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I.
Introduction


During its 2006 session, the Legislature enacted An Act To Enhance Maine’s Energy Independence and Security (“Act”).
  Part D of the Act, which is contained in Appendix 1 to this Report, established the Maine Energy Council (“Council”).  As specified in the Act, the Council is established to:

evaluate matters affecting electricity supply and costs to consumers in this State and to provide recommendations to the Governor, the Public Utilities Commission, other appropriate state agencies and the Legislature regarding these matters.
The Council consists of 17 members as follows:

· Two members of the Senate;
· Two members of the House of Representatives;
· The Chair of the Public Utilities Commission or the chair's designee;
· The Public Advocate or the Public Advocate's designee;
· The Commissioner of Environmental Protection or the Commissioner's designee;
· One member representing the Governor's office, appointed by the Governor;
· One member from the University of Maine System who has expertise in energy issues;
· One member representing electricity generators with a capacity in excess of 100 megawatts;
· One member representing electricity generators that rely on renewable energy resources;
· One member representing competitive electricity providers;
· One member representing residential users of electricity;
· One member representing large industrial users of electricity;
· One member representing small commercial users of electricity;
· One member representing investor-owned transmission and distribution utilities; and
· One member representing consumer-owned transmission and distribution utilities.
The designated members of the Council are listed in Appendix 2 to this Report.

As stated in the Act, the duties of the Council are to:

· Advise the Governor, the Public Utilities Commission, other appropriate state agencies and the Legislature on matters affecting electricity supply and costs to consumers in this State;

· As resources permit, undertake studies, develop findings and make recommendations to the Governor and to the joint standing committee of the Legislature having jurisdiction over utilities matters on issues affecting electricity supply or costs to consumers in this State; and

· Undertake an examination of the feasibility and appropriate means of studying the impacts of electric industry restructuring in this State.

The Act requires that the Council submit a report that includes its findings and recommendations, including suggested legislation, for presentation to the Utilities and Energy Committee.


This Report contains background on the creation of the Council, a description of the Council’s activities, a presentation of topics that the Council considered and the Council’s findings and recommendations.

II.
Council Activities

The Council held five meetings to review a variety of relevant topics.  Each of these five meetings included presentations on specified topics followed by questions and discussion.  The agendas and meeting notes for each of the meetings are contained in Appendix 3 to this Report.

The general topics for each of the five meetings are specified below:

· Meeting 1 (December 1, 2006):  Overview of Maine’s Electricity Position-Strengths and Weaknesses 

· Meeting 2 (January 4, 2007):  Economics of Regulation and Risk Allocation

· Meeting 3 (January 11, 2007):  Energy Efficiency Options
· Meeting 4 (January 18, 2007):  Environmental Policy and Its Impact on Energy Policy
· Meeting 5 (February 2, 2007):  Maine’s Strategic Position and Ways to Leverage that Position
The Council held three additional meetings to discuss the findings and recommendations that would be included in report.  These meetings occurred as follows:
· Meeting 6 (February 16, 2002)
· Meeting 7 (March 7, 2007)
· Meeting 8 (March 14, 2007)

III.
Topics of Discussion

The following is a list of general topics and issues that were raised or discussed during the meetings of the Council.   

Regional Market Structure and Transmission
· Maine’s strategic position relative to the rest of the region and Canada and ways to leverage Maine’s position

· National Interest Electric Transmission Corridors and potential loss of State siting authority  

· The impact of the ISO-NE capacity market

· Socialization of transmission cost allocation

· Over-reliance on natural gas-fired generation
· Market approach providing sufficient reliability at reasonable cost over time


Retail Restructured Market

· Modifications of the restructured market
· Means to minimize retail prices
· Means to reduce price volatility

· Long-term contracting/bid process
· Long-term procurement process and portfolio management for standard offer service

· Merits of utilities serving as portfolio managers

· Utility ownership or control of generation assets
· Regulation of generation pricing and merits of a return to integrated electric utilities

Energy Efficiency

· Available energy efficiency options

· Customers that should be targeted for efficiency programs
· Role of utilities in energy efficiency
· Utility disincentives for efficiency 

· Methods of funding energy efficiency

· Changes in demand response capabilities of Maine consumers as a result of the ISO-NE Forward Capacity Market 

· Integration of efficiency programs into the standard offer

· Value of targeted peak hour savings

· Promotion of Cogeneration

Northern Maine Market

· Promotion of wholesale and retail electricity markets
· Transmission connection to the New England market 
Renewable Resources

· Appropriate means to promote development
· Promotion of clean energy retail market
· Net energy billing


Environmental Policy
· The impact of environmental policy issues in shaping energy policy and the need to prioritize 

· The impact of RGGI on fuel choice and the price of electricity 

IV.
COUNCIL FINDINGS AND RECOMMENDATIONS
A. Maine’s Energy Policy Objectives



The primary objective of Maine’s energy policy is to reduce the total cost (prices and usage) of electricity to Maine’s residents and businesses in a way that produces price predictability and maintains system reliability consistent with State and federal environmental policy so that electricity is delivered to Maine citizens at the lowest possible costs to assure affordable electricity for Maine families and promote economic development and retain jobs.    



To promote these goal and objectives:

· Maine should continue to support a balanced generation resource mix.

· Maine should continue to implement policies that maximize the efficient use of fuel, such as through energy efficiency measures and combined heat and power technologies.

· Maine should institute a formal, permanent benchmarking system to allow it to: fully understand total energy costs to consumers; identify best practices for, and barriers to, reducing those costs; and measure the success of Maine’s efforts to cut the cost of energy for its residents and businesses.

· Maine should expedite completion of its evaluation of regional energy arrangements and participate at the regional and federal levels to protect the interests of Maine’s electricity consumers and fully exercise Maine’s energy sovereignty.
B.
Consensus Findings and Recommended Action



The Council makes the findings and recommends action as specified in this section.



1.
Transmission Siting Preemption




The federal Energy Policy Act of 2005 (“EPAct”) provides the Federal Energy Regulatory Commission (“FERC”) with the authority to preempt state transmission siting authority for proposed projects that are within “National Interest Electric Transmission Corridors.”  The Department of Energy (“DOE”) has the responsibility to designate these Corridors based on a national electric transmission congestion study conducted in consultation with affected states.  In the event that Maine or portions of Maine are designated in the DOE study, the State will lose ultimate authority over transmission siting even if a transmission line violates State and local environmental laws or is detrimental to Maine consumer interests.




The Council finds that the DOE has not appropriately consulted with Maine as required by the federal law and that the transmission siting preemption authority is an ill-conceived and unnecessary assault on Maine’s sovereignty.




The Council recommends that Maine’s Congressional delegation be requested to submit legislation to seek appropriate redress. 


2.
Transmission Cost Allocation




Under current ISO-NE rules, the cost of many major transmission projects in the region is “socialized” so that all electricity consumers in New England pay based on each state’s relative load share.  The result of these rules is that Maine’s consumers pay a significant amount of costs for transmission projects to relieve congestion in other areas of the region (primarily the Boston area and southwestern Connecticut) with little or no benefit to Maine.  The annual impact on Maine of socializing the costs of transmission projects is expected to be in the range of $75 million. 




The Public Utilities Commission (“PUC”) has obtained the agreement of the New England Conference of Public Utility Commissioners (“NECPUC”) to study reopening the cost allocation issue.  The Council encourages the efforts of the PUC to reopen the transmission cost allocation issue in pursuit of a more rational approach. 


3.
Participation in the ISO-NE




Central Maine Power Company (“CMP) and Bangor Hydro-Electric Company (“BHE”) participate in the regional transmission organization known as the ISO-NE.  The ISO-NE operates the New England bulk transmission system and manages the markets for energy, capacity and ancillary services.  Over recent years, Maine stakeholders have become increasingly concerned over whether the costs of Maine’s participation in the ISO-NE (primarily the cost of the capacity market and transmission cost allocation) are greater than the benefits.  At the direction of the Legislature, the PUC is conducting a two-year study of Maine utilities’ participation in the ISO-NE.  Resolves 2005, ch. 187.




The Council supports the PUC’s efforts and endorses the pursuit of alternatives to the ISO-NE status quo as identified in the PUC Interim ISO-NE Report (submitted January 16, 2007):

· That the PUC continue to engage New Brunswick and other Maritime provinces, as appropriate, in high-level negotiations to expand electricity trade between Maine and New Brunswick, and to develop a plan for a possible common market.

· That the PUC explore the creation of one, or more, independent transmission companies (ITCs) in Maine.   

· That the PUC engage the New England Conference of Public Utilities Commissioners (“NECPUC”), or the New England State Committee on Energy, as applicable, to form a transmission cost allocation regime that creates incentives for the development of the diverse generation needed to power New England.   
4.
ISO-NE Administrative Costs

The ISO-NE has the highest administration costs of any Regional Transmission Organization (“RTO”) in the country.  One explanation is that the ISO-NE is relatively small and has fewer economies of scale and scope; so costs are divided over fewer MWs and MWhs.  Some entities in the region have sought an investigation of the ISO-NE budget.  The ISO-NE provides an “informational filing” on its budget each year and reviews its budget annually with NECPUC, but NECPUC typically cannot agree on an appropriate level of spending.

The Council recommends that the PUC continue its monitoring of the ISO-NE’s budget to ensure due diligence in the budgeting process and to minimize the costs to Maine customers.

5.
Alternatives to ISO-NE

The Governor of Maine and the Premier of New Brunswick have entered into a Memorandum of Understanding to Enhance the Mutual Benefits of the Maine/New Brunswick Electrical Interconnections (dated Feb 9, 2007). 
The Council encourages the Governor and appropriate agencies of Maine Government to continue efforts with neighboring provinces and states to obtain mutually beneficial arrangements.

6.
Coordinated Regional and Federal Activities

The PUC and other entities advocate before regional, federal and international forums on behalf of Maine consumers.

The Council recommends that to promote greater coordination of efforts, the PUC and other appropriate agencies of Maine government and other entities that advocate on behalf of Maine consumers maintain websites that contains information on advocacy efforts on the regional and federal levels and provides access to relevant publicly available documents. 



7.
Industry Restructuring and Resource Planning




During its 1997 session, the Maine Legislature fundamentally restructured the electric industry in Maine by providing consumers with the ability to choose their electricity suppliers, requiring utilities to divest most of their generation assets, and prohibiting utilities from providing electricity supply services.  Prior to industry restructuring, electric utilities engaged in integrated resource planning, pursuant to PUC rules and oversight, with the goal of obtaining an optimal mix of resources (both supply and efficiency).  This process ended with the opening of generation services to competition and the removal utilities from the generation supply business.  After restructuring, Maine and the New England region have become over-reliant on a single fossil fuel source (natural gas) which places consumers in a high risk position with regard to both supply reliability and prices. 




The Council finds that the State would benefit from the preparation and publication on a periodic basis of a Comprehensive State Electricity Plan.  The Plan should be prepared by the appropriate state agency to assist lawmakers, agencies and affected stakeholders in meeting Maine's electricity challenges.  Specifically, the Plan should include a comprehensive examination of Maine's present and future electricity needs, uses, infrastructure, and resources and the economics of each and should outline scenarios and strategies for the near and long-term future.  The goal of the plan is to provide information and insights that will guide the development of public policy and lead to appropriate changes in law or regulation to advance that policy.



The Council is divided on whether the Restructuring Act should be amended to allow utilities in the State, subject to PUC oversight, to own or control generation assets, as well as to enter into long-term contracts and invest in energy efficiency measures.

8. Energy Efficiency

a)
Peak Demand and Cost Reduction




Prior to electric industry restructuring, the utilities conducted energy efficiency programs as part of their obligation to secure resources to serve load at the lowest overall cost.  After restructuring, utilities no longer have the obligation to supply load and the Legislature transferred the obligation to conduct efficiency programs to the PUC (through its Efficiency Maine division).





The Council finds that a key to controlling the demand for new power plants as well as reducing market prices for electricity will be the ability to reduce the State’s peak demand for electricity.  This can be accomplished by smoothing the variations of electricity use on both a daily and seasonal basis so that capacity requirements and peak high cost electricity can be minimized.  The Council recommends that an effective strategy to minimize peak electricity usage (including off-grid generation) be developed and implemented.  In doing so, it would  be important to understand the impact that Maine's peak demand reduction actions will actually have on capacity charges and on avoiding price spikes.  An effective management system would be needed to actually achieve the desired results and the experience of Maine utilities could be helpful. 

The Council also finds that the acceleration of energy efficiency efforts could also reduce the need for new power plants and mitigate prices.  The Council recommends that current programs should be evaluated to ensure the realization of the most cost effective efficiency results that are achievable in the near term, as well as to develop the next phase of efficiency opportunities.  As a part of this work, there should be a tracking system in place that measures actual results.  

In considering programs to reduce Maine’s peak demands and increase energy efficiency, the Council finds that Maine should review the costs and potential benefits of new technologies
  as they develop that can facilitate demand response programs in which customers can react to real time prices by shifting demand to lower cost periods.


b)
Targeted Efficiency 

Energy efficiency measures may be directed to areas of large load growth or where new transmission facilities are needed.  Such energy efficiency measures may avoid or delay the need for new infrastructure.

The Council recommends that information be provided to the PUC to allow it to consider using targeted energy efficiency to avoid or delay the need for new infrastructure.  
9.
Resource Diversification

a) Promotion of Grid Scale Renewables

The development of renewable generation resources in Maine and throughout the region has the potential to reduce and stabilize electricity costs to Maine consumers, enhance system reliability and reduce the impact on the environment from the generation of electricity. 
The Council finds that the goal of a robust retail market for clean energy products remains to be fully achieved.  The Council also finds that Maine does not have a renewable power plant development promotion problem in that there is a significant amount of wind, biomass and tidal power at various stages of development and this appears to a place where the merchant generation model is working.  
b) Combined Heat and Power

Combined heat and power (“CHP”) technologies produce both electricity and steam from a single fuel at a facility located near the consumer. These efficient systems recover heat that normally would be wasted in an electricity generator, and save the fuel that would otherwise be used to produce heat or steam in a separate unit.

The Council finds that there are significant environmental and economic benefits associated with CHP in Maine.  The Council recommends a consideration of current regulations to determine whether they properly recognize the overall energy efficiency of CHP or credit the emissions avoided from displaced grid electricity generation.   




c)
Liquefied Natural Gas





Several new liquefied natural gas (“LNG”) facilities have been proposed for development in Maine, New Brunswick, and other areas in New England.  The development of new LNG facilities can have a moderating effect on electricity prices and price volatility, and will provide a needed increase in the reliability of the grid.





The Council finds that Maine will benefit from the safe, secure and environmentally responsible development of LNG terminals and that Maine should support the development of such facilities provided they comport with all requirements and conditions imposed under Maine law to assure safety, sovereignty and environmental protection.
 
d) Net Energy Billing

Net energy billing is a billing and metering practice that promotes the use of small renewable installations to serve the individual needs of customers.  Net energy billing allows customers with small renewable generation to offset their usage with excess generation over a month and to carry excess generation credits for a twelve-month period to offset future usage.  

The Council recommends investigation of the aggregation of renewable energy credits from net billing customers and other smaller renewable generators to realize the full value of such credits so as to promote the installation and operation of small renewable generation. 
10.
Environmental Policy




a)
Regional Greenhouse Gas Initiative




The Regional Greenhouse Gas Initiative (“RGGI”) is a cooperative effort by the northeastern states to cap greenhouse gas emissions from electric generation facilities.  Under the Initiative, CO2  emissions would be limited by each state’s CO2  allowance budget, and states would have discretion over use of the allowances and their value.  One approach is to auction the CO2  allowances and to flow the proceeds back to ratepayers in some fashion to help offset electricity rate increases that may result from RGGI.  




Under the assumption that RGGI will be implemented, the Council finds that integration of this effort into the State's and region’s electrical energy strategy or comprehensive resource plan will be essential.  The challenge will be to also recognize the influence of the other RGGI states in adopting plans for implementation, and in particular to ensure that there is a consistent set of outcomes for allocating 100% of auction revenue to a state’s “public benefit fund.” 



b)
Environmental Permitting





The environmental permitting process is an issue in the development of new generation and transmission infrastructure. 





Informed by a comprehensive state electricity plan, the Council recommends that Maine seek to ensure greater coordination and integration of energy, environmental and land use policies so that decisions, approvals and actions can better balance inherent tradeoffs and conflicts among these policies. 



11.
Northern Maine




Northern Maine is unique in that the area is not directly connected to the New England transmission grid.  Rather, northern Maine is connected to the New Brunswick system and is a part of the Maritimes control area.  The PUC has recently declared the electricity market in northern Maine to be a failure and has established stakeholder groups to recommend strategies to address the market issues.  Possible strategies include the promotion of generation facilities through long-term contracts and the construction of transmission that would link northern Maine to the New England transmission grid.  There are several “unknowns” that could have a substantial impact on the situation in northern Maine.  These include the possible construction of a large wind facility, the ultimate transfer capability that will result from the second tieline to New Brunswick (that is currently being constructed by BHE), and the refurbishment of the nuclear facility in New Brunswick.




The Council recommends that Maine continue to monitor developments and policy changes in New Brunswick and take appropriate action that might be in the mutual benefit of New Brunswick and Maine.

12.
Continuation of the Council

The Council recommends that the Maine Energy Council remain in existence to address electricity cost and supply issues as they may arise in the future.

� P.L. 2005, ch. 677.


� The Council did not come to consensus on any specific legislation.  Accordingly, no suggested legislation is included in the Report.





� Consistent with the Council’s charge, this Report discussed only issues related to electricity, rather than overall energy policy.  


� Individual members of the Council were invited to submit statements containing their own comments and recommendations.  Such statements contain only the views of the individual Council members and not those of the Council.  The individual Council member statements are included in Appendix 4 to this Report.





� The Council representative from Constellation takes exception to this statement.   


� A resolution by the National Association of Regulatory Commissioners (dated February 21, 2007) regarding advance metering technology is attached to this report as Appendix 5.





� The AARP Maine is concerned with this statement because demand response programs that use advanced metering technology can adversely impact the elderly and medically fragile.  The view of the AARP Maine is that demand response programs should be targeted to those that have the ability to react to real time prices and that any review of new technologies should consider the impact on specific subpopulations of residential customers, including specifically the elderly and medically fragile.  


� Representative Adams does not concur with this finding because the Council did not hold detailed hearings on the overall complex subject of LNG, nor about the controversial difficulties of siting LNG facilities in Maine.  Given the complex state and international issues at stake in both categories, Representative Adams suggests that the Council take no official position on these issues. 


� The Chairman of the PUC has concerns with this recommendation under the current staffing requirements.
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