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TO THE PENNSYLVANIA PUBLIC UTILITY COMMISSION:

I.  Introduction


By Secretarial Letter dated January 7, 2005, the Public Utility Commission (“PUC” or the “Commission”) scheduled a Technical Conference for the purpose of obtaining input on implementation issues related to the Alternative Energy Portfolio Standards Act of 2004 (“Act 213” or the “Act”).  The Technical Conference was held on January 19, 2005.  PPL Electric Utilities Corporation (“PPL Electric” or the “Company”), on behalf of PPL Corporation (“ PPL”), filed written comments on January 14, 2005, and presented a statement at the Technical Conference on January 19, 2005.  Following are PPL Electric’s Reply Comments on behalf of PPL.


At the outset, it is important to recognize that there are beginnings of a consensus in this effort to implement Act 213.  The best example is general agreement on the appropriate method to track the environmental attributes of generation.  At the Technical Conference, PJM Interconnection, LLC (“PJM”) proposed that the Generation Attributes Tracking System (“GATS”), now under development, be used to track Alternative Energy Credits (“AEC”) under Act 213, and to facilitate development of a voluntary bilateral market for renewables (Tr. 24-27).  The use of GATS in the implementation of Act 213 was supported by IECPA (Tr. 32), Solar Energy Industries Association (Tr. 58), Exelon (Tr. 80), PPL Electric (Tr. 97) and Constellation NewEnergy (Tr. 116).  PPL Electric looks forward to working with the Commission and all other stakeholders to build similar consensus in other areas.  That approach was successful in implementing the Electricity Generation Customer Choice and Competition Act, 66 Pa. C.S. Chapter 28 (“Competition Act”); PPL Electric believes it can be successful in implementing Act 213.  


As this initiative moves forward, PPL Electric believes that coordination with other related proceedings is critical.  At the present time, the following three proceedings are pending before the Commission:

· Advance Notice of Proposed Rulemaking Regarding Small Generation Interconnection Standards and Procedures (Docket No. L‑00040168);

· Rulemaking Re Electric Distribution Companies’ Obligation to Serve Retail Customers at the Conclusion of the Transition Period Pursuant to 66 Pa. C.S. § 2807(e)(2) (Docket No. L‑00040169); and 

· Demand Side Response (“DSR”) Working Group.

More proceedings before the PUC are expected, as well as related proceedings before the Department of Environmental Protection (“DEP”).  Proper coordination among these proceedings will facilitate the smooth implementation of Act 213.

II.  Reply Comments


PPL Electric is submitting Reply Comments in the following four major areas:

· Net metering; 

· Biogas digester projects;

· Alternative Compliance Payments; and

· DEP’s Draft Technical Guidance and Recommendations on Net Metering and Interconnection.

PPL Electric has focused its initial Statement and Reply Comments in this proceeding on selected major subject areas.  The Company reserves the right to address additional issues as this initiative proceeds.

A.  Net Metering

PPL Electric continues to recommend that the Commission not require implementation of net metering (using a single meter) to avoid jeopardizing Electric Distribution Companies’ (“EDCs”) collection of distribution, stranded, and generation costs.


In their comments, numerous parties, including the DEP, the Pennsylvania Farm Bureau, and Citizens for Pennsylvania’s Future (“PennFuture”), recommended that the Commission establish net metering rules that would generally permit customer-generators to be credited at the full retail rate for the electricity they generate.  Some commenters modified this approach by proposing that EDCs be permitted to collect a minimum monthly fee to recover “wires” costs.  Others distinguished between generation that offsets the customer’s own use and excess generation (that which is beyond the customer’s needs).  Those parties proposed that offsetting generation be credited at the full retail rate while excess generation be credited at a rate reflective of the EDC’s avoided production costs.  All of these proposals fit the description of net metering using a single meter as addressed by PPL Electric in its initial comments.  PPL Electric reiterates its recommendation that the Commission should not require implementation of net metering (using a single meter). 


The operation of a single meter results in reduction of the customer-generator’s metered usage during the billing period with a corresponding reduc​tion in total charges paid to the EDC.  As acknowledged by commenting parties, this reduction applies to all components of the EDC’s rates including energy, capacity, distribution, transmission, Competitive Transition Charges (“CTC”) and 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 reduc​tion 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.


In addition, 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 while 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.  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.


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 genera​tion 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 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.


In addition, 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, distribution, transmission, and stranded cost recovery) for the output of qualifying generators.  However, the EDC cannot recover these payments on a full and current basis through an automatic adjustment clause as mandated by Act 213.  Specifically, the EDC cannot recover its lost distribution revenue until its next base rate proceeding.  Moreover, depending upon its contractual arrangements for the purchase of energy and capacity, the EDC may never be able to recover lost revenue associated with those components of its retail bill.  This result simply is not consistent with the cost recovery provisions of Act 213.


Finally, as a practical matter, AECs only exist to the extent that qualified generators generate electricity from alternative energy sources.  Therefore, in order to determine the number of AECs 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 estimates might be employed in place of actual measurement, such a practice introduces additional uncertainty that could make contracting for AECs 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 incent the develop​ment of renewable resources.  Moreover, use of a single meter would be inconsistent with the Act itself.  Act 213 specifies at Section 3(e)(3) that, “All qualifying alternative energy systems must include a qualifying meter to record the cumulative electric production to verify the advanced energy credit value.”


To address these concerns, PPL recommended in its initial Statement 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.  


Under this recommended approach, it probably will be necessary for the Commission to establish the rates that EDCs would pay for the output from alternative energy generators.  One possible approach would be a rulemaking in which the Commission could determine appropriate rates and establish generator qualification standards.  Properly designed rates should provide alternative energy developers with an incentive to construct facilities throughout Pennsyl​vania.


In addition, EDCs would have an incentive to purchase output from these alternative energy facilities.  Act 213 specifically provides that costs incurred during the cost recovery period for purchases of generation from alternative energy sources and AECs will be deferred as a regulatory asset and fully recovered in the first year after expiration of the cost recovery period.  The Act explicitly provides that after the cost recovery period these costs shall be recovered on a full and current basis.


The following is a hypothetical example that compares the single metering protocol proposed by some commenters to the two meter approach proposed by PPL Electric.


(1)  Single Meter Protocol


A hypothetical commercial customer has electricity usage that costs, on average, 8 cents per kwh.  Under a single meter protocol, as proposed by some other commenters, that customer would net any generation against its consumption at the full 8 cents per kwh.  This approach would ignore the existing structure of monthly, demand, and blocked energy charges that are intended to recover the Company’s costs of providing delivery, transmission, and generation service.  This protocol would frustrate the Company’s collection of stranded costs.  It would ignore the need for the Company to recover costs associated with maintaining capacity and of having a distribution system with sufficient capability to serve the customer in the event that its generation does not operate 100% of the time.  Under some versions of this proposal, excess generation would be credited at the full 8 cents per kwh; a rate that reflects a fully bundled electric service product and is far in excess of the value of the generation. As a final note, existing base rate, CTC and ITC reconciliation, and transmission charge mechanisms will result in many of the costs that are not recovered from the customer-generator being recovered from other customers.


(2)  PPL Electric Proposal


Under PPL Electric’s proposal, one meter would measure the customer-generators usage and it would be charged at 8 cents per kwh consistent with the Company’s Commission-approved tariff.  A second meter would measure the output of the generator.  Presumably, the customer-generator would be paid the market rate for its output.  That rate was 4.2 cents per kwh (average of all 8,760 hours) for the PPL Zone in 2004.  The generation from a qualifying source would also create AECs.  PPL Electric, as the retail supplier, must acquire AECs to comply with the requirements of Act 213.  Consistent with the terms of the Act, the Company can recover the costs associated with the acquisition of both generation from Alternative Generation Sources and the acquisition of credits.  Assuming that credits have a value equivalent to the Alternative Compliance Payment (“AEP”) specified in Act 213, an additional 4.5 cents per kwh could be paid to the customer-generator.  Under PPL Electric’s proposal, the customer-generator would be compensated 8.7 cents per kwh for all generation – almost 1 cent per kwh more than the single meter protocol for offsetting its usage and a full 4.5 cents more than avoided production cost for generation in excess of its usage.  Furthermore, PPL Electric is not harmed financially nor are customer-generators inappropriately subsidized by other customers.   Finally, the PPL Electric proposal is relatively simple in that one rate (consistent with tariffed rate structures) is charged for usage and another rate is paid for generation.  Conversely, certain of the single meter proposals would charge different rates for delivery and pay different rates for generation depending upon whether the generation offsets usage or is in excess of usage.   

B.  Biogas Digester Projects

Several parties provided statements during the Technical Conference regarding the development of biogas digester projects.  These include comments filed by the Pennsylvania Farm Bureau (separate statements by James Harbach and Caressa Crone), Native Energy, RCM Digesters, and Environomics, Inc.  A general theme articulated in each of these statements is that the existing utility environment reduces the economic incentive to develop biogas digester projects.  Minimum bill requirements, stand-by charges, the inability to aggregate usage among accounts for billing purposes, and the recovery of stranded costs are all offered as examples of elements of the utility environment that reduce the economic benefits available to these projects.  The commenting parties all recommend single meter net metering as the solution to this problem. 


PPL Electric notes, at the outset, that the statements of these parties recount project development activities that occurred prior to the enactment of Act 213.  They necessarily reflect a utility environment that did not have the benefit of the provisions of the Act.  One of the primary purposes of Act 213 is to introduce into the restructured utility industry changes that will encourage development of alternative energy generation.  The Company believes that Act 213 provides solutions to the concerns raised by these parties without the need to resort to single meter net metering.  In fact, as discussed above, the Act may provide economic incentives greater than those available through simply running a single meter backwards. 


Minimum bill requirements, stand-by charges, and rules regarding the aggregation of usage accounts for billing purposes are generally accepted principles of billing for electric use that have their roots in assuring reliability and fairness.  The Competition Act introduced changes that affect how these charges are calculated, but it did not eliminate the concepts.  Minimum bill requirements reflect the fact that, even if there is no usage during a billing period, the EDC incurs certain costs that must be recovered.  These costs include costs associated with the existence of a meter, the existence of a service, the existence of a distribution system to deliver generation, and the existence of a billing and customer care function.  Stand-by charges are similar and reflect the fact, if a customer-owned generator is unavailable, other generation must be available to serve load that would have otherwise been served by the customer-generator.  As long as a customer is connected to the distribution system, the customer is, in effect, acknowledging that he expects some day to make use of that system.  On that basis, it is reasonable that he be charged for having the system in place for his benefit.  Rules regarding the aggregation of accounts for billing purposes ensure that customers are charged consistent with the burden they place on the system rather than being subsidized by other customers.  Single meter net metering effectively frustrates these very important concerns.


The collection of stranded costs was introduced into the utility industry by the Competition Act.  Stranded costs are collected through a CTC or, in some cases, an ITC.  The Competition Act defines these clauses as non-bypassable charges applied to the bill of every customer accessing the transmission or distribution network.  Single meter net metering would provide a mechanism for customers to bypass the CTC and the ITC.


For all of the reasons discussed above as well as those discussed in Section A of these Reply Comments, the Company believes that net metering using a single meter is inappropriate.  In Section A, the Company describes its two meter protocol, which avoids all of the problems introduced by the single meter approach.  Furthermore, as demonstrated by the hypothetical example set forth in Section A, PPL Electric’s proposal has the potential to provide the customer-generator with an even greater economic incentive than is available by simply running a single meter backwards. 


Finally, as discussed above, PPL Electric recognizes the value of biogas digester projects and is committed to working cooperatively with developers of those projects to facilitate interconnection with the Company’s system.  However, it is important to maintain a proper perspective on the role of biogas digester projects in the overall legislative structure of Act 213.  Biogas digester technology is only one of eight specified technologies that qualify as a “Tier I alternative energy source” under Act 213.  The Act does not contain any set-aside for biogas digester projects or required minimum purchases from such projects.  As discussed during the Technical Conference, solar is the only technology that has a special-set aside in the Act (Tr. 51).  All other technologies (including biogas digester projects) must compete for inclusion in the Tier (Tr. 51-52).

C.  Alternative Compliance Payments

PPL Electric continues to recommend that the Commission develop rules to permit EDCs serving as default service providers to fully recover ACPs.


In its comments in this proceeding, PPL Electric recommended that the Commission, in its discretion, provide assurance that any ACPs will be recovered by an EDC through its rates, if the EDC can demonstrate that it has made a good faith effort to comply with the Act.  This approach would have several benefits.  First, it would encourage EDCs to be more aggressive in obtaining energy supply from projects that have just begun operations or projects that use new technology.  Second, symmetrical cost recovery provisions for ACPs will encourage EDCs to make appropriate economic decisions in the marketplace.  Third, ACPs will be used to fund development of alternative energy projects whose output will be available for future compliance with the requirements of Act 213. 


Several participants at the January 19 Technical Conference argued that ACPs should not be recovered from ratepayers under any circumstances (Tr. 65), and that ACPs could not be included in costs recovered from customers (Tr. 127).  PPL Electric disagrees.


Act 213 establishes a comprehensive program to encourage development of alternative energy resources in Pennsylvania.  That program has many different elements, including Commission authority to impose ACPs.  It is important to emphasize that ACPs are not characterized anywhere in the Act as a penalty or a fine.  Assuming an EDC has made a good faith effort to obtain alternative energy resources, payment of an ACP simply is a cost of doing business.  Such costs are recoverable from customers through retail rates pursuant to 66 Pa. C.S. Chapter 15 and many PUC and court decisions. 


Nothing in Act 213 modifies or repeals the general rule that payment of ACPs are costs properly recoverable in rates.  Section 3(a)(3) specifically mandates full and current recovery of certain specified compliance costs.  Because ACPs are not included in that section, cost recovery is not mandated.  But, importantly, no provision of Act 213 prohibits recovery of ACPs.  Thus, recovery of ACPs through retail rates is left to Commission discretion to be determined on a case-by-case basis.  As discussed in PPL Electric’s Statement and summarized above, there are valid public policy reasons for permitting such recovery.

D.  DEP’s Draft Technical Guidance

The DEP submitted, as part of this proceeding, drafts of:  (1) its Technical Guidance document on resource availability prepared in accordance with Section 2 of Act 213, and (2) a document outlining net metering and interconnection provisions.  PPL Electric’s comments on net metering in Section A of these Reply Comments address the DEP’s recommendations on net metering.  The Company’s comments in response to the Commission’s Advanced Notice of Proposed Rulemaking Regarding Small Generation Interconnection Standards and Procedures filed on February 2, 2005 at Docket No. L-00040168 address the DEP’s recommendations regarding interconnection.  Following are PPL Electric’s Reply Comments on DEP’s Technical Guidance (“Guidance”).  These are organized under the headings that appear in the Guidance.

Eligibility Standards Required for All Qualifying Resources 

Environmental Standards

PPL Electric offers the following comments regarding environmental standards that qualifying resources are expected to meet.

· Compliance – The Guidance notes that sources seeking to qualify as eligible must annually certify to the DEP that they experienced no “major” environmental compliance violations during the reporting year.   PPL Electric recommends that “major” should be defined to mean a technical or documentation type of violation—not an emission violation.

· Permitting and Compliance for Alternative Energy Resources Outside of Pennsylvania – PPL Electric recommends that no additional restrictions be imposed on solar, wind, geothermal, or hydro generation facilities because these facilities are inherently emission free.

Eligible Resource Delivery Requirements 


The Guidance indicates that Pennsylvania EDCs and Electric Generation Suppliers (“EGSs”) must acquire eligible electric power within their Regional Transmission Organization (“RTO”).  The Guidance explicitly states that “electric power from RTOs where Pennsylvania EGSs and EDCs are not a member does not qualify as an eligible resource.”  Act 213 states that only sources inside the geographical boundaries of this Commonwealth or within the service territory of any RTO that manages the transmission system in any part of this Commonwealth are eligible to meet the compliance requirements of the Act.  New York and certain states in New England and within PJM permit resources that meet the respective state’s definition of an eligible resource, and meet certain other requirements, to satisfy compliance obligations. The other requirements include some or all of the following: a rigorous tracking mechanism, a similar renewable generation requirement (reciprocity), and compliance with state environmental laws and regulations.  Such a broad geographic area for compliance would benefit trading by creating more liquidity, and contributing to greater efficiency in meeting compliance obligations and environmental goals.  While Act 213 appears to require a limited geographic boundary for eligible resources, the Guidance appears to further restrict these boundaries to only the RTO within which each EGS and EDC is located.  The second sentence of the Guidance is confusing in that most Pennsylvania EGSs are members in several RTOs.

Eligibility Standards Required for Specific Qualifying Resources


PPL Electric offers the following comments regarding the technology definitions included under this heading.
· “Low-impact hydropower” – There appears to be no point for an existing hydropower resource to seek to qualify as “low impact” because, with or without such qualification, it is a Tier II resource.  It doesn’t seem reasonable that such a qualified generation resource -- which uses only water for electricity generation -- should be valued in precisely the same manner as pumped storage.  Pumped storage requires the flooding of large land areas and the use of electricity to pump water into a storage pond.  Also, if only incremental generation at an existing facility is considered Tier I, a resource owner may choose (under low water conditions) to run only the incremental portion of its hydroelectric generation resource.  PPL Electric recommends that the Department revise these requirements so as not to discourage the use of existing hydroelectric generation resources.

· “Energy Efficiency” – Under Item 1, “eligible customer sectors”, PPL Electric is concerned that the current wording could be interpreted to require that programs address each of the four customer segments listed and that programs be required to allow for aggregation.  For programs to be affective they are typically designed to appeal to specific customer sectors (or even segments within those sectors) and, depending on the nature of the program, may or may not involve aggregation.

· “Energy Efficiency” – Under Item 3, “unit of measure”, PPL Electric notes that the DEP is proposing that credits created through energy efficiency shall be effective for one year with new credits being earned in each subsequent year.  PPL Electric recommends that language be added to clarify, consistent with Section 3(e)(3) of Act 213, that such credits can be banked for two years.

· “Load management or demand response” – Under Item 1, “eligible customer sectors”, the draft excludes customers participating in an RTO or utility compensation plan for interruptible load shifting.  PPL Electric believes that there is no reason to exclude those customers.  Customers participating in such programs should be able to be compensated for the benefit they provide to the energy market in terms of avoiding the need for their load server to purchase high-priced power, to the capacity market to the extent that they provide their load server valid capacity credits, and to environmental “markets” in terms of reduced burden placed on the environment.  In addition, the Guidance states eligibility should focus on larger industrial users.  PPL Electric knows of no reason that other customers should not be included and recommends that the language be revised accordingly.

· “Load management or demand response” – Under Item 4, “unit of measure”, the draft specifies that “voluntary load shifting during a period of mandatory interruption” qualifies for credits.  PPL Electric recommends clarification of the exact circumstances that the DEP envisions and on whose part (customer, load server, RTO or other) the interruption is "voluntary" and on whose part it is "mandatory" 

III.  Conclusion

PPL Electric Utilities Corporation respectfully recommends that the Public Utility Commission proceed with the implementation of the Alternative Energy Portfolio Standards Act of 2004 consistent with the foregoing Reply Comments.

Respectfully submitted,

______________________________

Paul E. Russell

Associate General Counsel

PPL Electric Utilities Corporation

Two North Ninth Street

Allentown, PA 18101

(610) 774-4254

Dated:  February 9, 2005

at Allentown, Pennsylvania
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