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Introduction

The Pennsylvania Department of Environmental Protection is pleased to provide these reply comments to the Pennsylvania Public Utility Commission pursuant to its en banc hearing on Policies to Mitigate Potential Electricity Price Increases.


The Department’s initial written comments and oral comments at the en banc hearing stressed the need to identify policies that reduce the likelihood of potential electricity price increases.  We recommended that the Commission strongly examine the following measures in order to enhance the competitiveness of Pennsylvania’s electricity generation market and reduce the potential for electricity prices increases.  These recommendations included the following proposals:

1. Reestablishing the Demand-Side Working Group with a charge to provide specific recommendations for each customer class that the Commission would implement.

2. An examination of tariffs by the Commission to ensure that existing tariff regimes do not inadvertently discourage energy efficiency.

3. Requiring EDCs to install real-time metering equipment.

4. Policies that encourage generation diversification, especially reducing reliance on inefficient single-cycle gas plants.  This recommendation is closely linked to our suggestions that the final default service regulations allow for long-term contracting and generation ownership in order to serve some portion of default service load.

5. The establishment of a Pennsylvania Power Authority to provide electricity at prices decoupled from the PJM forward natural gas price curves.

6. An examination of LMP to determine whether an alternative pricing structure can provide lower, sustained electricity prices for Pennsylvania’s electricity consumers.

The Commission, at the request of Chairman Holland, has asked the Department to provide reply comments on our recommendations on real-time metering and the Pennsylvania Power Authority.  Specifically, the Chairman requested that we provide a cost-benefit analysis of installing real-time meters and greater detail on how a Pennsylvania Power Authority might work.

Advanced Metering Infrastructure


During the en banc hearing Chairman Holland requested that the Department provide additional information related to the costs and benefits of installing real-time meters or advanced metering infrastructure.  We agree with the Chairman that this information would be useful and that such analysis should be part of this proceeding.  Unfortunately, given the limited time available for reply comments and our limited technical resources we were not able to provide a cost-benefit analysis for each Pennsylvania EDC.  Instead, we point the Commission to some of the key existing resources on the costs and benefits of advanced metering infrastructure and encourage the Commission to continue to pursue this issue as part of this proceeding.

The Investigative Order, Docket No. M-00061957 – Policies to Mitigate Potential Electricity Price Increases, identifies the need to reduce demand for electricity during peak usage periods and the value of encouraging and enabling customers to conserve electricity and use it more efficiently.  To effectively participate in demand response customers need electricity usage data in much greater detail than what is currently provided, the amount of total usage recorded during the billing period.  In our comments to the Order, the Department has recommended the installation of real-time meters for all customers.  Real-time meters, also known as smart meters or advanced meters, are viewed as an essential customer-enabling tool that is a component of an Advanced Metering Infrastructure (AMI).

The value of AMI and smart meters has and is being investigated and studied in many forums as the technology advances and utilities look for new ways to improve service, operate more efficiently and to provide customers greater opportunities for responding to increasing costs and competitive markets.  In many parts of the world utilities and the agencies that regulate them have found that AMI has benefits that support deployment on a large scale.

A review of information found in the MADRI AMI Toolbox http://www.energetics.com/madri/toolbox/ and other sources, regarding AMI and smart meters has yielded several examples, studies, or experiences indicating the positive benefits of AMI deployment in comparison to its costs.

The first example we would like to reference and one that may be most relevant is that of PPL Electric Utilities Corporation (PPL).  Beginning in the spring of 2002 and concluding in the fall of 2004 PPL deployed an automated meter reading (AMR) system that included the replacement of over 1.3 million meters, installation of communications equipment in over 300 substations and modified meter data systems and billing systems.  The capitol cost for installation was $160 million and Mr. Doug Krall from PPL provided direct testimony to the Commission stating “The $160 million in capital cost has, associated with it, a net present worth of carrying charges over its 15-year life of $198 million.  It is estimated that the benefits described above provide a cumulative net present worth economic value of $205 million over the same period.  The difference between the two indicates that revenue requirements will be lower with AMR than they would be without AMR over time.”

Although the system deployed by PPL was an AMR system it was designed as an AMI upon which expanded capabilities could be deployed.  PPL is currently in the process of increasing the capabilities of its system by adding Meter Data Management software.  On June 6, 2006, UtilitPoint International reported that PPL selected Nexus Energy Software’s Meter Data Management System to “leverage hourly meter data for all its 1.3 million customers that includes approximately 1.4 million meters.”

The MADRI Toolbox contains a large amount of useful information.  The presentation entitled Advanced Metering Infrastructure (AMI) Overview of System Features and Capabilities
 by Chris King, Chief Strategy Officer, eMeter Corporation, provides a good summary of AMI benefits, AMI costs and Case Studies from around the world.  We would like to direct your attention to pages 9-18 for costs and benefits and to pages 19-30 for highlights of case studies in the US and around the world.

In California, three investor owned utilities have been analyzing the business case for AMI over the last several years in response to a rulemaking by the California Public Utility Commission.  The three utilities have reached differing conclusions and a recent update that includes some cost benefits summaries can be found at: http://www.cpuc.ca.gov/static/hottopics/1energy/ami_update+june+2006.pdf  

Two of the utilities San Diego Gas & Electric and Pacific Gas & Electric will be implementing full deployment of AMI while Southern California Edison’s approach will differ.  A key component of the analysis conducted by the three IOUs was the results they obtained from the California Statewide Pricing Pilot (SPP).  The SPP was designed to explore how customers would react to time-varying and dynamic rates and other key policy questions.  An overview of the key findings can be found at:

http://www.energetics.com/MADRI/pdfs/california_050405.pdf 

Our examination of AMI costs and benefits shows that results differ depending on various factors.  Much of the information reviewed supports the use of AMI systems with smart meters as a means for enabling customers to respond to demand and price signals.  We acknowledge that this is a very complicated issue and we thank and commend the Commission for giving it careful consideration.

Pennsylvania Power Authority

The idea of a Pennsylvania Power Authority is basically serving as a synonym or ‘catch all’ phrase for identifying a means of engaging in longer-term electricity contracts that are decoupled from prices based on the PJM forward natural gas curves.  This analysis should not be read as a proposal to establish such an authority; rather, we see a gathering set of concerns regarding how energy is priced in Pennsylvania and are analyzing various methods that could be used to address these challenges.  We hope the Commission finds the ideas set forth in this section a useful catalyst for further thought and discussion on the subject.

During the en banc hearing the Commission heard from a number of industrial customers regarding their difficulty in acquiring long-term, fixed price contracts that are competitive with industrial operations in other states.  DEP and DCED have been approached by a number of Pennsylvania based industrials regarding their frustration in obtaining contracts for electricity that allows them to maintain a competitive edge, thereby, discouraging them from either expanding or even maintaining their operations in the Commonwealth.  This reality is our motivation for investigating the feasibility of a Pennsylvania Power Authority.

As stated above, the Pennsylvania Power Authority is simply a synonym for providing electricity contracts decoupled from PJM forward natural gas price curves.  Natural gas prices are setting prices in approximately 30% of the hours in PJM, despite providing only 7% of the energy generation.  Instead, a Pennsylvania Power Authority, would base its pricing on the actual costs of the units serving the contracted load, thereby taking advantage of lower cost generation resources such as nuclear, coal, and waste coal.

One option would be for a competitive supplier already serving Pennsylvania or a new entrant to take on this role.  The benefit for the competitive supplier would be an assured load and rate of return over a fixed period.

A second option would be for the Commonwealth, in conjunction with industrial partners, to put forward a request for proposals (RFP) to build a power plant or series of power plants to serve identified industrial loads.  The RFP could include some or all of the following elements:

·  A commitment of Commonwealth tax-free bond volume cap

· Expedited permitting

· Assistance in siting and identifying available Commonwealth financial and tax incentives

· Rights/access to various coal reserves for which the Commonwealth has title

· A power purchase agreement from the Commonwealth

· Guaranteed industrial power purchase obligations

The developer/owner/operator would provide the following:

· Dedicated, fixed price electricity contracts to industrials and the Commonwealth or its agencies based on the plants operating costs, capital requirements, and a fair and reasonable rate of return for the period of the contract

The RFP would be a competitive offer open to all competitive suppliers operating in Pennsylvania as well as new entrants.

DEP and DCED will continue to examine other options to create a Pennsylvania Power Authority, including the creation of a public power authority.  While the creation of a truly public authority would need to be explored in more depth, possible options for securing the capital needed by a public authority could include financing the acquisition or construction of generation assets based on industrial off-take obligations.

Commissioners Shane and Cawley originally put the idea of Pennsylvania Public Power Authority forward as a directed question pursuant to the Exelon-PSEG merger.  The directed question envisioned a specific amount of generating capacity being set-aside that the Commonwealth could call upon to support economic development efforts and to provide long-term, fixed prices for industrial customers.  Under this formula the Commonwealth might:

1. Own the generating capacity either as the full owner or limited partner

2. Finance the generating capacity; or

3. Purchase existing generating capacity

As noted above the purchasing power of industrial customers would be aggregated to create the financial ability to acquire generating capacity for a public power authority.

As part of this proceeding we offer to keep the Commission apprised of our efforts in this regard and again invite the Commission to form a specific working group to examine all available options to serve the needs of the Commonwealth’s industrial customers, including options for the development of a Pennsylvania Power Authority.
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