BEFORE THE PUBLIC SERVICE COMMISSION 

OF THE STATE OF DELAWARE,

THE DELAWARE DEPARTMENT OF NATURAL RESOURCES AND ENVIRONMENTAL CONTROL (DELAWARE ENERGY OFFICE),

THE OFFICE OF MANAGEMENT AND BUDGET,

AND THE CONTROLLER GENERAL

IN THE MATTER OF INTEGRATED RESOURCE
)

PLANNING FOR THE PROVISION OF

)

STANDARD OFFER SUPPLY SERVICE BY 

)

DELMARVA POWER & LIGHT COMPANY UNDER
)

26 DEL. C. § 1007(c) & (d): REVIEW 


)

PSC DOCKET NO. 06-241

AND APPROVAL OF THE REQUEST FOR 

)

PROPOSALS FOR THE CONSTRUCTION OF NEW
)

GENERATION RESOURCES UNDER 26 DEL. C.
)

§ 1007(d) (OPENED JULY 25, 2006)


)

COMMENTS OF ALAN MULLER AND GREEN DELAWARE

ON “PSC STAFF REPORT ON THE TERMS SHEETS FOR PROPOSED POWER SALES TO DELMARVA POWER,” dated October 29, 2007, AND OTHER FILINGS IN THE SAME PROCEEDING.  

These Comments are submitted jointly by Alan Muller and Green Delaware.  Alan Muller submits these Comments as an Intervenor with full party status in the IRP docket (07-20) and Green Delaware submits these comments as a frequent Commenter in the RFP docket, where there are no formal parties.

Few proceedings in the history of the Delaware Public Service Commission have been as complex, drawn as much public interest and carried such significance for the future of Delaware as this one.  

(One that comes to mine is a contest many years ago over Delmarva Power’s plans to build a nuclear power plant on the banks of the Chesapeake and Delaware Canal.   Fortunately Delmarva’s scheme did not prevail.)

Almost every day, more information surfaces as to the urgency of moving away from carbon-emitting sources of electricity.  For example, the temperature in Delaware during October, 2007, averaged over 7 degrees above the historical average.  This is a very large, even unprecedented deviation.

Delaware, as a coastal state with a climate-dependent economy, is exceedingly vulnerable to the effects of global climate change.

Delaware is exceedingly fortunate in having a nearby source of wind energy that can be used with multiple benefits to the people of Delaware—climate and weather benefits, health and environmental benefits, and economic (rate) benefits.  Failure to use this resource would be foolish.

Delmarva Power has made clear from the beginning of this proceeding that it would use all the resources at its disposal to avoid signing a Power Purchase Agreement, of the sort envisioned by the RFP, with Bluewater Wind.

The State Agencies and other parties had, then, reason to anticipate that Delmarva Power would not comply in good faith with the Order; would not negotiate in good faith towards an acceptable Agreement.

Anticipating difficulties, Staff retained Lawrence Hamermesh, Esq., to “oversee” the negotiations.  This intervention apparently was not effective.  (We complained repeatedly about not receiving meaningful information on the progress of the negotiations.)

The Staff Report is unsatisfactory

PSC staff issued a “PSC STAFF REPORT ON THE TERMS SHEETS FOR PROPOSED POWER SALES TO DELMARVA POWER” dated October 29, 2007.  In this report, Staff appears to have “lost its balance.”  Staff identified some difficulties, such as an open-ended “escalator” provision in the Bluewater term sheet.  But rather than propose solutions, Staff in essence said “let’s give up.”

Worse, the STAFF REPORT contains statements trending on misrepresentation.  Some of these are detailed in the November 2, 2007 Firestone/Kempton “Point-Counterpoint.”  One of these is the repeated statement that “Staff expected that the negotiations would yield a lower price for the wind project, on a per customer kWh basis, but rather the negotiations resulted in a more expensive, less favorable project than the original bid …” (page 4).  

Lower prices were not reasonable to “expect” for at least four reasons: 

(1) Staff itself advised downsizing the project from 600 mW to 450 mW, and Staff knows that unit energy costs from such a project are highly sensitive to scale; 

(2) Staff knew, or should have known, that Delmarva Power had little incentive to negotiate an economical project because Delmarva desires to kill the project; 

(3) Staff was supposedly “overseeing” the negotiations via the services of Mr. Hamermesh; and

(4) Cost increases for commodities in general, and wind turbines in particular, have been very significant during the course of this proceeding, while the value of the US dollar has declined against the currencies of countries where equipment and services would be purchased by Bluewater Wind.

(Some statements in the Staff report simply do not make sense.  For example, on page 8 we find this statement: “The Bluewater Term Sheet establishes a 25 year partnership with Delmarva to provide up to 300 MWh of energy, a level of energy sufficient to power 100,000 Delaware homes.”

What this statement is intended to mean is unclear, but assuming that it intends to mean 300 mWh per hour, this corresponds to 219,000 mWh per month.(300 x 24hr/day x 730 hr/mo)  Since the average Delmarva customers uses about 1000 kWh or 1 mWh per month, this corresponds to219,000 homes, not 100,000 homes.)

We are concerned that the departure of Mr. Bob Howatt from the PSC staff has impacted the ability of Staff to handle this proceeding in a consistent manner.

Disregard of the purpose

Perhaps most important, the Staff report, like submissions from some other interested parties, is disregardful of the reasons wind power is needed.  Public support for wind power for Delaware is based on four main factors:

(1) The need to reduce the health-and-environment-damaging air emissions of burning fossil fuels, especially coal.  These include air pollutants, but also problems associated with ash disposal, water consumption, and others;

(2) the need to reduce emissions of climate-changing gases, primarily carbon dioxide, that result from the burning of carbon-containing fuels;

(3) the need to insulate Delaware as much as possible from the machinations of the “Independent” system operator,”PJM;” and

(4) the need to insulate Delaware ratepayers from likely large increases in fossil fuel costs as “peak oil” influences prices.

Earlier decisions by the Commission and the other three agencies seemed to reflect these four concerns.  But the Staff’s report suggests a reversion to traditional utility regulatory thinking that takes note of price (rates) but is oblivious to actual societal costs.  

At the same time, the DNREC, and the Delaware Division of Public Health have only weakly, if at all, asserted health and environmental concerns. 

Failure to consider the real benefits of wind

Staff’s consultant (team of New Energy Opportunities, et al) states a page 40 that:

 “we have not attempted to identify or quantify health impacts or local air pollution impacts of the proposals.”

In a footnote, the consultants say:

“Since the coal plant is no longer under consideration, the issue of local air pollution impacts and associated health impacts would appear to be substantially mitigated.  Both backup units are natural gas-fired units … and their non-CO2 emissions would be expected to be relatively low.”

The footnote is wrong on both counts.  

(1) Delaware’s health and environmental needs require that no new coal capacity be built, but also require that the State’s existing capacity, such as the Indian River Power plant, run less.  (The damage done by the existing plants will be significantly but incompletely mitigated by regulations adopted by the DNREC, but still being opposed by Conectiv.)

(2) As Conectiv—one of the bidders to provide backup—noted at page six of its comments:

“… neither bidder proposed to operate its facility to match the back-up energy requirements of the wind project.  Instead, both offered to meet the energy requirement from the market and to provide a price hedge …”

What this means, in effect, is that ratepayer’s above-market (should that prove to be the case) payments could go towards buying the same highly-polluting power they are now getting via the existing Delmarva Power procurement process, which takes no notice of environmental and health attributes.

It appears that the “gas backup” aspects of the project serve primarily to offset the limited capacity recognized for wind, and may have, as proposed, limited value to ratepayers as energy sources.  With this in mind, the role of gas backup in the overall situation should be re-evaluated in depth.

While many doubt the necessity or wisdom of it, it appears that the MAPP project is likely to greatly enhance transmission capacity in and through Southern Delaware.  This is addition to enhancements already made by Delmarva Power in recent years.  Thus, concerns about brownouts and price spikes may be more of a historical memory than a reality that should be governing our thinking about the future.

We would like to see a scenario considered in which the wind project was restored to the original 600 mW size and gas backup deleted.  Perhaps Bluewater could assume responsibility for “backup” power supply in a scheme directly recognizing environmental attributes.

Response to Pace report submitted by Delmarva Power

Delmarva Power submitted a report from Pace entitled “Independent Economic Assessment of the Proposed Bluewater Offshore Wind Farm,” dated November 8, 2007.

Pace labels purported above-market costs of the Bluewater proposal as the “Green Premium,” and states (page 1, Executive Summary) “Analysis of the Green Premium provides a better reflection, to the existing SOS customer, of the true cost of the BWW Project ….”  It concludes that monthly increased costs would likely be:

Bluewater wind park alone

$22 per month

Bluewater plus NRG gas

$34 per month

Bluewater plus Conectiv gas

$21 per month

purchased onshore wind (PJM)
$11 per month

The Delaware Audubon Society commented: “The Pace report does not clearly state its assumptions or define its methodologies and the reader is left only to imagine on what basis it derives its conclusions.” We agree.

Firestone, in his November 13, 2007 comments, provided a helpful analysis of Pace’s work, concluding:

“In sum, the Pace report present[s] a distorted picture and one that is a variance not only with the facts but with its own LIPA [Long Island Power Authority] report, issued just three months ago.  This discrepancies call into question the credibility of Pace as disinterested analysts.”

Worse, “No attempt was made to value externalities beyond [carbon cost burdens].  For example, the potential health benefits of wind generation versus fossil-fuel generation …”

In effect, Pace has emphasized every imaginable downside to the wind project while ignoring the central benefits.

Pace says, that removing the escalator clause, as BWW has offered to do, would not solve the risk to SOS ratepayers:  “The Bluewater risk profile cannot be changed by elimination of the pricing escalator language which would only shift the escalator price risk into other types of risk …”

Pace seems to be claiming that regardless of contractual arrangements, Delmarva Power SOS ratepayers would end up with the burden should Bluewater fail.  This does not seem reasonable.

We grant the possibility that the Bluewater project could prove unable to meet its obligations.  But Delaware ratepayers as such are NOT being offered an equity interest in the project and are proposed to be tied to Bluewater Wind only through a Power Purchase Agreement.  Thus, if Bluewater were unable to provided energy and capacity per contract, “our” problems should be limited to the procurement of replacement power.  To put this in proportion, the proposed nameplate capacity of the Bluewater project is 450 mW.  Contracted energy production is 300 mWh/hour, and capacity as recognized by PJM is 105 mW.  The capacity now recognized on the PJM system is over 160 thousand mW.  And Pace argues that market power from PJM is available and likely to remain cheaper than power from Bluewater.

If Bluewater failed to deliver power per contract, Delaware ratepayers would lose the desirable environmental attributes of the missing wind power.  But we see no basis for the Pace claim that “significant rate instability” would result.

(We do agree that PHI shows great ingenuity in transferring benefits to stockholders and liabilities to ratepayers.)

Response to November 13, 2007 comments of the Division of the Public Advocate

DPA concludes (page xvi) that 

“… it best serves the interest of Delmarva’ SOS customers to end the negotiations at the November 20, 2007 meeting but continue to consider the construction of clean renewable energy generation during the evolution of the still pending IRP docket.”

We disagree.  There are many issues of concern in the Bluewater (et al) negotiations.  But in our view, having reviewed the draft IRP Guidelines proposed by Staff, the IRP process is unlikely to provide a means of compelling Delmarva power to do anything it does not want to do.  We would prefer a more robust, enforceable IRP process, but it’s not “in the cards.”  Therefore, we understand the Delmarva Power “IRP” strategy as a tactic to defeat the present process.

DPA submits a “REPORT OF THE COLUMBIA GROUP, INC. TO THE STATE OF DELAWARE DEPARTMENT OF THE PUBLIC ADVOCATE,” DATED November 12, 2007.

At page 3, Columbia states:

“The criteria of review is the prime directive to the DPA from the legislature, which is “ …to advocate the lowest reasonable rates for consumers consistent with the maintenance of adequate utility services and consistent with an equitable distribution of rates among all classes of consumers.”

At page 7 Columbia states:

“There is no doubt that a renewable clean energy project is in the public interest.”

But no explanation is offered for this statement and Columbia makes no effort to quantify the “upside” environmental and health benefits of a wind farm.  Like the Staff report and the Pace report, only the downside is quantified.

On the other hand, the Columbia report adds some helpful information to the “mix” and correctly identifies the need for changes in the existing term sheets.

We agree that the Public Advocate, as well as other parties, should be more fully included in the process and in the Commission’s deliberations.

Comments of ACORN (Association of Community Organizations for Reform Now)

In view of concerns expressed about rates, the following submission from ACORN, representing the interests of low-income ratepayers, is very significant:

“The consensus arrived at by its membership is that Bluewater Wind Offshore proposal provides the only legitimate chance for long term price stability and the opportunity to make household energy affordable to everyone. The additional benefits of a cleaner and healthier environment is icing on that cake. We insist that, in the interest of the low to moderate income working families, the seniors on fixed incomes and all the residential consumers of energy in Delaware, the PSC, OMB, Controller General and DNREC allow and encourage Bluewater to complete negotiations directly with the PSC staff, so that we might benefit from a lower, affordable price that will come as a result of building the Bluewater Windfarm.”
CONCLUSIONS

The RFP process should NOT be abandoned at this point.  If it is, another similar opportunity may be long in coming and Delmarva Power will have secured yet another victory over the public interest.

On the other hand, the present term sheets reflect numerous problems and continued negotiations will be needed to resolve them.

The present state of the term sheets indicates that more-of-the-same negotiations are unlikely to be productive in a reasonably timely manner.

The challenge before the four State Agencies is how to structure a process that will result in good faith negotiations with adequate representation of the public interest.

(We define the public interest broadly as including not only rate concerns but also health and environmental concerns, as well as global climate change concerns.)

While some, including Bluewater, have proposed that the PSC staff negotiation on behalf of the public, the recent Staff Report calls into question the ability of Staff to do this effectively.

Therefore, we propose a process for PUBLIC negotiations, in which the role of Delmarva Power would be reduced, reflecting the recent history of abuses of process by Delmarva, and representatives of health, environmental, limited income, global warming, and regulatory interests would participate directly.
Dated: November 15, 2007

Respectfully submitted,
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