any direct or indirect costs for the purchase of resources to comply with Act 213 “shall be recovered on a full and current basis pursuant to an automatic adjustment clause.”  As discussed above, under a single-meter protocol, the EDC, in essence, pays its total retail rate (including the components for energy, capacity, transmission, distribution and stranded cost recovery) for the output of qualifying generators.  To the extent the EDC cannot recover these payments on a full and current basis through an automatic adjustment clause as mandated by Act 213 and is forced to wait until its next base rate proceeding it is not consistent with the cost recovery provisions of Act 213.

As a practical matter, Alternative Energy Credits only exist to the extent that qualified generators generate electricity from alternative energy sources.  Therefore, in order to determine the number of credits created, the generation must be measured.  This cannot be accomplished using a single meter that nets usage against generation.  Such a meter would understate the number of credits created. While the estimates might be employed, for example, energy efficiency, in place of actual measurement, such a practice, employed broadly, introduces additional uncertainty that could make contracting for Alternative Energy Credits more difficult.  This difficulty could, in turn, tend to make investment in alternative energy projects less attractive and, thereby, frustrate the fundamental objective of Act 213 to give incentive to the development of renewable resources. 

Further, the Act specifically requires that “All qualifying alternative energy systems must include a qualifying meter to record the cumulative electric production to verify the advanced energy credit value.”  In order to qualify for marketable credits under the Act, the output of the generator must be metered.

As a practical matter, many of the EDC’s billing systems are not capable of recognizing reverse registration on a single meter. In the event a customer’s alternative energy system produces more energy over the course of a month than the customer consumed, a single meter allowed to run backwards would produce a register reading at the end of the month that was less than the reading at the beginning of the month.   Rather than interpret the readings as an indication excess energy delivery into the EDC’s system, many billing systems will interpret the readings as energy consumption approaching 100,000 kWh, causing customer confusion and significant billing issues.  

To address these concerns, the Energy Association recommends that the Commission not mandate single metering. Rather, the Commission should implement a metering protocol under which the customer-generator utilizes two meters – the first to record its usage and the second to record its generation.

III. LONG TERM ALTERNATIVE ENERGY CONTRACTS 

 PPM Energy, along with other alternative energy generation developers, suggested a need for long-term purchase agreements, preferably between EDCs and renewable generators, in order to provide the needed financial incentives to spawn development in this fledgling alternative energy market.  EAP urges the Commission to exercise caution in adopting such  an approach.  Mandated thresholds required by the Act militate against the need for additional incentives.  Further, as markets for new products develop, efficiencies and economies of scale invariably drive down the price of the product.  While the need to develop the alternative energy market is a legitimate concern, there is a risk that encouraging market development through the adoption of long-term purchase agreements will result in EDCs entering into long-term contracts at the very moment when the alternative energy market can extract the highest price for such contracts.  The result of this market distortion is that consumers will pay more, possibly significantly more, than they would if the market were given a chance to more fully develop.

OCA & OSBA raised the concern that alternative energy resources must not only be available in sufficient quantities for EDCs and EGSs to meet their obligations under the Act, but those quantities must be available at reasonable prices.  The OSBA suggested that only a competitive procurement process can truly yield “just and reasonable” prices.  Section 2807(e)(3) of the Electric Choice and Competition Act requires that an EDC “shall acquire electric energy at prevailing market prices…and shall recover fully all reasonable costs.”  The Commission has also determined in Duquesne’s POLR III case that “prevailing market prices” for energy and capacity cannot be determined through long-term contracts.  All of this suggests that while the adoption of long-term contracts for alternative energy may yield the quantities of alternative energy required by the Act, it may fall seriously short of yielding the lowest prices.  Were the Commission to mandate such a policy, cost recovery must be absolutely assured since such long-term contracts may invoke criticism for their high costs several years from now and would have the potential to lead to a second round of stranded generation costs.  At one time, many long-term NUG contracts into which utilities entered were thought to be in the public interest, only to find that those contracts resulted in significant above-market, stranded costs.  We should try to learn from these experiences.

EDCs’ Purchase of All Alternative Energy Credits

Dominion Retail has suggested that because Act 213 provides EDCs with “a dollar-for-dollar pass-through of all costs associated with the requirements it establishes”, and because no such guarantee exists for EGSs, the best way of avoiding harm to the competitive choice market in Pennsylvania is for the Commission to require EDCs to purchase alternative energy credits for all energy delivered into their service territory—for shopping and non-shopping customers—and to recover these costs through a separate line item on bills to all customers, essentially creating a non-bypassable charge to all customers.   However, Act 213 clearly states that EDCs and EGSs must comply with the obligations of the Act.  The proposal by Dominion Retail contradicts one of the directives under the Act, namely that EGSs and EDCs comply.  
Exemption of Industrial Customers Acting as Load Serving Entity

IECPA has argued that industrial customers acting as their own energy provider should be exempted from complying with Act 213.  EAP would urge the Commission to find that such providers are, in fact, Electric Generation Suppliers (as defined in the Competition Act) and therefore subject to the requirements of Act 213.  However, if they are deemed to be exempt, EDCs should not be required to include their sales when calculating their overall obligation under Act 213.  

Force Majeure
Under the Act, the Commission can determine whether an electric distribution company or an electric generation supplier is excused from its requirements.  Any decision to excuse any company must take into consideration the effects such exclusion has on the region.  Just because one company did effectively secure its resources and another company did not, the Commission’s review needs a regional perspective. Exercise of force majeure should rely on market economics in order to mitigate the impacts of adverse market prices on ratepayers.

Cost Recovery
The Act clearly states that payments for alternative energy credits and the purchase of generation from alternative sources, the distribution company must be entitled to full and current cost recovery.  The Commission must establish just and reasonable standards for both the alternative energy credits and the purchase of energy from alternative energy sources.  This must include the costs of regional transmission systems, and payments in excess of regional transmission organization, real-time locational marginal pricing, with the burden of proof resting on the challenger.  The deferral of regulatory assets for recovery of alternative energy credits and generation purchased from alternative energy sources must be assured full and current cost recovery.  The EDC’s must also be assured full and current cost recovery of any Alternative Compliance Payments (“ACPs”).  Not allowing for such cost recovery would leave the EDCs, and consequently the EGSs, held hostage by any AEPS certificate holders.   Failure to allow for full cost recovery would likely exert extreme upward pressure on rates.

IV.
CONCLUSION

The Energy Association and its members support the Commission’s and DEP’s efforts to identify issues relating to implementation of the Alternative Energy Portfolio Act.  The Energy Association believes that net metering would jeopardize the collection of electric costs as well as CTC and ITC costs.   Under a single-meter arrangement, the customer generator may well receive excessive payments including revenues for other than energy.

The Energy Association thanks you for the opportunity to submit these reply comments and stands ready to work with the Commission and Department of Environmental Protection on this matter. 

Respectfully submitted,
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