DRAFT
Maine Energy Council Report
Findings and Recommendations Section

Prepared by PUC Staff

PUC staff note:  This is a draft for discussion purposes of the findings and recommendations section of the MEC Final Report.  It is based on the discussion during the February 16, 2007 meeting and subsequent e-mails from MEC members, and follows the 3-part structure suggested by Sen. Bartlett:


-Broad Principles


-Concrete Actions/Consensus


-Issue Discussion/No Consensus

This draft represents the PUC staff’s best effort to reflect the views expressed by MEC members and any apparent consensus.  This draft includes PUC staff comments which are reflected in bracketed bold text.
IV.
COUNCIL FINDINGS AND RECOMMENDATIONS
A.
Principles for Maine’s Energy Policy 
· The primary objective of Maine’s energy policy should be to cut the cost of energy for Maine residents and businesses.

· Maine should pursue the diversification of energy resources, both those sited within the state as well as those which can be transported into the state. 

· Maine should have an aggressive pro-conservation and pro-Combined Heat and Power (CHP) policy bias in all state policies, regulations, and projects.

· Maine should institute a formal, permanent benchmarking system to allow it to: fully understand its energy costs; 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 set the path forward for regaining Maine’s energy sovereignty.
[PUC staff note:  These principles were presented by the IECG.  Sen. Bartlett suggested that they be included in a principles section of the Report as a starting point for discussion.] 

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 amend EPAct to appropriately limit any transmission siting preemption authority.  
[PUC staff note:  It was not clear from the discussion whether any particular entity should be identified as contacting the delegation (e.g. Governor’s office, PUC, OPA).  CMP expressed some doubt as to whether there is a loss of State sovereignty because transmission projects still need to go through the State siting process.  The IECG suggested that the Maine Legislature consider means to address the loss of State sovereignty.]



2.
Transmission Infrastructure Study
[PUC staff note:  There was a suggestion during the Feb 16th meeting that there may be consensus regarding a transmission infrastructure study that would include some analysis of Maine’s transmission needs and the potential for rolling Maine projects into the regional tariff.  The discussion was brief and did not include who would conduct the study or how the study would be funded.]


3.
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.  
[PUC staff note:  It was noted during the Feb. 16th meeting that the PUC has obtained NECPUC’s agreement to study reopening the cost allocation issue and that there may be a consensus that a resolution from the Council may help the effort or that a Council recommendation may be that the Governor’s office become involved in the effort.]


4.
Participation in the ISO-NE




CMP and 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’s participation in the ISO-NE.

[PUC staff note:  Rep. Adams suggested that the Council support the PUC’s pursuit of the following alternatives to the ISO-NE listed in its January 16th Interim Report; others indicated support of the PUC efforts, but stated a desire not to duplicate the PUC activities.]
· 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 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.   
5.
ISO-NE Administrative Costs

The ISO-NE has the highest administration costs of any 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.

[PUC staff note:  There appeared to be some consensus around the ISO-NE administrative costs, but the nature of that consensus was not clear.]    
6.
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). 
[PUC staff note:  Rep. Adams suggested as a possible Council consensus that the Council encourage the executive department to continue efforts with neighboring provinces and states regarding “mutually beneficial efforts and agreements.”]

7.
Coordinated Regional and Federal Activities

The PUC and other entities advocate before regional and federal forums on behalf of Maine consumers.
[PUC staff note:  Kennebunk Power and Light suggested as a possible Council consensus that efforts and communications with FERC or the Maine Congressional delegation be posted on the PUC or MEC website to promote greater coordination of efforts.]
8.
Targeted Energy Efficiency 

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

[The OPA, the Chair of the PUC and the AARP agreed with this concept and no member of the Council expressed disagreement.]

C.
Discussion of Energy Policy Issues


Throughout the Council meetings, a large number of energy policies issues were discussed and debated.  This section of the report summarizes those issues and the positions of Council members upon which consensus was not reached.



1.
Industry Restructuring and Resource Planning




During it 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 offering supply services.  Customers who do not take service from a competitive supplier receive standard offer service.  Standard offer service is provided by suppliers chosen by the PUC through periodic bid processes.  The PUC procures standard offer supply for residential and small commercial customers through a load segmentation strategy in which it secures supply for one-third of the load each year for three-year terms.  The PUC also periodically solicits and considers longer-term bids. 



a)
Standard Offer Planning




The AARP’s position is that Maine should return to an integrated resource planning model for residential and small commercial standard offer in which the utilities would act as portfolio managers.  As portfolio managers, the utilities would forecast standard offer load over a long-term (e.g. 10 to 15 years) and construct a portfolio of supply contracts of varying terms and energy efficiency programs to serve the load in a least cost manner that minimizes volatility.  The AARP would not repeal customer choice as part of its proposal, does not reject competitive markets and believes there is already a significant amount of governmental oversight in the wholesale and retail electricity markets.  




Constellation opposes the AARP position as contrary to the policy of promoting competitive markets and creating the potential for new stranded costs.  Constellation’s view is that PUC’s current practice is, in effect, to purchase “portfolio management” services at the lowest cost from those entities that have the expertise and resources to manage an electricity portfolio and take the risks associated with load growth, load migration and market prices so that customers do not have any stranded cost risk.





The PUC Chair, while taking no position on the issue, stated that the restructuring of the industry represented a policy decision to rely on markets rather then governmental central planning and that governmental involvement is antithetical to and undermines markets.  The PUC Chair also stated that, because of the lack of retail competition for residential customers, the PUC adopted the three-year load segmentation approach, but efforts to go beyond three years would be risky, result in a price premium, create a potential for new stranded costs and be inconsistent with the PUC’s current charge. 
[PUC staff note:  The following language was provided by Rep. Fletcher through e-mail after the Feb 16th meeting.]

Integrated Resource Planning (IRP) 
Rationale: Since Restructuring, Maine has lost the ongoing resource planning to address the generation side of the business.  As a result, we are now faced with an over reliance on a single fossil fuel source which places consumers in a high risk position with regard to both supply reliability and prices.  Maine must have a generation resource plan that establishes the preferred generation mix for the future based on several considerations including cost of production and stability, environmental factors such as greenhouse gas emissions, promotion of indigenous renewable sources and cogeneration , and economic development potential while lowering and stabilizing electricity prices to Maine consumers.  ISO-NE has indicated that they will not be developing an IRP since they view this as the responsibility and domain of the individual states.  The IRP development will necessitate the involvement of both public and private energy 'experts' to insure a comprehensive and forward thinking product.  



b)
Utility Ownership Of Generation





CMP stated that allowing utilities to own generation assets (as well as the ability to enter into long-term contracts and invest in efficiency) would make Maine less reliant on market prices based on natural gas because customers would pay for the actual costs of the generation facilities and other assets, and this would help stabilize rates.  The Chair of the PUC responded that the countervailing consideration is that customers would have to pay for utility-owned generation facilities even if those costs were higher than prevailing market costs (i.e. stranded costs).  The question, according to the Chair of the PUC, is whether it is preferable for customers to pay marginal or average costs.  The IEPM disagrees that utilities should re-enter the generation business in that it would increase risk for ratepayers.  Kennebunk Power and Light supported consideration of allowing utilities in the generation business and to enter into long-term contracts.




CMP offered to provide information on other states that have restructured, but have allowed utilities to own generation.



c)
Restructuring and Retail Choice





Kennebunk Power and Light would repeal customer choice in the service territories of consumer-owned utilities to increase the certainty of load, thus reducing risk to suppliers and lowering the costs of supply service.  Kennebunk Power and Light also suggested that consideration should be given to the creation of a Maine Power Authority that could have responsibility for standard offer.

The IECG commented that it is time to review industry restructuring to determine what is working-what is not working-and how costs can be lowered.  The IECG suggested that the Council decide how to study if industry restructuring is working and the impacts of restructuring.  The OPA commented that the Council can consider why restructuring has not brought Maine closer to the national average of electricity prices.  The AARP commented that there have been numerous studies on electric restructuring and questions whether we should devote resources to such a study.  CMP agreed that it is not worth looking backwards and that the question of whether competition is robust should be examined.  
The PUC Chair responded that the retail competitive market is working for the larger customers and that the market is matching these customers with the electricity products that they desire.  For the smaller customers, the PUC Chair noted that they have the benefit of robust competition through the standard offer procurement process.  Regarding market concentration, the PUC Chair stated that there is a dominant player, but that this player has earned its position and is disciplined by the prospects of other entrants in the market.  Finally, the PUC Chair noted that all electricity products are priced based on natural gas costs, a result that was not anticipated when the industry was restructured. 


2.
Energy Efficiency




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




CMP stated that it is in a unique position to promote certain types of efficiency (such as the installation of efficient transformers and smart metering infrastructure), but does not have the financial incentive to do so.  The PUC Chair questioned the role utilities could play in efficiency, but suggested that utilities may have a lot to offer with respect to demand response.  The AARP expressed interest in energy efficiency and demand response only as part of a standard offer integrated procurement plan.



Sen. Bartlett suggested that the Council consider whether utility profits should be decoupled from revenues in an effort to get utilities more involved in promoting energy efficiency.

[PUC staff note: The following language was provided by Rep. Fletcher through e-mail after the Feb 16th meeting.]

Electricity Demand-Peak Management  Rationale: It is recognized that a key to success in controlling existing and future capacity growth as well as reducing market prices will be the ability to reduce the peak demand.  The goal should be to minimize demand variation so that capacity requirements and peak high cost electricity can be minimized (a 'flat lined' demand curve objective).  A detailed analysis will need to be available that delineates the actual Maine demand curves and primary contributing factors so that an effective strategy can be developed and implemented.  In general, it is understood that 'peak demand' can be managed both through usage reduction and off-grid generation.  It will be important to understand the impact that Maine's peak demand reduction actions will actually have on capacity charges as well as avoiding price spikes.  An effective management system will be needed to actually achieve the desired results and the experience of our T&D utilities will be essential. 
Electrical Efficiency Strategy  Rationale: To reduce the need for future capacity and mitigate the high electric prices, Maine will need to accelerate the implementation of our efficiency efforts.  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 develop the next phase of efficiency opportunities.  As a part of this work, there needs to be an tracking system in place that measures actual results.  There is an obvious synergy possible with the peak demand management effort that needs to be considered.  The impact of increasing output per kWh (the measure of efficiency as compared to simply reducing demand with a corresponding reduction in output) on the need for existing high priced electricity generators in the bid stack will need to be modeled to estimate the expected price reductions possible as demand is reduced through peak demand reduction and efficiency gains.


3.
Resource Diversification




a)
Promotion of Grid Scale Renewables

[PUC staff note: The IECG stated renewables should only be promoted when costs are lowered.  CMP stated that a big disappointment of electric restructuring is that a green market has not developed.  The AARP stated that renewables should only be promoted when part of a portfolio that lowers costs.  The Chair of the PUC stated that Maine does not have a renewable promotion problem in that there is a significant amount of wind, biomass and tidal power at various stages of development and this appears to be the one place where the merchant generation model is working.  The IEPM stated general agreement with the PUC Chair.] 



b)
Net Energy Billing

[PUC staff note:  The representative from the Maine Maritime Academy questioned whether the net energy billing rules were generally known to those that are considering the installation of small generation facilities.  The IEPM responded that the entities that sell these facilities are aware of the rules as one of the benefits to installing renewable generation.  Kennebunk Power and Light expressed some concern that the current net billing rules allow for customer generation to offset transmission and distribution charges and suggested that consideration be given to improving the net billing rules (e.g. allowing credits to exist beyond a 12-month period).  Sen. Bartlett suggested consideration of the sale of RECs from net billing customers.]  




c)
Combined Heat and Power

[PUC staff note:  The IECG indicated that it would provide proposals regarding combined heat and power before the next meeting.]




d)
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, price volatility and reliability.
[PUC staff note: Prior to the Feb 16th meeting, Calpine sent an e-mail suggesting that the Council report express support for new LNG facilities and, without supporting any particular project, note that there is a small but significant price advantage to Maine consumers if any of the new facilities are located in Maine (due to lower gas pipeline transportation rates compared with facilities in Massachusetts or New Brunswick).  The IECG, the representative of the Maine Maritime Academy, and the IEPM appeared to favor a general statement in support of new LNG facilities.  The Chair of the PUC stated that LNG could result in lower, but more volatile prices.  The AARP was reluctant for the Council to support LNG due to the siting controversy.]


4.
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.  [PUC staff note: Based on the discussion during the Feb. 16th meeting, there may be a general consensus around this general concept of auctioning allowances.]





Rep. Adams suggested that there might be a consensus around a concept of auctioning the allowances and using some or all of the proceeds for energy efficiency programs as a means to offset the price impact of RGGI on electricity consumers.  The AARP stated that it does not agree to use of the proceeds for energy efficiency outside an integrated resource plan.  CMP commented that not all customers benefit from Efficiency Maine programs so proceeds should go to a reduction of electricity rates.  The IECG expressed agreement with CMP that RGGI proceeds should go back to ratepayers.  The representative of the OPA indicated that the Public Advocate’s previous position has been that the auction proceeds should go to energy efficiency programs. 
[PUC staff note: The following language was provided by Rep. Fletcher through e-mail after the Feb 16th meeting.]
RGGI Implications  Rationale: Under the assumption that RGGI (Regional Greenhouse Gas Initiative) will be implemented, integration of this effort will be essential into the state's and regions electrical energy strategy.  As stated, RGGI will result in reduced CO2  emissions by reducing fossil fuel consumption in the generation of electricity and/or reducing the CO2 produced per kWh generated.  It would seem a reasonable expectation that a comprehensive Maine Integrated Resource Plan (IRP) would need to include the RGGI goals and implementation specifics.  Of course, the challenge will be to also recognize the influence of the other New England states pans and actions.



b)
Environmental Permitting





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

[PUC staff note:  The IEPM expressed concern that there is a disconnect between energy and environmental policy and that this disconnect is shown by the denial of the Redington project, that environmental agencies may not understand the importance of energy diversity and may take a narrow environmental, rather than a more global, perspective, and that the Council report should express a need for greater statutory integration between energy and environmental policy.  The representative from the Department of Environmental Protection stated that conversations regarding greater integration are occurring.  Sen. Bartlett stated that the Council report could state that better integration of energy and environmental policy is needed and that there should be consideration of better ways for siting at the local level.]  
[PUC staff note: The following language was provided by Rep. Fletcher through e-mail after the Feb 16th meeting.]
Energy Needs for Environmental Assessment  Rationale: It is apparent based on our discussions with the Maine Department of Environmental Protection (MDEP) that they do not formally consider energy needs as part of their decision criteria.  It is further understood that there is not a recognized "state energy entity" that is authorized to provided the public policy position as established by Legislative on the merits of a specific energy producing proposal.  As such, it appears that both MDEP and LURC can not effectively evaluate the merits of any specific proposal with regard to energy current and future generation.  It is recommended that a state entity be officially designated as the energy contact agency that can weigh the merits of an energy generation project based on established Legislative policy as defined in an IRP.  In addition, existing MDEP and LURC decision criteria need to be incorporated into their respective agency criteria to recognize the importance of energy generation as expressed by a cost and benefit analysis. 



5.
Northern Maine




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.
[PUC staff note:  Sen. Bartlett, the IECG and the IEPM stated a view that there has not been enough discussion of northern Maine issues for the Council to make recommendations.  Kennebunk Power and Light stated that some comment should be made in the Report on the lack of competition and possible need for transmission.  CMP suggested that the Council could recommend that an updated transmission report be conducted from previous reports.]
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