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Chairman George, Chairman Hutchinson
and Members of the Environmental Resources and Encrgy Committee
My name is Sonny Popowsky. I have served as the Consumer Advocate of Pennsylvania
since 1990, and 1have worked at the Office of Consumer Advocate since 1979. T h a d you for
inviting me to testify here today at this important hearing regarding House Bill 1909 and the
establishment of a Pennsylvania Power Authority.

I would like to commend Chairman George and the Members of this Committee for
bringing this issue to the General Assembly. In my view, the primary question raised by this
legislative proposal and by this hearing is whether market forces alone are sufficient to bring
about the new electric generation commitments that are necessary to maintain the long-term
reliability and adequacy of our electric network at an economic and affordable cost to
Pennsylvania consumers. More specifically, the question is whether the creation of a
Pennsylvania Power Authority would provide greater assurance to Pennsylvania consumers that
their future electricity generation requirements will be inet in the most reliable, economical, and
environmentally sound manner. For the reasons that I will set forth below, 1believe that a
Pennsylvania Power Authority could provide substantial benefits to Pennsylvania consumers and

I would thereforeurge this Committee, the General Assembly, and the Governor to carefully
consider the establishment of such an entity through legislation at this time.
First, I wish to assure you that Pennsylvania is not the only state in which this question is
being asked. Just last month, in a December 18,2009, Letter to the Maryland Public Service
Co~nmission,Maryland Governor Martin O'Malley called on the Commission to "use its
existing statutory authority" to:
order new electricity generation to be built in Maryland;
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adopt a morc balanced, diversified energy mix for residential and small
commercial customers; and
include clean, renewable power as part of the State's long-term energy future.

With respect to thc construction of new generation, Governor O'Malley's letter
concluded that "We can no longer afford to passively wait for competitive energy prices or pay
higher incentives for merchant generation." Govemor O'Malley was particularly critical of the
"perverse system of capacity charges" that have been imposed on customers served through the
PJM Interconnection, which he said have added "hundreds of dollars to residential bills with
little benefit." According to Govemor O'Malley: "From 2008 to 2013, it is estimated that
Masyland ratepayers will pay nearly $5 billion in capacity charges to incentivize the private
sector to build new generation - enough to pay for seven new power plants - but

new

baseload generation will be built as a result of these incentives."
In Maryland, generation rate caps expired at the end of 2005, leading to extremely high
and controversial electric rate increases in that state, including a 72% proposed rate increase for
customers of Baltimore Gas & Electric Company. The Maryland legislature passed a number of
bills in 2006 and 2007 to address these issues. One of those bills gave the Maryland Public
Service Commission the explicit authority to "require or allow an investor-owned electric
company to construct, acquire, or lease, and operate, its own generating facilities." That
legislation also required the Maryland Commission to investigate and report on several matters
related to the restructuring of the electricity markets. One of the primary concerns to be
addressed was the fact that, despite the massive rate increases that had occurred in Maryland,
there was little evidence that new electric generation was being built to serve the state's future
energy needs. In December 2007, the Maryland Public Service Commission issued an Interim

Report to the Maryland General Assembly stating that, while the status quo in the electric
generation market was "lucrative for existing generators" it "is not in the public interest to
continue to rely exclusively on market forces to address Maryland's reliability concerns and the
high wholesale electricity prices Marylanders pay." The Interim Report recommended that the
Commission should pursue the option of "d'icting utilities in the state to enter into long-term
contracts to induce the supply of new electricity in Maryland." In the Final Report from the
Maryland Commission to the General Assembly issued in December 2008, the Commission
stated that, while not "seeking to unscramble the omelet" by recommending a full re-regulation
of all previously divested power plants, "the Commission believes that the public interest
compels some re-regulation of Maryland's electricity markets - or, put another way, that the
public interest is not served by de-regulation that requires the Commission to wait passively for
market forces to deliver a reliable supply of electricity at reasonable rates." Governor
O'Malley's recent letter to the Commission is consistent with those conclusions.
Nor is Pennsylvania alone among the "restructured" electric states in considering the
establishment of a state power authority at this time. State power authorities have been
established or proposed in other states to serve one or both of two impodant purposes. Those
purposes are 1) the procurement of generation to serve retail customers who do not shop for
electricity from unregulated suppliers and 2) the development of long-term contracts for
generation, including contracts to construct new generation that can be used to serve retail
customers.

In May, 2009, for example, the Connecticut House of Representatives voted 135-3 to
approve legislation to create the Connecticut Electric Authority. Under that proposed legislation,
which did not move forward last year in the Connecticut Senate, a newly created Electric
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Authority would oversee the procurement of gene ation resources by Connecticut's electric
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distribution companies and, where necessary, issue requ ts for proposals for the construction of
new generating facilities. The Connecticut Electric Authority would also be empowered to
provide financial assistance, including low interest loans, for the development of new generating
facilities, with the generation from those facilities being provided to Connecticut retail
consumers on a "cost of service" basis.
Even prior to the introduction of the Connecticut Electric Authority bill, however, the
Connecticut legislature passed a law in 2007, which required the state's distribution utilities to
subinit plans to the state public utility commission for the construction of new "peaking"
generation to serve consumers in those pats of the state where the Commission determined that
new generation was needed. Pursuant to that law, the utilities issued requests for proposals and
the Connecticut utility commission issued an order on June 25,2008, approving the construction
of three new peaking facilities, totaling 678 megawatts, placed in strategic locations within the
state where the need for such facilities had been demonstrated.
Significantly, the Connecticut legislation does not require the utilities themselves to
construct the new generation that is required under that law. Instead, the plants were built under
a competitive procurement process, once the need for new generation was established. While
Connecticut law placed this obligation on the state public utility commission, I would envision
the Pennsylvania Public Power Authority playing a siinilar role in the development of new
generation facilities through competitive procurement processes.
In Illinois, the state legislature enacted a law in 2007 that created the Illinois Power
Agency, which was empowered to "develop electricity procurement plans to ensure adequate,
reliable, efficient, and environmentally sustainable electric service at the lowest total cost over

time, taking into account any benefits of price stability." The Illinois Power Agency has
assumed the responsibility previously held by the state's electric utilities to procure generation to
serve residential and small commercial customers who have not sl~oppedfor electricity. With
the assistance of a team of independent consultants, the Illinois Power Agency has conducted a
serics of successful procurelnent programs for portfolios of both traditional and renewable
resources to serve Illinois customers.

In New Jersey, the same issues have been addressed in an Energy Master Plan tllat was
released in 2008. Much like the conclusions in the Maryland report, the Draft New Jersey
Master Plan issued in April 2008 noted that: "We cannot continue to hope that lnarltet forces
alone will lead to the construction of new plants by the market participants. Neither can we rely
on the market to produce the lower-emitting, more efficient plants that we need nlost." As stated
in the final version of the New Jersey Energy Master Plan released in October 2008, the capacity
model developed in our regional PJM market to incent new plant additions, referred to as the
Reliability Pricing Model, or D M , "does not target new plants, but instead spreads capacity
payments amongst all new and existing plants." The New Jersey Master Plan went on to
conclude that: "Paying all existing plants a capacity price that PJM hopes to be high enough to
effectively encourage new plants will cost electricity customers billions of dollars more than a
better-targeted effort."
The common thread of the debate in each of these states is the concem that the short-term
wholesale generation markets on which many states have relied to establish retail prices may not
be up to the task of supporting the development of the new resources they will need to ensure
their long-term economic health and security. That is, there is a growing concem that market
forces alone will be insufficient to produce new generation resources that are needed to serve

these states in a reliable, economic and environmentally sustainable manner. It is in this context,
in my view, that a state power authority can play a role in helping to ensure that such resources
are developed on a timely basis and that they are utilized to serve a state's consunlers in the most
beneficial manner.
The short-term market system that we have in place today in Pennsylvania and our
surrounhng PJM states, in my view, has the unintended consequence of over-compensating
owners of existing generation whose capital costs have already been paid for through
depreciation and stranded cost recovery, while providing inadequate incentives to new entrants
in the generation market. The problem is that, under the PJM pricing schemes, where all
generation is paid RPM auction prices for capacity and the highest market clearing prices for
energy, we have to overpay almost everyone in order to try to get someone to build the
generation we need. Yet we still have no assurance that adequate new generation will be built.

In my view, this is where a Pennsylvania Power Authority could play a vital role in the
future. One purpose of the Pennsylvania Power Authority would be to encourage and help to
finance new construction and long-term generation contracts that might not result &om the
unfettered operation of short-term wholesale markets. This d

d be done by the Authority on a

stand-alone basis or as part of the default service procurement function to provide generation to
Pennsylvania customers who continue to receive generation service from their electric
dis'tribution companies.
As t h s Committee meets here today, we are fortunate that wholesale energy prices have
declined significantly from the extraordinarily high levels of just a year or two ago. As a result,
it now appears that the rate increases that most Pennsylvania electricity consumers will face
when the remaining rate caps expire at the end of 2010 will not be as high as we had previously

feared. This is a welcome development for which we can all be grateful, but I believe it is
primarily a result of our current severe economic downturn, rather than the development of new
generation resources that have driven down the cost of electricity through economic forces.
While the current drop in energy prices is a relief for many Pennsylvania consumers, the
question remains whether this type of volatile short-term market will support long-term
investments that are required to meet our future needs. It can take many years to plan and build
some typcs of new generating plants, yet we have no way of knowing what the short-term
wholesale market prices will be when those plants come on line, let alone during their decades of
future operations. This is one reason, in my opinion, that we need long term contracts to provide
at least some ecollomic certainty to developers of new electric generation, particularly new
market entrants. As I noted above, this is also one area where I think a Pennsylvania Power
Authority could provide a significant benefit.
This is a critical time for the Pennsylvania electric industry and its customers. I want to
thank you again for inviting me to submit testimony on these important issues and I look forward
to working with the members of your Committee and the General Assembly as you address these
extraordinary concerns.

